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THh COUNCIL’b COMMENTS ON A REVth OF
- HOUSING POLICY




INTRODUCTION — RATIONALE FOR THE STUDY

l. The NESC commissioned a review of housing policy which was
undertaken by Mr John Blackwell of the Resouces and Environment
Policy Centre, University College, Dublin. The review is published as Part
IT of this report: in this part of the report the Council’s views on housing
policy are given* There are three sets of reasons, in the Council’s view, for
undertaking a re-appraisal of housing policy — the changing context of

K
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the housing system, problems in the housing system, and the absence of
recent policy reviews.
j HOUSING — THE CHANGING CONTEXT
$ 2. There are long term demographic and social developments which
¢ have implications for the nature and scale of housing requirements. The
most important of these developments are:
(i) changing population and household formation trends — in

particular, increased rates of non-marital births and marital break-
up, and young persons departing from the parental home at an
earlier age — giving rise to changing housing needs and a wider
range of household types;
(i) a growing proportion of the elderly population living alone
{ ~ because of improved pension provisions, greater separation of the
nuclear family from the extended family and growing divergence
: between the life expectancies of men and women;
H (ili) increasing emphasis in health care on community based, non-
residential care for the elderly, disabled and mentally handicapped.

NRF AT B gar T
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All of these trends imply an increasing diversity of housing needs, and a
need for closer co-ordination of housing policy with health, social security
and other policies.

3. Underlying financial conditions in the house mortgage market began to
change in the mid 1980s. The divergent status of the major banks and the
building societies with respect to mortgage finance has been eroded and
the mortgage market has became more competitive. By 1987, the
mortgage rate exceeded the inter-bank rate and this in turn created an
incentive for banks — and other financial institutions with access to
wholesale money — to develop a significant presence in the mortgage
finance market. These domestic developments are taking place in the
context of the likely eventual integration of Irish financial markets into
the European market, posing further competitive challenges to the
providers of mortgage finance in Ireland, and possibly widening the range
of mortgage products available.

*Following discussions by a Working Group and by the Council of the NESC these comments were
drafted by Tony McCashin in the Council’s Secretariar.
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Ii the labour markel, rising unemployment, high fevels of long term : 8. This statement of objectives is very general: it does not indicate Cnle'na
unemployment, and the decline in real earnings for some years after 1979 3 by which housing policy can be evaluated, nor state the meaps by which
have affected aspects of the housing system, — such as the affordability Z these objectives are to be pursued. It appears that one of the instruments
of private housing, the demand for local authority dwellings, the need for ‘f of housing policy — the encouragement of owner occupation — has in
rent supplements, and the persistence of homelessness. ¢ fact become the predominant end of housing policy.
The housing system has been underpinned by various public expenditure 9. The evolution of State intervention in housing has been shaped, in part,
programmes and taxation measures. The need to control public by the generality of policy objectives. Siate intervention has been
expenditure, and to reform the system of taxation, suggests the need for characterised by lack of co-ordination, and continual modification and
a re-assessment of state inlerventions in the housing field, and for a adaption, without sufficient clarity regarding the role of the different
critical examination of incentives and subsidies. housing tenures.
PROBLEMS IN THE HOUSING SYSTEM Z 10. A range of subsidies and incentives have been used to encourage owner
. . . N . occupation. The important subsidies 1o owner occupation are the non
In recent years there is evndencg that lh§ hlstoncal housing problems of taxation of residential property*, the availability of mortgage interest
Sw:rall shortages .anq poor housing condlt.lons hgve been largely resolved. relief against income tax, and the exlusion from capital gains tax of capital
S?;Z{zi ;};edp[rhlssr:?siseu:;gs Eﬁil:gzs:t?f ?;iloc\i],iig;nda have changed gain§ f'rom the sale of (principal) ‘resid‘en[ial properties. In addition, C?lih
— a problem of homelessness despite the significant additions to the x .SUbSld.leS have been .av‘allable to first l{me buyers of n.ew homes, specific
housing stock over a considerable period; ¥ incentives and subsndnes have been dlrect’eq at low income persops to
. - s . ; . . : become owner occupiers, and further subsidies have been made available
- ddig-ee%;e[i:lt rl:ne[q;];lge:]l:,[he nternal structure of the local authority ] to local authority» tenants to purchasF their tene'lmed QWellings, or to
T - X : . purchase in the private sector. Grants for the repair and improvement of
-— the existence of horizontal inequities across the various housing z .
] o . S ; homes have also been available,
allowances with different means tests and different eligibility and
. . I B E
f\[l}l]gi\.aﬁ?e[efr(l)? ngflﬁlfol}}zglire{]a;tieel:ar&f?eergl[m:ldllg:nig)c_es’ Rent 11.  For those unable to purchase homesj ‘lhe State h?lS been directly providing
— the emergence of a widespread neeci for financial sup;)on with b dwellings through the local aulhonues., allocating lhem on'lhe basis of
i ofe < indiear. . L ; need, and charging rents related to the incomes and family circumstances
housing costs, as indicated by the growing significance of ’
Supplementary Welfare Rent Allowance Payments; ‘ of tenants.
Lieugienr:ai?gﬁ 22[‘:[;?g?[ils:fggi;;l;zliﬁgeignl::;if[?ésgwner occupied I 12, Means tested assistance with housing costs has bq:n Chanllelled lhrough
N ’ ; the Supplementary Welfare Allowance scheme. This assistance, which has
HOUSING POLICY grown in significance in recent years applies, on a discretionary basis, 1o
housing costs in all tenures.
The objective of housing policy as stated by the Department of the
Eavironment is: 13. Finally, there has been little policy intervention in the private rented sector
“to ensure 1hat, as far as the resources of the economy permit, every ; — although rent control existed until 1982 in a limited segment of this
family can obtain for their own occupation a house of good standard at sector and more recently tax incentives have been used to increase
a price or rent they can afford located in an acceptable environment. A investment in this tenure. This reflects the apparent absence of any policy
secondary aim of housing policy is the encouragement of owner towards this part of the housing system: the official statement of housing
occupation as the widely preferred form of tenure”. policy quoted above, it will be noted, refers to owner occupation but does
; not refer to private rented housing or local authority housing.
*These issues were raised in: 1. Blachwell, Do Housing Subsidies Show a Redistribution 1o the
Poor? Conference on Poverty 1981, Council for Social Welfare, Dublin, 1981: NESC, Housing
Subsidies, Report No. 23, 1977; NESC, Economic and Social Policy Assessiment, Report No. 79,

1985; T. J. Baker, L. M. O’Brien, The frish Housing System, ESRI, Broadsheer No. 19, 1979.
4

*The Residential Property Tax applies to only a small segment of owner occupied housing.
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15.

16.

A FRAMEWORK FOR ANALYSIS

The Council accepts the consultant’s analysis of the role of Government
in relation to housing: there is significant justification for the state to
intervene in the housing system.

— The justification lies firstly in the human and physical importance of
housing. Basic shelter for the entire population is universally
regarded as a human right and this right is now incorporated in the
UN Charter of Human Rights;

— Secondly, the application of economic principles yields economic
arguments (on market failure, merit goods and redistribution criteria)
for various forms of State intervention.

However, the Council emphasises that in accepting the principle of State
intervention in housing in various forms, housing policies should be
subject to regular review to ascertain the extent to which they are achieving
their objectives and the impact they are having on the housing system as
a whole, the community and the economy.

POLICY ASSESSMENT

The Council offers its views on the specific policy issues raised in the
consultant’s report in the paragraphs below. However, some preliminary
aspects of policy assessment are discussed here. In the Council’s view, two
fundamental points should be borne in mind by policy makers:

— the housing system is a syszem and interventions directed at parts of
the system can have effects on other parts

— the actual incidence of subsidies should be distinguished from the

nominal incidence and the beneficiaries should be identified.

Two examples of policy measures illustrate these points clearly.

Firstly, in 1977 a £1,000 cash grant for first time buyers of new houses was
introduced. The objective of this grant was to assist prospective owner
occupiers to acquire their own homes. However, the grant was not
targetied in relation to income and one of its effects was to increase the
price of new houses, both directly by the partial capturing of the grant in
house prices, and indirectly through the stimulus to demand for housing,
the supply of which is inelastic in the short term. Rapid growth in
population and household formation, increased urbanisation and a
growth in real incomes were already stimulating demand and prices. This
grant exacerbated the trend of rising house prices. Moreover, the
introduction of this grant coincided with the final abolition of rates on
domestic property and the combined effect of these two measures was to
artifically stimulate demand, leading to an acceleration of price increases

6
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17.

18.

19.

without an immediate increase in the total supply of housing, or an
effective redistribution of access to owner occupation*.

Secondly, in 1984 a £5,000 “surrender” grant was introduced for local
authority tenants who purchased homes in the private sector. The pre-
existing schemes for low income mortgagees to purchase in the private
sector (HFA and SDA loans) and to purchase their own tenanted local
authority dwellings remained in force. (The grant was abolished in 1987).
A study of this grant has revealed that this scheme resulted in the further
blight and deterioration of municipal housing estates; the take up of the
grant was confined to tenants with higher and more secure incomes, and
the departure of these tenants greatly weakened the economic and social
fabric of specific areas in local authority estates**. The grant contributed
to the growth of a stock of vacancies in some local authorities estates.
Some of these dwellings rapidly deteriorated, resulting in significant
maintenance and security costs. Finally, the incomes of the £5,000
grantees, although higher than the average tenant’s income, are in the
range below average incomes in the owner occupied sector as a whole, and
difficulties may arise in the long term regarding loan repayments and
maintenance costs. As a result, a proportion of these marginal owner
occupiers may later claim social security payments for mortgage arrears
and necessary repairs. The UK experience of local authority tenants and
other on low incomes being induced to purchase homes suggests that such
difficulties can arise on a considerable scale***,

CRITERIA FOR ASSESSING POLICY

The appropriate criteria against which to assess government intervention
in markets are those of efficiency and equity. The paragraphs below
outline their relevance to housing in particular, These criteria are applied
by the consultant and they are also applied by the Council in reaching its
conclusions and recommendations.

(i) Equity

The consultant has shown (Chapter 5) the relevance of equity to the
analysis of housing. One of the implicit aims of housing policy is to
redistribute income and housing resources between consumers with
different levels of income§. In the system of local authority tenancies, for
instance, the rent paid by tenants is progressively related to household

*See T. J. Baker and L. O'Brien; The lrish Housing System: A Critical Overview, op. cit; lan

lrvine, A Study of New House Prices in Ireland in the Seventjes, ESRI Paper No. 118, ESRI,
1984.

**Threshold, Policy Consequences: A Study of the £5,000 Current Grant, Dublin, 1987.
***Hugh Dixon, Repossessions by Building Societies at Record Level, Financial Times, 22 Augusi,

1987.

§ The terms vertical and horizontal redistribution are used in the repori to refer to the forms of

redistribution outlined in paragraphs 19 and 20 respectively.
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inconie and composition — lower income households pay tower rents than
higher income houscholds. Some measure of redistribution between
tenants is therefore achieved. However, as the consultant’s detailed
analysis reveals, a more careful structuring of the differential rent system
could improve its redistributive effectiveness.

A different aspect of equity can be considered: this refers to the treatment
of housing consumers in similar circumstances. For example, the
consultant cxamines the variable treatment of families under the ditferent
rent allowance regimes: identical households with identical incomes
experience different means tests and allowances under Supplementary
Weltare, Decontrolled Rent Allowance, and Differential Rent.

Equity can have ditferent, and perhaps conflicting meanings ~— thus the
consultant has listed equality of opportunity, minimum standards for all,
progressive  redistribution of net housing subsidies, and positive
discrimination in favour of particular groups, as dimensions of equity.

(ii) Efficiency

Three different sets of considerations arise here:

(a) Efficiency in a narrow sense refers to the effectiveness with which
housing needs are met. A crude indicator is whether the total supply
of housing adeguately meets overall housing needs. More important
aspects, however, relate to the utilisation of housing and the
mismatch, or otherwise, between specific housing provision and
housing needs. For example, as the consultant demonstrates in the
report, the Irish housing systein contains both homelessness and over
housing: some persons do not have access to houses while others
have houses which are excessive relative to their needs.

(b) Efficiency in terms of the wider economy refers to the effects of the
housing system on the functioning of the economy — the tax system,
savings and capital markets, and labour markets are key
considerations here. The tax treatment of housing arguably distorts
the structure of taxation by virtually excluding residential property
from the tax base. The composition of total savings and investment
may be unduly affected by the prevalence of owner occupation, with
some displacement of investment and economic activity from sectors
other than housing. Allocation procedures in the local authority
tenure, or the transaction costs entailed in house purchase, or the
limited availability of good quality rental accommodation may
impede labour mobility and reinforce labour market problems.

(¢) Efficiency in terms of tenure neutrality refers to the framework of
choice between housing tenures faced by consumers of housing, and
to the overall balance of tenures in the housing system.

3
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HOUSING CONDITIONS AND NEEDS — AN OVERVIEW

In the paragraphs below basic characteristics of the lrish housing system
are outlined. A brief summary is given of the consultant’s analysis of
future housing requirements and how these will be atfected by population
trends, and the consultant’s overall assessment of the housing system is
summarised.

Housing Conditions

As the consultant has pointed out, the outstanding feature of the lrish
housing system is the prevalence of owner occupation (se¢ Table (i)); 749%s
of the dwelling stock was owner occupied in 1981, compared with 69% in
1971: this proportion is the highest among EEC countries. In noting
Ireland’s very high level of owner occupation it should be realised that the
relatively generous subsidisation of owner occupation has made owner
occupation possible for many groups in the population, including these
on average and below average incomes.

Other factors which have contributed 10 the high level of owner
occupation are: the historical importance of the struggle for land
ownership, the existence of a significant “seif build” sector in rural areas,
and the role played by building socieities in tapping personal and
household savings. In addition, high family size relative to other
countries, the general preference for semi detached or detached dwellings
with gardens, and a relatively abundant supply of land outside major
urban areas have all sustained the high level of owner occupation.

A second important characteristic is the long run decline of the private
rented tenure. As Table (ii) shows, the decline has brought the share of this
tenure to 10% of the housing stock in 1981, from 42.6% in 1946. The
figures for urban areas only are 73.9% and 14.8%, for 1946 and 198]
respectively. This trend has also taken place in other European countries,

Table (i):
Households in Ireland, Classified by Tenure, 1981 and 1984

1961 1971 1981 1984

L) 0y g L0
Owned outright 598 8 744 51.3
Owned with mortgage % 68.8 44 31.0
Local Authority Renied 18.4 15.5 12.4 9.7
Private Rented 17.2 13.3 10.1 6.3
Other (and Rent Free) 4.6 2.4 3.1 1.7
Total 100.0 100.0 100.0 100.0

Source: 1981, 1971, 1961 data from Census of Population; 1984 daia from Report of the
Commission on Social Welfare (Table 14.3), based on EEC Consumer Survey; the
1984 data are subject Lo the sampling error (n=2,9H4).
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33.

34.

35.

four scenarios for future household numbers: the total increase over
1986-1996 will lie in the range 119,200 to 79,700, or an avergge annual
increase in the range 0.7% to 1.0%. The results are more sc'ensmve to the
migration assumptions underpinning the population projections than they
are to headship rates. (Table 4.3) In addition, the consultant proposes a
figure of 20,000 new dwellings as replacements for obsolete stock, and at
a minimum, a further 10,000 dwellings to meet the accumulated
requirements of overcrowding, involuntary sharing and homelessn'ess.
Both these figures, it is suggested, would be “worked off” over a period.

The overall magnitude of total housing requirements in terms_of new
completions per annum, based on the figures above, is l.ikely to lie in the
range 11,000 to 15,000 over the period 1986-1996* A figure towards th’e
upper end of that range may be more appropriate, as thc? consultant’s
estimate of requirements for overcrowding, involuntary sharing and so on
does not take account, as the consultant indicates, of certain accumulaFed
needs which cannot be properly quantified. Further, the migFauon
assumption which is more plausible over the 1986-1996 period is the
somewhat lower net migration assumption, implying a higher number of
households relative to that which results from the alternative, higher
migration assumption. The estimates of requirements are tentative,
because of the dependence of the estimates on assumptions about
developments in the economy, and also because of the sensitivity of the
results to the assumptions about migration. In the short term levels of net
migration can alter significantly.

The general conclusion offered by the consultant is that there will be some
diminution in housing demand by comparison with the 1970s. However,
two other implications, not easily quantifiable, are just as significapt.
Firstly, the projections indicate a continuing fall in average housc?hold size,
and therefore a relative shift in demand to smaller housing units.
Secondly, the shift in the population towards the older age groups may
imply an increased demand tor house improvement and maintenance.

Overall Assessment of the Housing System

The consultant has given an overall assessment of the housing system
based on his analysis of past and current housing conditions, and current
and future needs. His conclusion is that:
“for the bulk of households their quality of housing services have
improved since the early 1970s.”’ (page 112).

*Ihis assumes that the wtal requirements, including accumulated and gddmonal needs, are
fulfilled by an equal number of annual compleiions over the ten year period.
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39.

This assessment is based on: the considerable net addition to the housing
stock; the decline in the number of older dwellings; the increased
proportion of dwellings with basic amenities; the increased average size of
dwellings, the diminution of overcrowding among households, and
improved quality of local authority dwellings.

The consultant has suggest that Ireland’s housing provision is favourable
by international standards. Among countries of roughly similar GNP per
capita, Ireland has close to the best overall standard of housing,

The Council notes, therefore, that housing policies have contributed to a
significant improvement in housing provisions overall. This assessment of
housing policy, however, must be seen in the context of the economic costs

of these policies and the distortions and inequities to which they have
given rise.

In the Council’s view the key issues in housing policy which must now be
addressed are:

The inefficiencies and inequities inherent in the subsidisation of
owner occupation.

The role of the private rented tenure in the housing system.

The traditional emphasis in local authority housing, (which has
changed somewhat recently) on the output of new dwellings, with an
insufficient emphasis on the maintenance and management of the
housing stock.

The undue emphasis in the housing system as a whole on new
construction, to the detriment of efficient renewal, maintenance and
modernisation policies.

The piecemeal development of, and lack of coherence in income
supports in respect of housing costs.

POLICIES FOR OWNER OCCUPIED HOUSING

The role of the owner occupied sector is central to Irish Housing Policy.
Owner occupation provides security of tenure and also provides freedom
to occupiers to develop, maintain, refurbish and use their homes. In these
respects the tenure is superior to the private rental and local authority
rental tenures. These tenures, however, have important roles in the housing
system. The Council therefore accepts owner occupation as socially
desirable and agrees that it should be encouraged as the main housing
tenure. In an unsubsidised housing system it would be difficult for those
on low incomes to own their own homes. However, owner occupation can
be extended widely throughout the population if appropriate policies are
pursued for people with modest incomes.

13
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OYERALL SUBSIDY TREATMENT

A list of the more important subsidies and tax reliefs on owner occupied

housing is given below. It shows that its treatment in Ireland has been

favourable: , .

(i) Relief on mortgage interest allowable in respect of borrower’s main

residence (90% of interest up to £2,000 for single and £4,000 for
married persons).

(i) Exemption from local authority rates since 1978. ‘

(ili) No capital gains tax charged on the gain arising from the sale of a
principle private residence.

(iv) A stamp duty exemption for the purchase of mos[‘n.ew houses.

(v) No taxation charge on the imputed* income arising from the
occupation of a house.

In addition, a cash grant in respect of first time buyers of new dwellings
has been in force.

There are marked inequities and inefficiencies in these arrangements:

— Mortgage interest relief is given at the borrowers’ marginal rates of
tax, and therefore persons with high incomes and high marginal tax
rates benefit more than those with low incomes and low marginal tax
rates although restrictions have been imposed on the amount of relief
allowable.

— Horizontal inequity arises between owner occupiers who purchase
with a mortgage and renters of identical dwellings paying market
rents (and also between owners who purchase outright and owners
with mortgages).

— Exemptions from stamp duty (and cash grants when in force) for new
homes distort the true costs of new and secondhand dwellings. The
range of direct grants and tax inducements to owner occupation com-
bined with the relative absence of support for the supply of, and
demand for, rental accommodation treats those who rent unfavour-
ably by comparison with those who own.

— The range of subsidisation to owner occupation is inefficient: it has
resulted in a misallocation of housing. More individuals are living in
family size dwellings than before. At the same time a problem of
homelessness persists.

— Some subsidies to owner occupied housing may become capitalised
in the value of the houses, as the subsidies stimulate demand and
therefore prices. This may limit to some extent the efficiency of the
subsidies in allowing access to owner occupation.

*This concept Is explained below under the Tax Treatment of Owner-Occupied Housing.
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45.

Housing and the Tax System — General Issues

The Council has formulated it’s views on the taxation of owner occupied
housing in the light of its analysis of the tax system, and of the principles
which should underpin the reform of the tax system. This analysis was
articulated in NESC Report 83, Strategy for Development*. In that report,
the Council considered the principles and proposals outlined in the
reports of the Commission on Taxation and discussed the issue of tax
reform in the light of these principles and proposals. Aspects of the tax
and subsidy treatment of owner occupied housing are directly relevant to

the Council’s earlier analysis and some of the relevant points are therefore
re-iterated here.

The Council emphatically expressed the view that reform of the system of
taxation should be a key feature of overall economic strategy. Further, the
Council noted that a number of central principles provided the basis of
the reformed tax structure proposed by the Commission on Taxation.
These principles were adopted by the Council. In the paragraphs below the
principles which have particular relevance for the taxation of housing (and

only those principles) are briefly re-stated, and examples of their
implications for housing are noted.

Definition of the Income Tax Base: The Council accepted the
Commission’s basic premise that income, for tax purposes, should be
defined comprehensively, to include all accretions of purchasing power
such as earned income, social welfare income, fringe benefits and imputed
income - from durables and property. The imputed income from owner
occupied dwellings is at present excluded from the tax base — likewise the
capital gains from the sale of principal private residences.

Neutrality of the Tax System with Respect to Inflation: Inflation can
distort the operation of the tax system and generate arbitrary and
inequitable redistributions of the tax burden. The Council endorsed the
Commission’s view that the tax system as a whole should be adjusted with
respect to inflation. In practice this entails neutralising the tax base with
respect to inflation for business income, capital gains and investment
income. It also requires a general policy of indexation of tax allowances,
tax bands and so on. Particular instances of this principle arise in housing.
The tax allowance for mortgage interest would be defined in real terms**,

Similarly, real capital gains (or losses) — from the sale of homes would
be subject to taxation.

*NESC, Report No. 83, Strategy for Development 1986-1990, Chapter 10, 1986.

**Real interest rates refer to the ratio of the no
Consumer Price Index.

minal rate of interest to the rate of increase in the

is
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Choices, lucentives and the Tax System: The Comumission argued, and
were generally supported by the Council in this view, that tax-based
incentives are appropriate in only limited circumstances. This principle is
of particular importance in regard to general policies for industrial and
employment promotion. However, it applies also in the housing domain,
as tax based incentives are used to stimulate construction in segments of
the housing market.

“Needs” and the Tax System: 1t was the view of the Commission, adopted
by the Council, that the tax system should not be the primary mechanism
for meeting needs (“needs” here has a ‘vertical’ and a ‘horizontal’
dimension, with the former referring to low absolute levels of income and
the latter to needs arising from non-financial attributes such as age,
physical capacity etc.). Housing provisions presently contain an instance
of a tax based instrument of meeting need — the Rent Tax Allowance for
persons aged over 55 in private rental accommodation.

The Taxation of Owner Occupied Housing — Analysis and Proposals*
The Commission on Taxation offered the following evaluation of the tax
treatment of housing:

“The tax and other advantages attached to owner-occupation have
encouraged people to acquire their own houses and have resulted in
a very high proportion of owner-occupied houses in Ireland by
international standards. We consider that owner-occupation is a
desirable social goal which should be encouraged by the provision of
incentives. However, the present extremely generous treatment of
housing for tax purposes has resulted in an undue proportion of
investment in certain types of housing to the detriment of more
productive uses. Demand in many cases has been increased above real
needs which has bid up the price of existing houses making it more
difficult for first-time buyers to acquire their own homes. It has also
led to over-investment and trading-up in house property and a waste
of scarce resources since the cost of holding on to accommodation
in excess of needs is nil’’**

The Commission further argued that any aids to owner occupation should
be made “more selective” and targetted specifically at first time buyers.

A R S A RS R R

~The policy conclusions based on this extended discussion of 1he tax treatment of housing are
sumimarised below in paragraphs 62-66.

“#First Report of the Commission on Taxation, Direct Taxation, Government Publications,
Stationery Oftice, Dublin, 1982, page 138.
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Support for the general thrust of this analysis 1s offered in other
commentaries on the housing system in Ireland*.

What does the above imply for the tax and subsidy treatment of housing?
There is a close relationship between housing and taxation. Two
underlying questions arise here — the definition of income included in the
income tax base and the equitable treatment of housing as between
renters, owners with mortgages, and owners with outright ownership. On
the first issue, as indicated above, the Council in its discussion of taxation
in the Strategy for Development Report** adopted the Commission on
Taxation’s analysis that the definition of income for tax purposes should
be comprehensive — it should be based on the taxpayer’s command over
resources, in whatever form, or ability to attain a particular standard of
living*** According to this principle, the income implicit in the ownership
of a wide range of durables should be included in the income tax base.
To include all such income would be impracticable. The question then
arises as to whether the imputed income from housing — an especially
valuable resource — should be included in the tax base, or whether the
tax system would be fairer and more efficient if it were disregarded.

The second issue concerns the equitable treatment as between renters of

dwellings, owners of houses with mortgages and those who own outright.§

In theory such equity can be achieved in either of two ways:

(i) Include imputed income in the tax base, allow interest paid on
mortgages as a tax allowance, but give no tax allowance for rent paid,
or

(ii) Disregard the owner’s imputed income, allow mortgage interest relief
and also allow rental payments.

The second option achieves neutrality as between owners and renters, but

the tax base remains narrower and tax rates higher than under the first
option.

The first option allows the cost of acquiring income generating assets,
interest payments, to be offset against the income (imputed in this case),
but it achieves neutrality as between housing assets and other assets. This
first approach, which was favoured by the Commission on Taxation

*See John Blackwell, Do Housing Subsidies show a Redistribution 1o the Poor? in Caonference

on Poverty 1981, Council for Social Welfare, Dublin, /98/; B. Dillon, L. O'Brien and D.

O’Mahony, Poverty and Housing, in Sister S. Kennedy (ed.), One Million Poor, Turoe Press,

1981. Paul Tansey, The Inequity of Irish Housing Subsidies, Paper o ‘Paying for Housing’

Conference, Dublin, November, 1987.

“*NESC Report No. 83, Siraiegy for Development, 1986-1990, Stationery Office, Dublin, 1986,
Chapter 10.

***First Report of the Commission on Taxation, Direcr Taxation, op. cit., pages 115-119, and 129.

§Fourth Report of the Commission on Taxation, Special Taxation, Dublin, 1985, page 43.
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{except in the case of second houses), and by the Council in its Report on
the Financing of Local Authorities? implies the taxation of imputed
income and the retention of mortgage interest relief.

Commonly, the mortgage interest tax relief is regarded as the tax subsidy
to owner occupation. However, the analysis above suggests that the
difference between owner occupiers and renters is, in fact, the non-
taxation of the imputed income of owner occupiers’** Equity owners who
buy their homes outright can also be compared with the renters, as the
tormer also benefit from the non taxation of imputed income. Neutrality
is more fully achieved by the taxation of imputed income rather than the
abolition of tax relief on interest.

Two significant points should be noted in this regard:

(i) taxation of imputed income applies to all owners and not just to
those with mortgages. In other words, the taxation of imputed
income represents a much greater extension of the tax base than
abolition of interest relief;

(i1) tax relief on imputed income from a house is related to its current
market value, which may therefore appreciate, whereas tax relief on
the mortgage interest on a house is related to an initial purchase price
and will therefore be constant or decline over time.

However, the Council recognises certain arguments against taxation of
imputed income. Firstly, a satisfactory valuation base is necessary and
would take a number of years to establish unless a self assessment system
were introduced***. Secondly, mortgage interest relief, although not an
appropriate economic measure of the subsidy to owner occupation
relative (0 renting, is a measure of the subsidy to investment in housing
relative to investment in other durables for which there are no borrowers’
tax concessions. An additional point to note is that the concept of
imputed income would be difficult to explain to the public, and it would
therefore be difficult to obtain general assent to this procedure. It is
argued below that the tax treatment of mortgage interest relief is logically
related to the issue of the taxation of residential property. These issues are
discussed below.

**A renter and owner occupier have pre tax incomes Yr, Yo repectively, and identical houses with
markel value P. The owner receives imputed rent of iE, where i is the return on capital, and
E his equity in the house. The owner and renter, it is assumed, have equal total money incomes:
Yr = Yo + IE. The renter pays a market rent of iP, t is the tax rate, and P-E the mortgage.
The difference between the disposable incomes of the owner and renter is YDo — YDr; it can

***These arguments were also made by the Commission on Taxation, First Report, (pages 137-138).

*NESC, Report No. 80, The Financing of Local Authorities, Government Publica(ioqs,
Stationery Office, Dublin, 1985, and Commission on Taxation, Fourth Repori, Special

Taxation, op. cit., page 43.

be shown that this equals tiP, which is the tax relief on imputed income.
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Property Taxation

The Commission on Taxation argued in favour of a general property tax,
including residential property. This would entail taxation of houses at
current market values. Theoretically, it is not the same as the taxation of
imputed income but its practical implications for the tax system and the
housing system are the same. It was further proposed by the Commission
that this form of taxation of housing was consistent with a tax allowance
on mortgage interest debt*. As the Commission pointed out, imputed
income is the theoretically appropriate measure of the income/benefit
from housing: the difficulties associated with taxing imputed income
render a property tax an equitable and effective means of taxing the
‘income’ from housing. However, a corollary to the taxation of the income
from housing is the recognition that mortgage interest is the cost** of
acquiring the income, and mortgage interest debt should therefore be
taken into account in measuring the net flow of income from housing. A
tax allowance on total mortgage interest payments, as the Commission
proposed, is therefore appropriate when a tax on the value of property is
also in place. It should be noted, of course, that the Commission also
proposed a single rate of income tax; under such a regime, in contrast to
the present regime of varying marginal tax rates, the value of the tax
allowance (for any given amount of mortgage interest) would be the same
for taxpayers at all levels of income.

The NESC in its analysis of this issue*** also recommended a property
tax, based on market values. This tax, the Council proposed, should be
accompanied by the retention of full tax relief on interest repayments.
Further, the Council argued, the imposition of a property tax should not
result in an overall increase in the tax burden: an offsetting reduction in
total income tax should be implemented. It is as important in the
Council’s view, that their proposals in relation to the tax treatment of
housing should be seen in the light of their views on the tax system as a
whole and that there should be no further increase in the tax burden. This
necessarily entails that, with the current overall burden of income
taxation, the housing taxation proposals should be offset by a
corresponding reduction in the total burden of income tax.

At present, housing property is not subject to taxation and there is a
significant degree of tax relief on mortgage interest repayments. At
present the Residential Property Tax applies to a very limited segment of

[ s T

‘Commission on Taxation, Fourth Report, Special Taxation, Government Publications,
Stationery Office, Dublin 2, 1985.

“Repaymfznt of principal on mortgages, although a financial cost to a purchaser, is not an
economic cost in that it is reflected in the acquisition of equity.

***NESC, Report No. 80, The Financing of Local Authorities, op. cit.
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owner occupied housing. Finally, in relation to the proposed property tax,
the Council recommends that a waiver scheme for those on low incomes
should be one of the eclements of the property tax arrangements. This

proposal was first made by the Council in its report, The Financing of
Local Authorities.

Mortgage Interest Relief

This relief is a significant part of the total package of Government
housing measures. In recent years the relief has been changed successively,
and these changes are briefly described below. Prior to 1974 all mortgage
interest relief was allowable against income tax; in successive Finance Acts
the provisions were modified, generally in a restrictive way. A variation in
the interest allowable, based on marital status, was introduced in the
Finance Act, 1980, so that the interest allowed was to a maximum of
£2,400, £4,800 and £3,500 respectively for single, married and widowed
persons. In the 1983 and 1987 Finance Acts further modifications were
made; in the current tax year, single persons are allowed 90% of interest
up to £2,000 — no interest above this figure is allowable. (The
corresponding figure for married persons is £4,000).

The present situation regarding interest relief is summarised in Table (iv).
The Table illustrates the significance of the relief for house purchasers at
different income levels who are commencing repayment of a loan in
1988/89 at current interest rates. In the illustrations it is assumed that
both parties in the couple are employed, that tax is jointly assessed and
that the mortgage amount is based on the criterion applied by building
societies — local authorities in the case of the low income couple. It can
be seen from the table that for the low income couple (on half average
earnings) entering owner occupation in 1988/9, tax deductible interest is
£1,575 per annum which is 72% of the total repayment; about a quarter
(23.6%) of their disposable income is required to meet the repayment and
the tax allowance results in a small proportionate increase in their
disposable income (6.3%). The couple at one and a half times average
earnings, however, receive a 15.1% increase in their disposable income
from their tax allowance, and their mortgage interest allowance is 86% of
the total repayment. When the highest income in the illustration is
considered, it shows that allowable interest is 71%, the repayment is about

22% of disposable income and the proportionate income increase as a
result of the allowance is 9.8%.

These figures reveal that across a wide range of the income distribution
higher income households benefit more from the tax relief. However, this
pattern reverses at an income level of twice average earnings. The
restrictions on the tax relief which have been recently enacted have
therefore reduced somewhat the inequity inherent in the relief at variable
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marginal tax rates. The cost of mortgage interest tax relief is significant:
during this decade the current cost (in terms of tax revenue foregone) rose
from £24m in 1980 to £160m (estimated) in 1988/9. In real terms (applying
a public expenditure deflator) these figures are £24m and £85m. During
this decade, therefore, the real cost has grown more than three-fold. The
cost stabilised from 1985 to 1986 and declined marginally in 1987,
reflecting, in part, the recent restrictions on interest relief. In the current
tax year over 300,000 tax payers are claiming the relief.

Table (iv):
Incomes, House Loans, Mortgage Interest and Tax Relief in First
Year of Loan, 1988/89

2x 1¥2x Average Low
Average Average

1. Income of

Main earner (£ per annum) 24,708 18,532 12,354 6,177

Second earner (£ per annum) 14,736 11,052 7,368 3,684
2. Mortgage 49,000 37,000 28,000 18,000
3. Total repayment (£ per annum) 5,061 3,818 2,892 1,972
4. Interest repayment (£ per

annumj) 4,851 3,663 2,772 1,575
5. Tax allowable interest

(£ per annum) 3,600 3,297 2,495 1,418
6. Allowable interest as % of total

repayment 71.1 86 86 72

7. Household disposable income

before interest tax allowance

(£ per annum) 20,932 17,138 13,220 7,840
8. Household disposable income

after interest tax allowance

(£ per annum) 23,020 19,050 14,359 8,344
9. Total repayment as % of

household disposable income 22.0 20.0 20.1 23.6
10. Per cent increase in disposable

income from tax allowance 10.0 11.2 8.6 6.3

Notes: Earnings (estimated) are industrial earnings for males and females. 1t is assumed
both persons are employed, and jointly assessed for 1axation, without other discretionary

tax allowances. Total repayments comprise interest, principal, and morigage protection
premia. The interest rate is 8.25%.

Against the background of the existing level of mortgage interest relief,
and the analyses of the Commission on Taxation and the NESC’s local
taxation study, the question arises as to the future role of morigage
interest relief. The Council adopts the view that a property tax should be
implemented and in that context the Council also recommends the
retention of mortgage interest relief: — the rationale for this approach
has been outlined above and is stated by the consultant in Chapter 9. A
further issue arises however — the existence of variable marginal tax
rates.
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The Comnussion on Taxation proposed the retention of 1he reliet as a
logical corollary of its proposed property tax in a context, turther
recommended by the Commission, of one single rate ot income tax on
all imcomes. The tax relief in this scenario would not give rise to the
inequity inherent in varying marginal rates of tax, as the cash equivalent
value of the relief would be identical for any given amount of interest
relief, tor all tax payers. At present income tax rates are 35%, 48% and
58% and, as the Council documented in Report No. 83, tax payers are
distributed across these marginal rates — with an unacceptably high
proportion at the highest marginal rate. The introduction of a property
rax is under consideration by the Government at present. If it is decided
to implement a property tax then, in the Council’s view, mortgage
interest relief should be allowed at the standard rate of tax. This
procedure allows the tax relief to continue, but without the inequity
arising from the varying rates of tax. The Council believes that the prime
objective in operating mortgage relief should be an equitable and
efficient system. It should be one which limits the inequities which arise
from high levels of interest relief applied at varying marginal rates of tax,
and helps to achieve national housing policy. The Council emphasises the
link between interest relief and property taxation. In the absence of a
property tax it is difficult to justify tax relief on mortgage interest:
conversely, 1t a property tax is introduced then mortgage interest relief
shiould be fully retained.

Capital Gains Tax

Al present capital gains from the sale of principal private residences are
not subject to income taxation. This aspect of the taxation of housing,
combined with interest relief at variable marginal rates of tax, contributes
to “rrading up” in the housing market and leads to the acquisition of
homes which may be larger than purchasers’ needs. Thus investment in
housing relative to other forms of investment may also result from the non
taxation of these capital gains. The Council accepts the analysis of the
Comumission on Taxation in relation to capital gains tax. The Commission
logically included capital gains and losses in its definition of income and
therefore recommended that they be subject to tax; capital gains and
iosses on the sale of residential property, the Commission recommended,
should also be subject to 1ax*

The Council’s view that the system of taxation should be neutral with
respect to inflation is of particular importance in the case of capital gains
and losses. Real capital pains (and losses) would be subject to tax in a tax
system fully adjusted tor inflation. For example, the average gross price
of a second hand house in 1978 (all areas, Building Society mortgaged

"The Comnission on Taxation proposed that volloves relier should not apply in ihe contest of
Capital cainy tan.
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houses only) was £14,390; the comparable figure in 1987 was £39,+41 It
a home owner bought and sold at these prices respectively, and if the
Consumer Price Index was the basis of indexation, this would result in a
modest capital loss. This loss would be offset against income in a tax
system adjusted for inflation as the Council — in line with the
Commission on Taxation — has proposed.

Taxation of Owner Occupied Housing — An Overview

In summary, the Council recommends the following tax treatment of

owner occupied housing:

(i) taxation of all residential property at current market values — the
existing Residential Property Tax would be abolished in this context;

(i) taxation of real capital gains on the sale of principle private
residences;

(ii1) tax treatment of interest relief which is consistent with the tax status
of housing property; if a property tax is introduced, as the Council
has recommended, it would be logical and equitable to have full
mortgage interest relief at the standard rate of tax; if the present non
taxation of property continues then a very restrictive approach to
interest relief should be initiated.

The Council stated in its report, Strategy for Development, that: “tax
reform may now be the most powerful instrument available to
Government to promote faster growth in output and employment in the
short to medium term”**. It is therefore critical in the Council’s view that
significant steps should now be taken to reform the system of taxation.
Implementation of the Council’s proposals in relation to the taxation of

housing would constitute an important and necessary element of tax
reform.

It is now generally accepted that two of the central difficulties with the
present taxation system are the disincentives to which the current marginal
income tax rates give rise, and the undue reliance on taxation of income
as against taxation of capital and property. If, as is also widely
proclaimed, a priority of tax reform should be a reduction in the burden
of income taxation, then there is a clear and inescapable link between
proposals to extend the taxation of property and reduce income taxation.
The Council emphasises, therefore, that its proposals derive not only from
its views about housing policy, but also from its analysis of the tax system
and of the need for tax reform.

*The calculations are illustrative. There is no overall index of house prices (new and second hand)
which allows a representative calculalion 10 be made of how prices of particular houscs have
evolved.

**Strategy for Development, op. cil. page 228.
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The Council argued in its Strutegy for Developmen: repoil thal 1here can
be no further increases in the overall tax burden, Accordingly,
implementation of its proposals in relation to the taxation of housing
must be accompanied by corresponding reductions in income taxation.
The need to avoid an increase in the overall tax burden provides an
imperative for simultaneously reducing income taxation and reforming
the tax treatment of housing. The Council’s proposals, if implemented,
offer an opportunity to make significant progress in the area of income
tax reform — such as reducing the proportion of taxpayers at higher tax
rates, or widening the standard rate band, or actually reducing tax rates.

In the Council’s view the long term effect of its proposals will be to make
the housing system and the taxation system more efficient and more
equitable*. The Council acknowledges, however, that in the short term
the phasing and implementation of its proposals will require careful
consideration in order to avoid undue disruption of the housing market.
The precise application of the proposals such as the rate of property tax,
the indexation procedure for capital gains, the specific income tax
reductions to be effected, requires coherent planning in the light of their
effects on the tax system and the housing market.

Cash Granis for Access 1o Owner Occupation

Cash grants are the second major aspect of the tax-grant treatment of
owner occupation. In the late 1970s cash grants for owner occupiers were
greatly increased and their availability extended — for instance, the
£1,000 grant for first time buyers of new homes was introduced in 1977,
This was increased 10 £2,000, and an additional mortgage interest subsidy
of £3,000 payable in instalments was later introduced. In 1985 a
‘surrender grant’ of £5,000 was made available to local authority tenants
purchasing in the private sector — this grant has since been abolished —
and the mortgage interest subsidy was replaced by a £2,250 grant. This
form of intervention is not well targetted, as the grants are not related to
income. This is contrary to equity principles. The Council in principle,
therefore, does not see a role for universal cash grants for house
purchase.

It might be argued that these grants provide access to owner occupied
housing to persons who would otherwise be excluded. Such an argument

*The ClI considers that the imposition of the three measures i.e. property tax, capital gains tax,
and reduced mortgage interest relief, even at relatively modest rates, could have a significant
negative iimpact on the housing market. It supports the introduction of a property tax, the receipts
from which should be applied primarily to increase bands and reduce marginal personal income
tax rates. It this were done it would remove, in large measure, the need for a recommendation to
alter the present mortgage interest relief arrangements. The Cll would not recommend the
introduction of a capital gains tax on housing because of the adverse affect which it considers
this would have on the housing market.

24

S e R o

e

i
fig
o

69.

70.

might be tenable if the grants were ‘means tested’; since they are not it
can be argued that they contain an element of ‘windfall’ gains for some
who would have entered this tenure in any event.

Access to Owner Occupation — Discount Sales to Tenants

A specific subsidy relating to owner-occupation overlaps with the local
authority system; it is the system of loans available to local authority
tenants to purchase their tenant home. (pages 173-174 contain the
consultant’s detailed analysis).

Description of Scheme

Since July 1986 the terms of the scheme are as follows:

— adiscount of 3% per year on the price of the dwelling for each year
of tenancy, subject to a maximum of 30%:;

— a discount of £2,000 in lieu of the first time buyers’ grant in the
owner occupied sector;

~— arate of interest equal to the Local Loans Fund lending rate, plus
2% for administration;

— the gross price calculated as the original historic cost updated by the
CPI.

An additional scheme was established in 1988 as a “‘one-off”’ scheme,
applying to applications received in 1988 from tenants currently in
occupation. The main features are as follows:

— market value to be used in all cases;

— a 40% discount on price;

— anadditional discount of 10 per cent for houses first occupied before
1960;

— the discount in lieu of rates prior to 1977 is abolished;

— aconvertible repayment option is introduced whereby repayments in
the first five years are linked to a percentage of the net price of the
house;

— the requirement that housing authorities are obliged to ensure that

dwellings being sold to tenants are in good structural condition will
not apply.

The significance of the scheme for the size of the local authority housing
stock can be gleaned from Table (v). Over the period 1976-1987, a total
of 71,666 local authority dwellings were built; during the same period
45,107 dwellings were sold. Therefore, a net addition of about 27,000
dwellings was made to the local authority housing stock (less when
obsolescence is considered). The volume of these sales is very significant
and it is haportant to critically analyse their impact.
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Aanulysis of Sales Scheme

Efriciency Aspects: It is argued that sales lead to a more diversiticed social
mix with, conscquently, more stable population and better housing
practices. Maintenance costs — it is further argued — are high and these
costs can be reduced by sales to tenants who then acquire the maintenance
responsibilities. Finally, it is suggested that ownership is the preferred
tenure of households and this preference is intrinsic to the culture and
values of Irish society.

Table (v):
Numnber of Local Authority Dwellings Soid to Sitting Tenants by Comparison
with Number of Local Authority Dwellings Built, 1973-1987

Year Local authorily dwellings Dwellings purchased from
built local authorities
1973 6,072 4,101
1974 6,746 6,309
1975 8,794 11,876
1976 7,263 8,876
1977 6,333 5,663
1978 6,073 2,934
1979 6,214 4,393
1980 5,984 4,949
1951 5,681 4,426
1982 5,686 3,492
1983 6,190 3,492
1984 7,002 2,732
1985 6,523 1,550
1986 5.517 533
1987 3,200 2,000
Cumulative total
1973-1987 93,278 67,326

Source: Quarterly Bulletin of Housing Siatistics; Departmeni of 1he Environment.

These arguments are not accepted by the consultant. In regard to the
“social mix”” argumentation, the consultant suggests that sales have been
concentrated in ‘‘better” more mature areas rather than “hard to let”
arcas which would most benefit from a diversified social mix and stable
population. Maintenance costs, it is accepted, will transfer to the new
owner but there is no evidence that in the long-run, marginal owner
occupiers, as the consultant suggests many of these buyers are, can afford
to invest significantly in house maintenance. As regards tenure
prelerences, the high level of owner occupation overall must reflect, in
part, the high level of subsidisation to this tenure relative to other tenures.
Similarly, the high level of local authority dwelling sales reflects the fact
that households choose to buy, when given significant discounts.

There are further efficiency arguments against the scheme. Sales of
housing stock impair the ability of local authorities to deal with housing
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needs. Where sales are concentrated in particular areas and where sales are
high relative to stock in an area this difficulty is more pronounced. Sales
not only reduce the total stock of local authority dwellings but also limit
the choice of those entering the tenure or wishing to transfer within it.
Since it is probable that dwellings sold are of higher quality, the
authorities are left with the harder-to-maintain dwellings, and thus higher
than average maintenance costs.

Equity aspects: The central point to be noted here is that the buyers have

incomes which are above the average for local authority tenants (see Table

8.3, page 176), and below the average for owner occupiers as a whole. Over

a period of time the precise effects of these sales on income and wealth

distribution will depend on two factors:

(i) whether the houses are re-sold and, it sold, whether a capital gain
accrues, and

(i) whether rents in the remaining tenancies have to be raised to
compensate for the loss of higher income tenants paying rents nearer
the maximum rents.

The consultant draws this conclusion, in relation to these distributional
issues:
“No matter what assumptions one makes on these matters — the data
relating to them are not available — the consequences are that a
relatively small group of households receive a markedly high subsidy
relative to other households including taxpayers as a whole. Those who

elect to purchase are better off while taxpayers are worse off” (page
179)

If a “life cycle” view is adopted, it can be seen that households who buy
receive a significant subsidy, comprising the explicit and implicit capital
subsidies when purchase is made, plus subsequent tax relief on the loan.
Prior to purchase, as renters, they have also benefitted from subsidies, and
in a life time context the discount for length of tenancy compounds the
degree of subsidisation.

Financial Aspects: The financial aspects of the sales have been examined
by the consultant: the illustrative calculations which relate to the scheme
in force in 1987, are reproduced in Table (vi) below. A number of features
of the data should be noted:

(1)  Whether sales at market prices or updated historic costs are used,
- the discounted prices are significantly lower than replacement costs.
Local authorities can apportion 60% of the receipts to the capital
accounts, but this figure (about £8,000) clearly is very far short of
replacement cost.
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(1)  The net repayment figures are the same as, and slightly higher than,
the annual differential rent payable by a worker on average earnings
on the ten and five year assumptions respectively. Forty per cent of
the capital receipts can be allocated to the authorities’ current
account and this, in theory, offsets the loss of rental income. But as
the example makes clear, the ‘gain’ of the capital receipt would be
eroded after a short period of years (depending exactly on what
actual rent the purchaser would have been paying).

(i) Tenants on average and above average incomes paying rents at, or
close to maximum rent, have a strong incentive to purchase given the
net repayments figures relative to rent payments.

Table (vi):
Lilustration of Impact of Local Authoirty Sales Scheme in 1987

Resident of Resident of

10 vears 5 vears

Replacement cost at 1987 (£} 32,600 32,600
Sale at Historic Cost updated by Consumer Price Index
Gross Price (£) 25,770 28,913
Less discounts (£) 9,761 6,337
= net price (£) 16,009 22,576
Annual repayment at 9.5% over 30 years 1,628 2,296
Net repayment after tax in first year (£) 1,149 1,620
Sale ar Market Prices
Gross Price (£) 21,905 24,576
Less discounts (£) 8,602 9,373
= net price (£) 13,303 15,203
Annual repayment al 9.5% over 30 years 1,353 1,546
Net repayment after tax in first year (£) 955 1,091
Memorandum items

Maximum rent 1,353 1,353
Difterential rem
— for housechold on average industrial
earnings in 1987(a) 1,097 1,097
— for household on 1% times average
industrial earnings in 1987(a) 1,820 1,820

Notes: The July 1986 tcnant purchase scheme is used. The average cost of construction of
a local authority house in 1987 of £32,000 is used. This is linked back over periods
of 10 and 5 years respectively using the building construction cost index, and
assuming a 5 per cenl rise in that index for 1987. It is assumed that market value in
1987 stands at a discount of 15 per cent on historic costs updated using the Consumer
Price Index. The calculations of net repayments assume a worker on average
industrial earnings in 1987.

(a) Using Dublin Corporation scheme current at 1987; for married couple with 2
children.

The total amount of investment in new housing is not affected by the
scheme. Little impact on the scheme of maintenance is likely in the short-
run. In the long run, to the extent to which marginal buyers may have
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difficulty in keeping up maintenance, it anything the volume of
maintenance may be adversely affected by the scheme. The scheme can
adversely affect the ability of the local authorities to meet housing needs
in particular areas. This is compounded by the fact that, over the longer
run, the scheme can diminish the incomes of local authorities. From the
point of view of equity, the scheme gives a relatively high subsidy to one
particular group of householders. Whether or not social mix is improved
as a result of the scheme is unclear. The net adverse impacts of the scheme
are magnified by the 1988 ‘‘one-off scheme’’ (page 181).

The consultant’s recommendation regarding the sales scheme is that:
“The sales scheme should be revamped so that dwellings are sold at
replacement cost, without any discount for length of tenancy. There
should be an explicit arrangement, whereby loan finance is provided at
the point of sale, and building societies should be enabled to provide
much or all of the finance at market interest rates.”’ (page 266)

The consultant’s analysis may not fully appreciate the financial
significance of the receipts from sales. This point can be understood if the
relationship between the replacement of dwellings sold and the discounted
prices is examined in a stylised fashion using the consultant’s figures. If
it is assumed that a local authority wishes to house an additional family,
four possible routes are available, in theory:

— the authority may sell a dwelling at replacement cost (say £32,000) to
an existing tenant and use the capital receipt to build another
dwelling — net capital cost of zero

— the authority may not sell a dwelling but facilitate a tenant to move
an owner occupied dwelling, using private finance, and deploying the
vacant dwelling to house the additional family — net capital cost of
zero

-— the authority may sell a dwelling at a discounted price — £16,009 in
the consultant’s case of the 10 year resident with sale prices at
updated historic costs — and use the capital receipt towards the cost
of replacing the dwelling — net cost £16,000 (32,000-16,000)

— the final option is to retain the tenant in the dwelling and simply
construct an additional dwelling at the current capital cost (£32,000).

The second option is already in place as tenants may purchase in the
private sector using private mortgage finance. In the consultant’s analysis
the third option generates net capital deficits, and the consultant
recommends the first option of sales at full replacement cost without
discounts. However, this practice would be likely to result in nil sales and
therefore nil receipts: in turn there would be no receipts with which to
fund additional dwellings. It can be argued that if discount terms generate
a high level of sales and receipts, these can partially defray the costs of
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new houses. In 1987 sales totalled 2,000; it the average discounted price
were £9,000 gross receipts would be £18m. Sixty per cent of the latter
woulid be apportioned to the capital account, leaving £10.8m which would
about equal the replacement cost of over 330 dwellings.

In principle, the analysis above suggests that the discount sales have a
significant financial merit. However, in practise the sales are not based on
a tformal on a formal refinancing of the dwellings. Buyers do not acquire
mortgages and then pay the price of the dwelling to the local authority.
The buyers’ rents arc converted into mortgage repayments and the
repayments accrue to the local authorities’ current and capital accounts.
Local authorities in fact do not receive capital receipts, as the vendors of
private dwellings would* A further financial limitation of the schemes is
that tenants with higher incomes and consequently higher rents are more
likely to purchase. As a result the flow of rental income is diminished
because of the lower average incomes among non purchasing tenants.
There are no strong financial grounds, therefore, for the discount sales.

The important objectives of the scheme relate to the maintenance of a
social mix in housing estates, the development of more stable, settled
communities and the reduction in local authorities’ housing maintenance
costs. The Council recommends that changes should be made 1o the sales
scheme which will allow these social objectives to be more fully achieved,
and which will also make them more economically efficient.

The relationship between the terms of the sales and the level of sales
should be examined with a view to obtaining a higher level of sales
on less discounted terms**.

Restrictions on the extent of sales in specific areas should be

considered to prevent local shortages of dwellings to let and

immobility.

— Variations in the terms of sales should be attempted so that low
demand and high demand dwellings and areas command higher and
lower discount terms respectively — this will encourage social mix
and community stability in a variety of locations.

—  Dwellings with very high maintenance costs should be identified and

their sale should be a particular objective of the schemes.

Measures should be devised to ensure that purchases remain in the

dwellings for reasonable periods as owners to ensure a stable social

mix and to prevent quick capital gains from early re-sale; a clawback

of some of these capital gains should be considered.

*Fhere isvlhc further point that, although in theory receipts can offset 1he costs of new dwellings,
the receipts are not actually used as capilal for new dwellings.

“*Whether this is possible depends in par on the *price elasticily of demand’ among tenants for
the purchase of their homes.
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Such alterations in the sales schemes would enhance their potential to
achieve their stated objectives. If these alterations are impracticable, then
the Council recommends that the sales schemes be abandoned because of
their efficiency, equity and financial consequences. Abandonment of the
schemes would not necessarily prevent access to owner occupied housing
among local authority tenants: in both public and private sector agencies
finance can be acquired to purchase private owner occupied houses.

The Council’s recommendations regarding the sales schemes are not
derived from an opposition in principle to the purchase of their tenanted
homes by local authority tenants. They derive a concern with the effects
of the specific terms of the schemes on rental income, maintenance costs,
availability of dwellings and other important features of the local
authority housing system.

Finally, in relation to owner occupation and public policy to encourage
this form of tenure, the important factors which affect the level of demand
for owner occupation should be noted. Demographic variables such as
total population and household formation determine overall housing
need, and general economic trends fundamentally determine effective
demand for owner occupation. Therefore, if the economy is stagnating
and real incomes are static or declining then the effective demand for
owner occupation will also be stagnant. Solutions to the problem of a
moribund market for private homes lie ultimately in the economy at large
and not, in the long-run, in subsidies which artifically stimulate demand.

ACCESS TO OWNER OCCUPATION — LOW INCOMES

The Council has stated that it regards the owner occupied sector as the
more desirable tenure and that it should be encouraged. In a largely owner
occupied housing system, however, there is a danger that those with low
incomes will find it difficult to obtain mortgages to purchase houses.
Some of the possible approaches to this problem have been criticised by
the consultant and by the Council: proposals for changes in the discount
sales scheme to tenants, for instance, have been made; similarly cash
grants have been criticised as inequitable and inefficient and, in general,
the current tax treatment of owner occupied housing has been assessed as
overly generous and inefficient. In the Council’s view, there are three key
mechanisms which can be used to facilitate mortgage lending to low
income borrowers; private sector loans to individual borrowers, State
provided mortgages for individual borrowers, and public and private
sector mortgages to voluntary housing associations and housing
co-operatives.

Before outlining the specific arrangements in place for low income
mortgages, the general argument in support of such arrangements should
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be noted. In the absence of specific measures to ensure access 10 morigage
capital for persons with modest incomes both equity and efficiency issues
arise. Fhe opportunity for those with low incomes to own their homes and
to exercise a degree of choice in their housing would be very unequally
distributed; the demand for fully State-provided and State-allocated
housing will be greater, the more limited is the access to mortgage capital
for low income persons.

Private Sector Finance

There are no published figures on the extent of mortgage applications and
their outcomes, for low income persons across the various sources of
finance. lt can be seen, however, from the income profile of borrowers
from various sources that currently local authority/Housing Finance
Agency mortgages go overwhelmingly to less-than-average income
mortgages, that building society customers range across the income
distribution, and that the banks cater to the upper end of the market.
Table (vii) below, for example, reveals that in 1987 about 90% of the
HFA/local authority mortgages were for those below the £11,000 per
annum figure: the respective figures for building societies and banks are

34% and 21.4%. Close to 50% of bank mortgages are in the highest
income category.

Clearly, the State sources of finance are of greater significance to those
on low incomes.

) Table (vii):
Main Income of Borrowers, by Source of Finance, January~June 1987

SDA/HFA  B. Soc Bank All
less than £7,000 17.9 33 2.4 7.6
17000 to £9,000 41.1 10.7 7.0 19.2
£9,000 10 £11,000 29.2 19.7 12.0 20.6
£11,000 10 £13,000 7.1 21.0 15.1 15.2
£13,000 10 £15,000 2.6 16.6 15.8 12.1
£15,000 plus 2.1 28.7 47.7 254
TOTAL 100 100 100 100

Source: DKM, The Changing Fuce of the Irish Morigage Markei, 1987, Table 3.1}

In October 1987, the Minister for the Environment announced an
arrangement with the building societies and associated banks whereby
these institutions will service demand for mortgage finance from low-
income borrowers*. An increase of £70m in 1988 on the amount of the
mortgage funding available in this segment of the market was specified.
The local authorities guarantee the loans to those with incomes below

*Statement by the Department of the Environment, Funding of Loccal Authority House Purchase
Loans, October 1937,
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£10,000 per annum*. The Council approves of the guarantee arrangement
as a step which will facilitate borrowing for house purchase among those
on low incomes. There are two further matters which should be
considered, however. Firstly, the arrangement is underpinned by
legislation and is being implemented now, at a time when It will be
necessary to ensure that such arrangements remain in place as market
conditions change and, in particular, if supply and demand changes in a
manner which might disproportionately affect those on low incomes.
Secondly, it will be necessary to analyse statistics on mortgage
applications and decisions classified by income and borrowing source, to
monitor the effectiveness of the arrangement.

Public Sector Finance

For a long period of time the local authorities have operated Small
Dwellings Acquisition Act Loans (SDA). These loans were made available,
on the basis of a means test, to persons on lower incomes purchasing
dwellings in the lower price range. In 1981 the Housing Finance Agency
was established and applied new financial instruments for raising
mortgage capital as well as developing new types of mortgages. Until 1986
the HFA was providing mortgage finance directly to individual borrowers.
The role of the HFA now is to raise capital and to make this available to
the local authorities.

At present the local authorities otffer loans to applicants on the following

conditions

— their incomes must be below £10,000 per annum (principal earner’s
income, previous tax year)

— they must show evidence of inability to obtain mortgage finance

— they must indicate a financial capacity to repay a local authority
loan.

A range of mortgage types are now available from the local authorities
(annuity mortgages, convertible mortgage loans and income-related
repayment mortgages); the maximum loan as a percentage of house price
is in the range 90-95% and the loan amount would generally not exceed
three times the borrower’s income.

The Council acknowledges the need for publicly provided morigage
capital for lower income purchasers and supports the arrangements in
place at present. There are no published statistics on the level of
applications for these mortgages and it is difficult to ascertain to what
extent the capital provided is adequate to meet existing demand. (1t should

*The guaraniee allows the lending agency to recover part of the losses suffered on repossession of
mortgaged houses. Local authority expenditure on the guarantee 1s, in turn, recouped from the
Exchequer (Section 16, 1988 Housing Act).
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be noted that the establishment of the arrangement beiween the
Department of the Environment and the lending agencies was
acconipanied by a reduciion in the public capital programme outlay for
local authority loans). It is important, the Council believes, that the
capital jointly available under the combined local authorities and lending
agencies schemes should be sufficient to meet demand and, in particular,
that the funds in the local authorities’ scheme for those unable to borrow
from lending agencies are adequate. If difficulties arise as a result of
changes in incomes or house prices then the income and loan criteria
should be monitored and updated.

Vuoluniary and Co-operative Housing

The role of this sector is discussed more fully below. At this point is
should be recalled that co-operative housing is a particularly suitable
mechanism for extending home ownership to the disadvantaged and to
those on low incomes. If appropriate policies are pursued, the Council
argucs below, this sector of housing would increasingly provide additional
routes into home ownership for persons in the lower range of the income
distribution.

POLICY FOR THE PRIVATE RENTED SECTOR

In the context of a largely owner-occupied housing system, the question
arnses as to what the role of the private rental sector is, and how it is

affected by policies directed at other tenures (owner occupation in
particular).

A Policy for the Policy Private Rented Tenure

The official statement of housing policy by the Department of the
Environment does not refer to this tenure. Furthermore, there is very
limited data available about this part of the housing system. The Council
regards it as essential that the Department of Environment should
formulate and spell out an explicit policy for this tenure. It will be an
essential step in policy formulation to undertake basic research on this

part of the system, as there is a dearth of data on basic aspects of the
tenure:

the cconomic and social characteristics of tenants and of owners of
rented accommodation,

~— the physical quality of the accommodation,

— the rates of return to landlords’ investments,

the factors which determine the housing choices of tenants and the
investment/supply choices of investors and landlords.

Role of Private Rented Tenure

The private rental tenure can be described as economically weak, in both
the supply and demand aspects. The tenure shows little activity in terms
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of new construction for rent (except for a very limited market segment)

and, on the demand side, a significant proportion ot inhabitants tend to

have lower than average incomes and poorer quality housing. Two sets of
reasons account for these circumstances:

(a) The long term independent growth in demand for owner occupation
due to a cumulative growth in real incomes which lesssened the
demand for private rented accommodation.

(b) Public policy in housing has focussed on the demand for, and supply
of, owner occupation and this has reinforced the role of this tenure
relative to private rental.

The Council does not accept that the private rental sector is destined to
continual decline and deterioration: other countries such as Germany,
Denmark and Sweden, which also subsidise owner occupation as the
preferred tenure, have extensive, good quality private rental sectors® The
positive role of this tenure, in the Council’s view, is to provide flexible,
accessible accommodation for more mobile sectors of the population, and
for those unable to afford owner occupation. In Ireland this role is
especially important because of the demographic imbalance towards
younger age groups, and the concentration of the young population in
urban centres. Three sets of policy question must be considered in relation
to this tenure.

Demand Aspects

The first question is: can demand in this tenure be sustained? A
significant proportion of private rented inhabitants are in poor quality
accommodation and have low incomes, and the need for financial support
with housing costs is being demonstrated by the increasing payment of
‘rent supplements’ through the SWA scheme (see Table 10.1, Chapter 10).
Furthermore, there are a number of channels of support for private rental
costs — the SWA rent supplement procedure (see Chapter 10), the social
welfare allowance in respect of decontrolled tenancies, and the rent tax
allowance for persons aged over 55. [t would be fairer and simpler to have
a generalised approach to income support in respect of private rental
costs. If such an approach were adopted it could also result in public
exenditure savings by facilitating tenants to remain in private tenancies
and reducing demand for local authority housing. The Council therefore
supports the view that the existing mechanisms of income support for
housing costs should be rationalised into an overall national means-tested
scheme.

It a more adequate and uniform approach to housing costs is adopted, as
proposed, then the rent tax allowance should be abolished. This allowance

*In these couniries the privaie renlal sectors cater for over 20% of housing requirements.
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is available only to those over 55 years of age and this 1s an arbitrary and
unfair provision. Further, the allowance is of greater value to those on
higher marginal tax rates and contributes therefore o inequity in the tax
system. From both a housing policy and a taxation policy standpoint the
Council recommends that the allowance be abolished in the context of an
overall reform of income supports in respect of housing costs. It should
be noted that the rent tax allowance benefits low-earners whose housing
costs were affected by the decontrol pravisions, and who are not entitled
to the Social Welfare Allowance for Decontrolled tenancies. The design of
a rationalised scheme should incorporate this segment of the population
m the private rental sector,

Supply Aspects
The second set of issues concerns the supply aspects of private rental.
Long term trends indicate that little is being added to the stock of private
rental accommodation. This supply characteristic must arise to some
extent from the weak demand in the tenure. The absence of substantial
Stale intervention to induce investment in this tenure must also contribute
to this situation. One intervention in the private rental market, first
introduced in 1981, is the provision (under the popular designation,
“Section 23”) whereby investors in private rental accommodation offset
the rental income against income tax — subject 1o a maximum relief of
the purchase price less the site cost. The provision has allowed all rental
income 10 be offset (subject to the maximum relief). “Section 23”
provisions, and subsequent and amending provisions relating to rental
accommodation affect the limited and more expensive segment of the
rental market*. The consultant did not make specific proposals in this
regard; the Council, however, believes that the supply of rental
accommodation can be stabilised in three ways:

(i) By offering supprt for demand in this tenure some automatic supply
reponse may follow;

(i) By facilitating the development of Voluntary Housing Associations
(as argued below) which provide rental accommodation for those
with special housing needs (the homeless, students, the handicapped
and disabled);

(ili) By devising a legislative framework for Building Societies and
financial institutions to provide private rental housing**,

Nl
'OO

Regulation of the Private Rented Tenure

99. A number of central points should be noted with regard to the potential
roie of greater regulation of this tenure.

*In fact 1h§ pruvi@ons were known as Section 23 relict when first introduced in 1981, The reliefs
were abolished for a time and then re-introducted: at present they are contained 1n Section 27
of the Finunce Act, 1988.

*"Tha! this devclopment is in prospect can be seen from: Stutement by the Ministcr for the
Environment on New Legislutive Proposals an Buildiig Sucicties, 26 November [987.
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(1) There is evidence of serious deficiencies in the quality of some
accommodation, with a proportion of accommodation lacking
basic amenities, and possibly in breach of public health, satety and
fire regulations. On equity grounds this would justify some form of
compulsory registration, inspection of rental accommodation, and
more systematic inspection and enforcement of regulations.

(i1) Both landlords and tenants lack an accessible, cheap, credible
system of resolving disputes; a tribunal or board could effectively
meet this need and could also develop and enforce good practice
regarding tenants’ deposits, property maintenance and repair, use of
rent books and similar matters. At present the general situation is
that such matters are at the discretion of landlords. 1f a Tribunal or
Board is considered cumbersome, as the consultant suggests, then
the drafting of official standard contracts might be considered.

(in) Security of tenure i1s a potentially significant difficulty. The
landlords’ best interests lie in being able to secure vacant possession
at will, while the tenant’s interest is one of continued tenure tor as
long as the tenant wishes. A balanced intervention may be required
to reconcile these interests; considerations might be given to
legislative provisions which distinguish between long-term and
short-term lettings.

The Council i1s of the view that there are grounds for regulanon of private
rental accommodation to ensure basic standards and to develop good
practice regarding rent books, leases and similar matters. At present,
under the 1982 Housing (Private Rented Dwellings) Act the Minister for
the Environment has power to make regulations on these matters but
regulations have only been drawn up for the former decontrolled tenancies
— a very small segment of the rental market. Consideration should be
given, in the Council’s view, to cstablishing regulations for the private
rental tenure as a whole.

A separate aspect of regulation in this tenure is rent regulation. It has
been proposed* that rent regulation is necessary, and that a method of
rent regulation could be devised which would obviate its inherent
difficulties. The Council has considered the issue of the desirability of
rent regulation and has concluded that it is not an appropriate policy.
There have been long term trends contributing to the contraction of this
tenure and the introduction of rent regularion might exacerbate these
supply problems. Policies should focus on increasing the supply of
private rental accommodation. The experience of rent regulation in other
countries — and in lreland according to the hmited evidence of the
former rent controlled sector — suggests that rent regulation diminishes
incentives for landlords to improve and maintain properties, and to

*Lancelot O'Bricn and Brian Dillon, Private Remed, op. cit.
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maintain or increase the supply of accommodation. This contribuies 1o
a cumulative decline in the quantity and quality of private rental
accommodation.

LOCAL AUTHORITY HOUSING

In this section the overall thrust of policy regarding local authority
housing is discussed. The initial paragraphs discuss the general starus of
the local authority tenure and further sections discuss policies in regard
to the rent structure, and other issues.

General Issues

The relative position of the local authority tenure in the total housing

system 1s increasingly being shaped by four factors:

(1) The rise in unemployment in urban areas, especially long term
unemployment, and the growing number of social security
recipients in local authorities properties as a result. Other factors
contributing to a growth in social security dependence are the rise
in the number of one parent families, and the increased longevity
of pensioners.

(i) The concentrated allocation of social security dependents and
socially marginal groups in particular estates, or neighbourhoods
within estates - this is attributable in part to housing allocation
practices.

(i) Insufficient tlexibility and innovation in the maintenance of the
locgl authority housing stock, leading to a poorer quality housing
environment,

(iv) The lack of integration of wider community and social planning
with provision of the physical stock of housing, and the
consequent deprivation and poor environment in some local
authority estates (attention is now being focussed on the
environmental and maintenance aspects of local authority housing

— for instance a £10m refurbishment programme is currently
underway).

These combined features are variously referred to by the consultant and
by housing analysts as “residualisation”, “social polarization” or
“marginalisation” of local authority housing* As the consultant has
indicated the local authority sales scheme and the £5,000 grant scheme
(abolished in 1987) exacerbated these problems. It is recognised that the
underlying employment and demographic trends contributing to the
current status of local authority housing (growth of unemployment,

*See John English (ed.) The Furure of Council Housing, Croom Helm, London 1982, and David

Chapham and John English, Public Housing: Current Tre
Helmi, 1987,

nds and Future Developments, Croom
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increase in one parent families, for example) cannot be addressed solely

by housing policy. However, in the Council’s view a different thrust to

the management of local authority housing would contribute to the
overall improvement of local authority areas:

(i) changes in the discount sales schemes which will help to achieve
greater stability and social mix in local authority estates;

(i) development of more participatory policies regarding house
maintenance, and the use of incentives and grants to local groups
to improve the housing stock and the environment;

(iii) greater emphasis on the wider social planning issues entailed in
large scale local authority housing provision.

A general point concerning the role of local authority housing in the
housing system as a whole is the degree of social segration entailed in
the pattern of housing provision. Urban areas in Ireland contain separate
areas of exclusively public sector housing and owner occupied housing.
This pattern of housing reinforces economic differences and contributes
to social class and social status distinctions.

in the Council’s view, planning and housing arrangements should, in the
future, attempt to achieve greater social integration and social diversity.
The scale of housing estates, for instance, should be reduced so that
entire areas of towns or cities do not exclusively contain ‘public’ or
‘private’ housing; planning arrangements should allow dwellings of
different types (public rental and owner occupied) and of different values
to be provided in areas and estates; local authorities should purchase,
and rent to local authority tenants, owner occupied dwellings in estates
of private houses. The Council recognises that the social patterns of
housing provision have been formed over a long period of time and that,
even with appropriate policy initiatives, change in this aspect of the
housing system can only be achieved gradually.

Maintenance

The limited evidence available regarding tenants’ perceptions of the
quality of their housing suggesis that some tenants are greatly
dissatisfied with the standard of housing amenities in general —
maintenance, environmental quality etc*. The difficulties and expense of
housing maintenance in particular are given as part of the rationale for
the discount sales. In 1987 total expenditure on maintenance and
management of housing was £79 million, of which £36 million is
classified as maintenance. No details are available, as the consultant has
pointed out, of the precise amounts expended on maintenance, or the
variations in expenditure per dwelling by dwelling type, by area, by age

*Threshold, Policy Consequences: A Study of the £5,060 Surrender Grani, op. cit.
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of dwelling or other relevant factors. In the Council’s view, a full analysis
of maintenance costs should be undertaken by the Departinent of the
Environinent. This analysis should provide detailed data on maintenance
costs, should examine whether the costs are excessive, and should also

Tt S Ay g

A “Pooled” Historic Cost System. Under a “‘pooled  system the loan
charges and other costs of the dwellings would be allocated over al/ of
the dwellings in a local authority area, to derive (by applying a
percentage for instance) a basic maximum rent per room or dwelling.

consider options for controlling these costs. Some variation could be allowed for factors such as dwelling size, but the
£ overall effect of the scheme would be to narrow the range between the
“ highest and lowest rent maxima. This system would effectively redis-
: tribute from tenants in older dwelling (with lower rents based on historic
(1) Local organisations and community bodies should be more costs) to tenants in newer dwellings, giving a degree of horizontal equity
involved in maintaining the housing stock, and in maintaining and ¥ lacking in the present system.
developing general amenities — the experience of the UK suggests

107.  In addition, the Council supports the consultant’s suggestions regarding
maintenance of local authority dwellings:

that schemes which encourage tenant participation are valued and This system would retain the bas?c inefficiencies of lhe.exisling §yslem,
successful. 5 whereby rents are not systematically related to housing quality and
(i) Local estates should have immediate, estate-based managers and ; fur[ber, as wi[b any“‘historic” method, loan charges for any Vi“‘age
maintenance staff with responsibility for dealing directly with ( dec!ll}e over time 1ndepend§n[l){ of ‘lhe replac‘emeM cOSt. .These
tenants and comnmunities, where the scale of the estates warrant a ; def}c1e.1101e§ may be regarded as being offset by the improved horizontal
local service. ; redistribution.
(i) Consideration should be given to offering tenants full respons- ‘
ibility for repairs and maintenance in return for lower rents. ! 111.  Points Comparability System: This system, which is the one favoured by
the consultant, would have a rent structure based on the physical
characteristics of dwellings and their amenities. Dwellings would be
‘scored’ on an item by item basis (size of dwelling, detached/semi-
The Rent Structure detached/flat or apartment, type of heating, number of bedrooms) and

108.

A fpll description and analysis of the rent scheme currently in operation
is given by the consultant in Chapter 7, and options regarding the reform
of the rent structure are given in Chapter 14. These options are briefly

an overall index of the quality of the dwelling (see Chapter 14.1 page
14.15) would then be derived. The maximum rent of dwellings under such
a scheme would depend on their quality as measured by this index. In

g Bt T A R S SR e 3R E B

described below. favour of such a scheme is the range of choice offered to tenants: tenants

o § could choose, to an extent, what overall quality of housing they desired,

109.  The Existing System: At present the system of determining maximum i paying higher rent for higher quality dwellings and conversely. The
rents is a type of “*historic cost” method: the maximum rent of a dwelling gg efficiency argument in support and conversely. The efficiency argument

has been defined as 5% % of the original all-in cost of providing the ’ in support of this scheme is that rents are related to an objective measure

dwelling, updated by the Consumer Price Index. Acrual rents are then
calculated on the “differential rent” basis where families pay a rent
related to their income (and family size), but the rent payable will not
exceed the maximum. The central difficulty with this system is
horizontal inequity: tenants with identical incomes and family
ci.rcums[ances and the same overall quality of accommodation might pay
Qlfferen[ rents based on the ages of their dwellings. A further difficulty
1s the inefficient “pricing”; the age of houses largely determines
maximum rent variations but age is poorly correlated with the overall
quality of dwellings and the supply of, and demand for, different
dwellipgs and locations. (For example dwellings in areas of Dublin which
are “*high demand” areas due to location, amenities, type of dwelling etc.
may have /ower maximum rents — because of their age — than newer
dwellings in low demand areas).
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of housing services imparting market-type characteristics to the system.

A number of difficulties might arise with this system as outlined by the
consultant. Firstly, the measures of housing quality which comprise the
index are objective measures (age of house, number of bedrooms, type
of heating etc.); the preferences of housing consumers which give rise to
the pattern of demand, vary for a whole range of reasons perhaps
unrelated to such objective indicators. An overall index could hardly
reflect a “representative” balance of these preferences. In effect,
therefore, this index might not actually measure supply and demand and
this may reduce its efficiency. Secondly, it is not clear that such an index
could be easily understood by tenants, or easily administered by housing
authorities. Thirdly, it might be impossible to combine an element of
equity or redistribution with such a system: in the consultant’s
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description of the scheme it is implied that dwellings high on the index
would have higher maximum rents (and vice versa); this could led to a
general situation where lower income tenants are confined to poorer
quality housing. An added difficulty is that the index would in some way
determine the maximum rent of dwellings: since the ecrual rents for
tenants are also to vary according to their income (and family size) then
the overall rent system could become very cumbersome.

In the light of this discussion the Council does not recommend the
specific maximum rent system proposed by the consultant. However, the
Council acknowledges the difficulties with the present system identified
by the consultant and accepts the principle that maximum rents should
in some way relate to the quality of housing services and the supply of,
and demand for, particular dwellings and areas. The Council therefore
recommmends that attempts should be made to devise maximum rents
which reflect housing quality and supply/demand factors. Possibilities
here include: basing the maximum rent on replacement cost which
would, at least, reflect house size, type, location, structural features;
developing a simple classification system of low demand/high demand
areas with correspondingly different maximum rents.

The Ditferential Rent System

The discussion above concerns the system of determining maximum
rents. At present the actual rents paid by tenants are calculated on a
“differential” formula which relates rent to family income and family
size and composition. Until August 1986 the formula for this
differentiation was uniform across all local authorities; at this point the
scheme was devolved 1o individual authorities*. The scheme currently in
operation in the Dublin Corporation area is almost identical to that
which obtained nationally prior to 1986: rents are calculated as a fraction
of the assessable income of principal earners — the fraction increases
with income (see Table 7.5); assessable income includes social insurance/
assistance payments and disposable earnings but does nor include
overtime earnings, bonuses, shift allowances, children allowances or
supplementary welfare; a fraction of the income of additional earners is

assessed and allowances are given for the principal earner plus aduit
dependents.

The differential rent scheme is largely successful in implementing a
progressive rent structure as Table (viii) shows. As disposable income
increases the rent paid rises as a fraction of income over a wide range

*Guidelines were issued requiring the authorities 1o: (i) obtain higher rents on a “progressive” basis
— renls higher as a percent of income for higher income tenants (i) include allowances for
dependent children (iil) obtain rent contributions from secondary carners and (iv) allow for
payment of less-than-appropriale rents in hardship cases.
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of the income distribution*. However, when family income exceeds the
average — for example, when a subsidiary earner with halt of average
earnings is included in the last row of Table (viii), the rent paid declines
as a fraction. It is possible, therefore, that the internal structure of the
differential rent system could be made more progressive if the elements
of the scheme are manipulated (rent fractions, treatment of subsidiary
earners, excluston of certain incomes etc.).

One efficiency issue arises in the differential rent system which is
illustrated in Table (viii). At low levels of income there is a moderate
“poverty trap”: a household increasing its income from one half to two
thirds of average earnings pays almost 40% of the additional disposable
income as additional rent. This is not indicative of a serious problem
which could, in itself, diminish labour market incentives. However, if the
differential rent system is considered in conjunction with other means
tested services — such as Family Income Supplement, Medical cards,
and Educational Grants — then poverty traps and the disincentives to
which they give rise might exist. The consultant’s terms of references did
not extend to these latter services.

Table (viii)
Average and ‘‘Marginal” Rent Paid for Prototype Households,
Dubiin Corporation, 1987

Additional rent paid

Rent paid as % of as % of additional

Houschold disposable income disposable income
L %
(i) (ii)

Recetving unemployment )

assistance 3.3

On halif of average i

industrial earnings 3.7 5.0

On two thirds of average 7

industrial earnings 10.2 39.9

On average industrial

earnings 12.1 17.8

On one and a half times

industrial earnings 14.1 20.3

Two earner: one on average

industrial earnings, one )

on half of that 9.5 5.2

Note: The second column considers only maoves between the prototype households which
are shown in this table.

*This was also the finding in NESC Report No. 85, Redistribution Thiough Siate Social
Expenditure in the Republic of Ireland: 1973-1980, Chapter 5, Dublin. 1983.
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The Council considers that a full examination of the differential rent
system should be undertaken by the Department of the Environment
and should be based vn actual, aggregate data about tenants’ incomes,
tamily circumstances and rent payments. In the light of this
examination, consideration should be given to the possible alteration of
the scheme to avoid poverty traps and to make the rent structure more
progressive. Finally, in relation to differential rents, the Council notes
that the scheme has been devolved to local authorities. In the Council’s
view this may result in inequities — households with identical housing,
incomes and family composition paying different rents — and the
Council does not agree with this arrangement.

Other Issues

The consultant has proposed that local authorities should resort to
purchasing houses — new and second hand dwellings — for letting to
tentants. This procedure could be a flexible, cost effective and quick
way for local authorities to increase and diversify its housing stock
without building large blocks or estates of houses.

Finally in relation to local authority housing, the Council endorses the
consultant’s proposals regarding the criteria for allocating dwellings in
larger urban authorities. Firstly, less emphasis should be placed on
length of residence in an area as this discourages mobility and weighs
heavily against the homeless and marginal groups with acute housing
needs. Secondly, a broad interpretation should be taken of the medico-
social effects of involuntary sharing, or homelessness. Thirdly, single
people between the ages of 30 and 60 should be considered part of
housing need. Finally, there should be scope for families to choose to
transfer to dwellings more appropriate to their stage of the life cycle —

for instance to move to a smaller dwelling when the *“‘empty nest”’ stage
has evolved.

HOUSING COSTS AND INCOME SUPPORTS

Outside of the local authority tenure there are two schemes —
administered as part of the income maintenance services — which offer
income support in relation to housing costs. The concultant has
described and assseed these schemes — Supplementary Welfare Rent
Allowance and Decontrolled Tenants Allowance — in Chapter 10. These

schemes must first be considered jointly, from the point of view of
horizontal equity.

Horizontal Equity and Housing Costs
The combination of these two payment schemes and the differential rent
System g1ves rise Lo three possible outcomes in terms of disposable incme

44

122.
d 123.
M 124.

R A Y

and “‘post rent” disposable income. The “post rent’” income of the
illustrative households varies markedly across the three schemes — in
other words the “payment received” differs according to whichever
income-rent means test is applied. Differential rent beneficiaries have a
more favourable outcome relative to those who receive the direct SWA
payment from the Health Board, or the allowances paid by the
Department of Social Welfare for tenants in decontrolled tenancies.

As separate schemes the two direct payments contain anomalies and
difficulties. The SWA payment is discretionary, consequently amounts
paid and the categories to whom they are paid vary within the between
Health Boards. There is some overlap between SWA and differential rent
in that the maximum “post rent”’income to which SWA beneficiaries are
entitled (the basic SWA rate minus £3) may be greater than the post rent
income of some differential rent tenants; a further overlap is that rent
arrears to local authorities have been paid by the SWA scheme. SWA rent
allowances have increased significantly in recent years — from 1,316 rent
supplements in payment in 1980 to 5,939 in 1986; these are largely to
support mortgage interest payments for families of the unemployed, and
rents in the private rental sector for single persons and single parents.

The allowance for tenants in decontrolled tenancies is based on the rent

increases which came into force when rent control was removed in 1982

(as a result of a constitutional action). A maximum allowance is the

difference between the old “fixed” rent and the new rent, and a means

test is applied; the scheme is small in extent, with 1,283 allowances in

payment in January 1988; most recipients are pensioners. The key

difficulties are that:

(i) the means test incorporates a sudden withdrawal of the allowance
beyond a certain income (see Table 10.4);

(i) no allowance is payable where the new rent was agreed between
landlord and tenant;

(iii) there may be a degree of the non-take-up of the allowance.

Three approaches to these issues are possible:

(i) Limited “internal” reform of each scheme: this would entail
retention of the separate schemes and dealing with specific
problems of each as summarised above.

(i) “Total” reform of all income support for housing: this scenario
envisages the complete integration of differential rent, SWA rent
allowance and Decontrolled Tenants allowances into one unified
overall payment with nationally determined means tests and
payments.

(ii)  Partial Reform: under this arrangement SWA and the Decontrolled
Allowance are integrated into one means-tested, nationally
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uniform payment, leaving a separate Differential Rents scheme,
operated by the public housing authorities.

li is clear that “internal” reform leaves a major horizontal inequity in
place. On the other hand a complete unification of all schemes may not
be practical — as the UK experience of implementing Housing Benefit
makes clear. The Council suggests, therefore, that the *“partial” reform
1s the appropriate route: this entalls a statutory, nationally uniform
‘housing benefit’ payment tor private rental (enants and owner occupiers
(this reccommendation also arose in the discussion above of the private
rental sector).

IMPROVEMENT GRANTS

The Council accepts, in principle that there may be equity and efficiency
grounds for State intervention to improve the housing stock in public
and private ownership. Minimum standards should prevail in private as
well as public housing. Among the older, owned-outright sub sector of
the housing stock and among low-income owner occupiers State
assistance may be required. Such assistance can prevent the social costs
arising due to dereliction or insanitary accommodation (for example),
can substitute for fully State-provided housing, and can retain for future
use dwellings which would otherwise be lost to the housing stock.

The consultant has documented the various grants and subsidies which
have been made available for house improvement (see Chapter 3 and
Chapter 11). The following general policy recommendations arise from
the analysis:

(i) The central objective of grants should be the attainment of
minimal standards in all of the housing stock, rather than high
quality improvement 1o a limited part of the stock -— the latter
course widens incqualities in house quality.

(i)  Grants are more likely to yield high levels of return in terms of
improvement if they are narrowly focussed on particular and acute
problems — the consultant refers, for example, to the success of the
modestly funded Task Force on House Improvement for the elderly
living in old housing.

(ni) In urban areas in particular, economies of scale and high social
returns can be accrued if area based improvement policies are
pursued for specific periods of time.

(iv)  There is a strong case for a degree of selectivity in relation to
income when eligibility for grants is determined; this case is
strenghtened if it is accepted that capital gains arising from the
improvement accrue (untaxed, at present) to the house owner,

(v} The case in principle for fogns rather than grants should be
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considered, and the role of private financial institutions in funding
house improvement could arguably be extended.

Finally, as the consultant has suggested (Chapter 11 and Chapter 14),
there has been an undue emphasis in housing policy on new buildings,
to the neglect of renewal and improvement. The Council believes that
housing policy would be more efficient if appropriate renewal and
improvement strategies were seen as central to overall housing provision.

HOUSING AND URBAN RENEWAL

Introduction

The consultant’s remit did not extend to an analysis of urban decline and
general policies for urban renewal. However, as the consultant has shown
(see Chapter 12), housing has an important connection with the long run
decline of inner city areas, and housing policies have a potential role in
more general strategies to revitalise the inner city.

In Ireland, as in many developed economies, the inner city areas have
experienced long run economic decline. This decline 1s characterised by
the contraction of traditional economic sectors in inner urban areas, the
flight of population and economic activity to suburban areas, the growth
of unemployment in the inner city and the consequential deterioration
of the housing, infrastructural and social tabric. Policies to redress this
situation must include labour market policies, sectoral policies, and
transport and infrastructural arrangements. The OECD analysis of
urban renewal, and recent studies of the role of housing policies in urban
renewal, emphasise the economic, as well as social aspects of positive
housing policies in inner city areas:

. .the role of a revitalised housing sector in giving a lead to the local
economy and in increasing confidence in the area and its future should
not be underestimated”*.

First, decrepit housing has been a contributory factor in the
deterioration of the general infrastructure in inner city areas. In recent
years, however, local authorities have implemented housing programmes
in inner city areas. Secondly, attempts at economic revival in inner city
areas require adequate housing to retain and attract the modern labour
force. Thirdly, the private and social consts of transport to centre city
employment locations can be minimised by a substantial residential
sector in the inner city. Fourthly, it is increasingly recognised that mixed
and balanced urban environments, incorporating significant residential

*QOECD, Revitalising Urban Econoinies, Paris, 1987; David Donnison and Alan Middleton (eds.),
Regenerating the Inner City: Glasgow’s Experience, Routledge and Kegan Paul, London, 1987,
page 151.
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as well as comumercial and cultural amenities, contribute to the overall
character of cities and greatly enhance their tourist and general
economic potential.

The Council therefore accepts that improving and expanding the stock
of housing in the inner city is an important element, not only of housing
policy, but of general strategies to renew inner urban areas.

Overall Housing Policy and Urban Renewal

A number of aspects of recent general housing policy have reinforced the
underlying problems of inner city housing, and housing policy
recommendations suggested by the Council, based on the consultant’s
report, will to some extent deal with these problems. The Council has
accepted, for instance, that there has been an insufficient emphasis in the
owner occupied sector on housing improvement and rehabilitation
relative to new construction — an emphasis which has arisen in part
from the mix of subsidies and incentives. The absence of improvement
policies directed at the worst part of housing stock and targetted at those
on lower incomes has disproportionately affected inner city areas,
because of the presence there on a large scale of older, inadequate
housing and the increasing social concentration there of low income
households. In the paragraphs above the Council has recommended that
policies and grants should in future be focussed on the worst parts of the
housing stock to bring it to minimum standards, and should be targetted
at households in the lower income groups.

A second aspect of housing policy which has had particular
ramifications for the inner city concerns the private rental sector. This
sector, a considerable portion of which is located in inner city areas, has
been in decline over a considerable period of time. Proposals made by
the Council will effect some stability and improvement in this area: a
more adequate and uniform system of income support for housing costs,
specific initiatives to increase the supply of rental accommodation, and
improved regulation of the tenure will contribute to stabilising and
improving this tenure,

Thirdly, more appropriate policies regarding public sector housing will
contribute to improved inner city housing. The recommendations
offered by the Council in regard to the management, maintenance and
allocation of the public sector housing stock will help to develop the
overall quality of inner city housing amenities and improve the social mix
of public sector housing tenants.

Specific Policies for Inner City Housing
The discussion above points to the generality of housing policies and
48
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shows that the thrust of the Council’s recommendations will contribute
to an improvement in housing provisions in the inner city. However, it
is also clear that in the context of efforts to bring about urban renewal
specific, additional policies for inner city housing are necessary.

Urban renewal policies have a number of inter related objectives:— to
create new economic activity in city areas, to conserve and improve the
overall physical environment; to enhance and retain the cultural and
aesthetic features of historic parts of the city by integrating them with
the modern environment. 1f these objectives are to be properly pursued,
then specific housing improvements must be effected, as follows:

Public and private housing must be conserved, and where necessary
improved.

The general physical infrastructure must be enhanced.

The supply of accommodation must be diversified and increased to
meet the housing needs of a socially mixed population and labour
force.

The Council supports the general recommendations of the consultant
regarding inner city housing. Firstly, as the consultant suggests, if tax
incentives are being used to increase the level of housing activity, then
the traditional bias in these incentives towards new construction, rather
than improvement and refurbishment should be avoided. A significant
instrument of policy to increase the supply of accommodation is the
“Section 23” provision. The provision allows investors in newly built
private rental accommodatin to offset the rental income against income
tax; rental income from all properties owned by the investors, including
the newly acquired property, could be offset. In 1986, the latter provision
regarding the offset of all rental income was abolished, and in 1988 1t was
restored (“Section 23" is now in fact Section 27 of the Finance Act,
1988). This provision is significantly geared towards new construction
and may also be questionable from the standpoint of the equity and
efficiency of the tax system. The consultant suggested that incentives
should be directed at sustaining and improving buildings to arrest the
decline of the physical environment.

Secondly, housing and environmental improvement should be area —
focussed; this will allow economies of scale to be reaped and if pursued
consistently will lead to visible, significant improvement in the quality of
housing and the environment generally. In public and private sector
housing this will require intensive, very localised improvements and
maintenance in whole streets, or flats and housing complexes, or com-
munities. Experience in other cities such as Glasgow and Belfast
indicates that if local community groups and associations are fully
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involved then rapid progress can be made in improving whole neighbour-
hoods. In these cities, ‘campaigns’ of housing renewal and improvement
have been administered through local, representative organisations*.

Thirdly, improvement schemes should be broadly directed at the physical
environment as a whole and not simply at dwellings. Evidence from
other cities’ projects shows that environmental and amenity improve-
ments increase the satisfaction of existing residents with their neighbour-
hoods as a whole, alter the perception among outsiders of areas, and can
stabilise and increase demand for accommodation in these areas.

Fourthly, specific measures should be devised to increase private sector

housing investment in inner city areas. Among the proposals advanced

by the consultant, which the Council believes merit consideration are:

— site assembly by local authorities on behalf of private investors;

—  provision of zero cost sites (or below market cost) especially where
the opportunity cost of a particular sites is low or nil;

— selective use by local authorities of revolving fund schemes to repair
and renew decayed housing in private ownership and then re-sale to
create additional funds;

~— acquisition by local authorities of derelict sites suitable for housing
in disused industrial areas and in mixed use areas.

Finally, the Council recognises the complementary roles of the public
and private sectors in renewing the housing and more generally, the
economies of inner urban areas. Urban renewal programmes, and their
housing sub programmes, will only succeed if planning and investment
and renewal activity is initiated by the public sector. As the OECD have
pointed out:
“Public sector investment in the residential and social environment is
no longer viewed as optional, but increasingly seen as a prerequisite
for retaining employment, enhancing the climate for business and
stemming urban emigration’**

Successful urban renewal programmes have featured a strong continuous
input of public sector intervention. It has proved essential in regenerating
urban areas for public authorities to commit themselves to “turning an
area around” over a period of time, and to demonstrate that
commitment by investing in housing and the environment. The
experience clearly indicates that, for example, owner occupiers and

“See Duncan Maclennan, “Remaking  Glasgow’s Older Neighbourhoods”, and William
McGivern, A Prespective Upon Housing Renewal Programmes in in the Inner City”
Revitalising, Dublin: What Works? ed. John Blackwell and Frank J. Convery, Dublin: Resource
and Environmental Policy Cenire.

**OECD, Revitalising Urban Economies, ap. cit, page 43.
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public housing tenants will again seek residences in these areas, financial
institutions will loan for purchase and improvements in them, local
businesses and their employees will stay in these areas, after the initial,
and essential improvements to housing and the environment have been
undertaken,

HOMELESSNESS AND SPECIAL HOUSING NEEDS

In this section the issues of homelessness and the role of housing
associations are briefly discussed. The consultant’s brief did not extend
to an analysis of the very detailed issues which arise in relation to all of
the sub categories of homelessness, and the Council’s views relate only
to gencral issues. Detailed consideration has already been given, for
example, to the housing and related conditions of Travellers in various
reports, and work has been completed on housing for the elderly in the
context of the Interdepartmental Committtee on Services for the
Elderly*

Nature and Causes of Homelessness

In spite of the overall improvement in housing conditions documented
in the consultant’s report the problem of homelessness persists, and
appears to have increased. A number of underlying factors currently
contribute to homelessness. Firstly, the policy of deinstitutionalisation in
the health services is leading to a growth in the numbers of disabled, ill
and handicapped persons living in the community and requiring
accommodation. Secondly, general changes in society and the labour
market have resulted in increasing numbers of individuals and families
becoming vulnerable in the housing system: for example, the extent of
persistent unemployment has resulted in migration to urban areas among
the unemployed with insufficient incomes to rent (or purchase)
accommodation; there is an increasing tendency for young people to seck
independent homes at an early age, and there has been a growth in one
parent families due to a rising number of non marital births and marital
break-up. These trends compoung the more long-standing sources of
homelessness: returned, low income emigrants without capital, social
networks or family ties; adult men and women discharged from prisons
and institutions; alcoholic, nomadic, chronically homeless men and
women.

These factors inter relate with the operation of the housing system in a
number of ways:

*See, for example, David B. Rotitman, et al, The Populetion Structure and Living Circuinstances

of Irish Travelters, Resulis from the 1981 Census of Traveller Famihes, ESRI Repori No. 131,

Dublin, 1986, and The Years Ahead . . . 4 Policy Jor the Elderty, Repoit of the Working Party
on Services for The Elderly, Government Publications, Stationery Olfice, Dublin, 1988.
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— 4 gradual, long term decline in the availablity of low-cost private
rental accommodation has diminished the housing opportunities of
many on low-incomes;

— housing provision in the local authority sector had been largely
standardised, suburban housing for medium and large — sized
families inappropriate to the needs of many of the homeless:

— income support in respect of housing costs has not been effective
and adequate.

Housing Policy and Homelessness

In the Council’s view the principle feature of policies to deal with
homelessness should be attempts to accommodate and resettle the
homeless in mainstream housing* This strategy, which needs to be
complemented by the provision of some hostel-type accommodation,
should have a number of elements, as follows:

(i) In the local authority sector, there should be a diversity of house
types away from ‘family’ type dwellings and towards smaller units
more geared to the needs of the homeless.

(i) The allocation system for local authority dwellings should
explicitly give single persons and homeless persons the right to
apply for housing and to be put on the housing list (due to the
supply and demand situation for local authority housing,
especially in the Dublin area, some homeless people have began to
be allocated housing; for example, in 1986 in the Dublin
Corporation area 14% of first lettings were to single, homeless
persons).

(1)  An adequate system of ‘housing benefits’ should be introduced, as
homeless persons with adequate income support will then have
some opportunity to obtain private rental accommodation. (The
issue of housing benefits and income support in respect of housing
Is discussed separately in paragraphs 96, 97 and 125).

A re-settlement strategy advocated by the Council as distinct from a re
housing strategy, requires co-ordinated welfare and social elements.
Some homeless persons will require personal support and follow-up, as
well as income support and adequate accommodation, after they have
been re-housed. In addition, because of the initial ‘set up’ costs for
homeless persons when they are offered accommodation, the scope
within the locally administered Supplementary Welfare Allowance
scheme, to give lump sum payments to the homeless should be

*Sections 2, 9, 10 and 11 of the 1988 Housing Act contain provisions relevant to homelessness.

These pertain to the definition of homeless persons, the inclusion of the homeless in official
assessments of housing need, the empowerment of local authorities to make financial and other
atrangements for accommodating the homeless, and the requirement on local authorities to
develop schemes of priorities for letting dwellings.
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standardised and made more explicit*. (Lump-sum payments for
‘exceptional needs’ may be made under the SWA provisions: in some
cases these are payable, and this repayable element of the lump sum
payment could also be developed).

1t is clear that a resettlement strategy requires co-ordination of policies
spanning housing, income maintenance and health and welfare services.
In the view of the Council, it may be difficult at local level to pursue co-
ordinated resettlement strategies in the absence of specific local
structures to implement this approach. The Council therefore believes
that the experience of the Glasgow Council for Single Homeless merits
some consideration here: a co-ordinated effort from voluntary
organisations and a range of statutory bodies resulted in a significant
degree of successful re-settlement, with only 2% of the re-settled
returning to hostels**.

At present, in lreland, responsibility for housing, health and welfare
services, and income maintenance is divided among Local Authorities,
Health Boards and the Department of Social Welfare. The case for local
co-ordinating structures seems to be compelling. A specific instance of
the need to devise a local structure to deal with resettlement resides in
the Health Boards’ policies of community-based care. These policies, to
be successful, will require health care clients such as the disabled, and
ex-psychiatric patients to have accommodation, as well as social support
and adequate incomes. This means in turn, that housing for these groups
must be planned and provided in an integrated way as a social service.

YOLUNTARY AND CO-OPERATIVE HOUSING

lreland stands in marked contrast to many European countries by its
absence of significant voluntary and co-operative housing sectors.
Voluntary housing refers to the direct provision of housing, on a non-
commercial basis, by voluntary organisations. Usually, such housing is
provided for specific, disadvantaged groups such as the elderly or
disabled. Although voluntary and co-operative housing are often
considered identical, housing co-operatives differ from voluntary
housing associations in that they serve their participant members and
shareholders and have organisational characteristics based on co-
operative principles. (Open/Voluntary Membership, Democratic
Control, Return of Surplus to Members and Co-operative Education).
Typically, housing co-operatives are formed into federations or central
co-operatives for joint use of legal, finacial and technical services.

*ESB connection deposits, rents payable in advance, deposits to landlords, purchase cosls for very
basic household equipment and furniture.
**Glasgow Council for the Single Homeless, Refiousing Hostel Residents, Glasgow, 19835,
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Forms of Housing Co-operatives
Various forms of housing tenure are adopted by co-operatives, as
toliows:*

Home-ownership Building Co-operatives: This type of co-operative
arranges the building of houses as group schemes with ownership being
cventually taken over by the members themselves with the assistance of
mortgage loans and personal savings contributed by the
member/purchasers themselves. The building co-operatives may engage
[Ahe services of an architect, solicitor and contractor to build the houses
for the members.

Co-ownership or Multiple-Morigage Co-operatives: These provide
members with legal titles to their dwellings but the common property
and facilities are retuined in joint ownership through the co-operative
which consists solely of the member/occupies (but may be linked to a
central Association for support services, advice etc.).

The co-operative is financed by way of personal savings/shares and
mortgage loans, raised by the members plus any grant or subsidies to
make up the full cost. The lease title is transferable by sale. They pay a
contribution towards maintenance and service costs according to a
budget adopted by the co-operative.

This type of co-operative can take over existing or new housing,
apartments or flats built by a private developer or a statutory housing
authority or landlord or, if initial financing is available, can organise the
building itself with architects, contractors etc.

Mutual Ownership Co-operatives: In this arrangement the co-operative
retains title to the land, house, property and facilities, having raised the
larger part of the capital cost in its own name. Members contribute
shares from personal savings to help make up the full cost. As
member/tenants they pay occupancy charges to cover capital repayments
(less any subsidy entitlements) and maintenance/service costs. The co-
operative tenancy is transterable by sale and the member may be entitled
to benefit from any increase in the value of the property according to an
agr‘ecd formula related to the equity of shares he/she has contributed.
This type of co-operative has been organised to facilitate
“homesteading” whereby members contribute “sweat” equity to carry
Oul new coustruction or improvements and conversion work on suitable

v or . - 1 co~ Y - 1 M - ¥ 2
This description of co~operative agencies is taken from a paper by Bernard Thompson, Secretan

ot llx; Nﬂmnal A»ocialion ot Building Co-operatives, to the Housing Co-opcralives, to the
H}m:xngv ¢ o-xjpc’r:illsc» and Urban Housing Reguiremcnts seminar, Dublin, 1988. The permission
af the NABCO 1o reproduce the material is achnowledeed.

54

¥
%
¥

S P A A e o et

e K ek

kY
ks
¥

155.

156.

157.

old properties acquired by their co-operative from private owners,
community or public authorities. Alternatively, the co-operative may
initiate new projects with its own architects and contractors or purchase
a housing development (e.g. apartments) from a private developer.
Linkage with a central association often provides the means by which
such new projects are initiated, with the co-operative being legally
formed to take over ownership and day-to-day management.

Tenant Rental Co-operatives: Here the co-operative retains the title to the
land, house property and facilities, and lets or rents out the dwellings to
its members who are the tenants. The members may contribute a
shareholding but cannot benefit from any increase in the value of the co-
operative property. If they wish to leave the co-operative only the original
value of their shareholding (i.e. the par-value) is returnable; this may be
quite nominal. This is a mutual co-operative but there is no distribution
of surplus or increased value to the members and the co-operative
functions purely for community benefit.

Tenants Management Co-operatives: These co-operatives do not have
any title to the house property or facilities and they are not the original
developers, but provide a means whereby tenants can enter an agreement
with the landlord (e.g. statutory housing authority or private firm or
trust) to take over responsibility for day-to-day aspects of the
management of their housing. The terms of the management agreement
may vary but can incude responsibilities being assigned to the co-operate
for rent collection, maintenance and improvement works, caretaking,
and a say in re-allocation of vacant tenancies.

Each type of co-operative meets specific housing needs or has particular
advantages. For instance, home ownership co-operatives are especially
suitable for small groups of low-income families with access (on an
individual basis) to credit, who wish to provide their own homes. Where
statutory bodies provide free/cheap land this type of co-operative
provision of owner-occupied housing has been successful. In the public
rental sector the tenant management model encourages tenant
participation and responsibility in the repair and maintenance of local
authority housing. This model has been successful in the UK in
improving the maintenance of previously delapidated housing estates
and in providing a more responsive, efficient and participatory system of
management/maintenance in estates of flats and houses. In general, all
of the forms of co-operative housing are well suited to the provision and
management of flat/apartments and urban housing with common
facilities.
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Il some countries the co-operative sector provides, in particular, for low-
income groups and this sector acts, therefore, as an alternative to a large
scale public housing sector. As the Table below shows, public sector
housing in West Germany is a mere 3% of the housing stock, the non-
profit and co-operative sectors, however, account for 16%; in Denmark
the respective figures are 4% and 15%. The figures for Ireland stand in
marked contrast at a mere 0.5% for the non-profit and co-operative
sectors and 11.5% for the public rental sector.

‘ Table (ix)
% Share of Nen-profit and Co-operative Housing in Total Housing Stoek,
Selected Countries

ST s S B SR T PR S

Non-Profit
Co-operative/ Private

Public Private Voluntary Home
N Housing  Rented Associations  Ownership  Other
West Germany 3 40 16 37 4
hialy | 36 j 59 5
Norway 23 17 30 10
Denmark 4 20 13 52
Sweden 24 23 14 39
Switzerlaud 3 67 30
Netherlands 9 13 34 44
Ircland 12 12 0.5 74 3

Source: Bernafd Thompson, Paper (no tide) 1o Conference on Housing Co-operatives
and Urban Housing Requirements, Dublin, 1988.

Note:  The darta refer 10 years in the range 1978-1981.

Two factors account for the greater role of the voluntary and co-
Operative sector in many other countries. Firstly, in some European
countries, there has existed historically a deep-rooted tradition of
working class collectivist self help. Secondly, and especially in the post-
war era, national governments have explicitly recognised and actively
encouraged and subsidised the voluntary and co-operative sector. The
State has in effect, in these countries, devolved a considerable degree of

the active responsibility for housing low income groups to the co-
operaiive secior.

Policies for Voluntary and Co-operative Housing

In the Council’s view there is scope for a greater role for these sectors
in the future in the Irish housing system. The considerable success of co-
operative activities in the agricultural sector and in the Credit Union
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movement is an indication of the strength of co-operative ideals and
expertise. Further, if public policy measures are specifically directed at
the development of this sector then its role can develop. (For example,
in Canada, in 1973, the National Housing Act was amended and a range
of financial measures were introduced to stimulate co-operate provision
of housing: this resulted in a marked increase in the number of housing
co-operatives and in their housing output.)*

The key arguments in favour of a significant voluntary and co-operative

sector are:

— co-operative and voluntary housing is often focussed around
groups with special housing needs and can provide accommodation
which is more suitable in terms of location, type of dwelling and
ancillary services (such as special sheltered housing for the elderly,
or adapted dwellings for the disabled);

— co-operative housing is an effective means of providing housing —
both rental and owner-occupied — 10 lower income groups;

— (enant rental or tenant management co-operatives are structured so
that rentals in the public and private sectors actively improve and
maintain their own accommodation;

— voluntary and co-operative housing like public rental and owner
occupied housing, requires State financial support — however,
expanded voluntary and co-operative sectors will diminish the need
in the future for the Siate to build, allocate, manage and maintain
housing;

— voluntary and co-operative housing is particularly suitable in inner
urban areas in providing modest owner occupied housing and low
cost rental accommodation, and co-operative housing can
contribute to successful programmes of urban renewal;

The Council suggests, therefore, that public policy should actively
facilitate an expanded role for the voluntary and co-operative sectors.
Voluntary associations providing housing for elderly and disadvantaged
persons were sirengthened in 1984 with the introduction of a capital and
loan subsidy scheme. New legislation will improve the range of
assistance which can be provided to associations catering for various
needs and income groups**,

The Council welcomes these improved provisions in the 1988 Housing
Act. A number of other developments, in the Council’s view, merit
consideration in the light of the resources available:

*Co-operative Housing Foundation of Canada, Federal Co-operative Housing Programs, Infor-
mation Leaflet of CHFC, 1987.
**Housing Act, 1988, Section 3.
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— more realistic support to maintain a central organisation 1o advise
and co-ordinate individual associations — this issue will become
more important as the stock of voluntary and co-operative housing
gradually increases from a sinall base;

— recognition of co-operatives as legal entities for the purpose of
receiving State grants, loans and guarantees (at present State
agencies are largely geared to providing loans and grants to
individuals);

— inclusion of the voluntary and co-operative sectors in the current
arrangement between the Department of the Environment and the
financial institutions whereby specific amounts of loan finance are
made available for housing low income persons;

— provision of finance for the running and current costs, as well as
capital costs of voluntary and co-operative projects,

OVERALL APPROACH TO HOUSING POLICY AND HOUSING
SUBSIDIES

In this section the overall strategy for housing policy proposed by the
Council is summarised, and in the next section a full resume of specific
recommendations is given. The discussion of overall strategy is related
to the data on housing subsidies and housing expenditure.

Housing subsidies of all kinds are administered by various departments
and can take different forms (tax reliefs and exemptions, cash grants,
subsidised rents for example). In 1987, total subsidies were estimated to
be £352 million, or 3.2% of GNP. It is important, therefore, that policy
makers adopt a coherent approach to the managment of housing
subsidics and expenditure and relate the amount and types of subsidies
10 policy objectives. The Government, in other words, should formulate
a ‘‘housing policy budget” of which the Department of the
Environment’s direct expenditure is only a part, and apply the budget
to achieve specific housing objectives. The table below illustrates this
procedure. In this table a comprehensive list of subsidies is given, and
the discussion relates the scale and type of subsidies to the Council’s
central policy proposals.

Owner Ocecupation

In general the Council’s analysis suggests a less generous strategy of
subsidising owner occupied housing. This implies that some items in the
table of subsidies be re-examined. For example, a more efficient and
equitable system of taxation requires that a property tax be introduced.
The discount sales scheme to tenants should be reformed, if possible,
otherwise the scheme should be abandoned (see Section 2 of the Table).

Cash grants for first time purchasers should be targetted in relation to
income.
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Private Rented Tenure

The Council has agreed that this tenure has been relatively neglected. As
the table reveals, resources directed here have been meagre — a lax
allowance for rental payments for those aged over 35, and income
supports for tenants (and owner occupicrs) through the SWA scheme
(section 3 of the table). A more adequate and uniform system of income
supports was proposed which would rationalise a range of individual
measures (listed in Sections 5 and 6 of the Table). Interventions to
improve the supply and the quality of accommodation in this tenure are
necessary. The recommended policies require some resource re-allocation
to this sector.

House Improvementi

The approach to house improvement in the past, the Council has
suggested, has been insufficiently targetted. Subsidies and grants (see
Section 7 of the subsidies table) need to be focussed on those on low
incomes. For example the separatc grant aided Task Force (see heading
4) was notably effective because its objectives and clientele were very
clearly specified. There should be an increasing role for this form of
house improvement. In gencral, house improvement and maintenance, in
both the public and private sectors, should receive greater priority in
overall policy relative to new construction.

Local Authority Rent Subsidies

This particular subsidy is the largest single subsidy in the housing
system; £194.4m in 1987. In the Council’s view the rent subsidisation is
largely achieving its redistributive objective. However, in the future two
aspects of this subsidy should be examined. Firstly, some attempt shouid
be made to vary rent maxima in accordance with the supply and demand
for particular housing and with variations in the quality of dwellings.
Additionally, the internal structure ot the differential rent system should
be examined to improve its progressivity and to avoid “poverty traps™.

Voluntary and Co-operative Housing

Direct subsidies to this sector are minute — they are not listed separately
in the table. Arguments were advanced in favour of a greater role for this
sector. Some re-allocation of resources to the sector would help to
achieve this objective.

SUMMARY OF COUNCILS RECOMMENDATIONS

The general strategy for housing policy advocated by the Council is
based on a more balanced treatment of the various tenures, a greater role
for house improvement and maintenance, a restructuring of income
support needs, and a stronger social services element in the meeting of
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Estimates of Flow of Housing Subsidies for 1980, 1986, 1987

£m, current prices
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Subsidies 1o Lucul Authority Tenants
Rent subsidies

Subsidies to local autharity tenants or those on
waiting list who move to become
owner-occupiers

Surrender grant of £5,000 to local authority
tenants and tenant purchasers

2 Subsidies at point of sale to local authority

tenants who purchase

3 Subsidies for low-rise mortgage scheme (scheme

was terminated before 1986 but these payments
relate to commitments which remain)

— Exchequer

— Local authority contribution to scheme
Total of Section 2

Subsidies 10 owner-occupiers: house purchase
Mortgage Interest subsidy to first-time owner
occupiers of certain new houses

Housing grant to first-time purchasers of new
houses (£1,000 in 1980; £2,000 in 1986)
Subsidies for provision of sites for private
housing by local authorities and the Rural
Housing Organisation

Tax expenditure: tax relief on mortgage interest
Tax expenditure: tax relief on life assurance
loans

Tax expenditure: tax relief on capital gains
Tax expenditure: stamp duty exemption

Total subsidies to owner occupiers (section 3)
— excluding unknown proportion of section 7
which is ascribed to owner occupiers

Special needs

Disabled persons’ grants

Gram-in-aid fund tax task force on special
housing aid for the elderly

Private letting renure

Department of Social Welfare rent allowance
for former rent-controlled tenants

Tax expenditure: tax allowance for persons
aged 55 and over who pay rent in private
letting tenure

Use of Supplementary Welfure Allowance Jor
Rent supplementation for those in local
authority and private letting tenures and rent
arrears for those in local authority tenure
Supplementation of mortgage interest payments
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Estimates of Flow of Housing Subsidies for 1980,

Tabie x:
1986, 1987 — continued

£m, current prices

170.

1980 1986 1987

7. For House Immprovenient A
7.1 Grants for Improvements to houses 18.5 25.7 84.2
7.2 Essential repair grants 0.2 0.2 0.4

Total subsidies towards house improvement 18.7 259 84.6
8  Subsidies to Provision of Housing for Private

Letting (*‘Section 237°) — 2 2

Total subsidies, all tenures and all types 185.8  484.1 5520

Notes:

Sources:

Some relatively small amounts are excluded: the subsdies 10 voluniary housing
associations and to non-profit housing organisations. The value of the subsidy
1o local authority tenants who purchase dwellings includes an allowance for the
fact that stamp duty is borne by the local authorities. Expenditure charged to
local authority housing capilal aniounts, but not directly related to housing
construction (e.g. non-subsidisable land acquisition such as for schools or
community centres), is not included.

In estimating the subsidy for local authority tenants who purchase their
dwellings, for 1980 it is arbitrarily assumed that the average discount on the all-
in price is 30 per cent, that the average historic cost updated by the Consumer
Price Index was £10,800, that this represents a discount of 20 per cent on market
price. For 1980, in estimating the tax relief on loans, an average marginal rate
of income taxation of 35 per cent is used. In estimatiug the subsidy due to capital
gains exemption, it is assumed that the average annual rate of change of second-
hand house prices is 2 per cent (in peicentage point lerms) greater than in the
case of the Consumer Price Index, of 12.6 per cent in the period between April
1974 and calendar year 1980. An average capital gains tax rate of 16.5 per cent
is used. It is assumed that all the dwellings which were sold had been owned in
April 1974 or earlier.

In calculating subsidies for 1986 and for 1987, an average stamp duly rate of 4.5
per cent is used. In estiinating the subsidy due 10 local authority tenaits who
purchase in both 1986 and 1987, a market value of £30,000 per dwelling is
assumed, and a discount of 30 per cent on market value.

Estimales for Public Services 1980; QBHS; Comprehensive Public Expenditure
Programmes 1986; Revised Estimaies for Public Services 1987; Parliainentary
Questions 7  April 1987; Department of Social Welfare; Revenue
Comimissioners; Department of Social Welfare, Siaustical Iniformation on
Social Welfuare Services, 1987, own estimates.

special housing needs. Specific recommendations reflecting this strategy
are listed below.

Owner Occupation

The tax treatment of housing should be reformed: a property tax

should be introduced, with a waiver scheme for those on low
incomes, accompanied by full tax relief on all mortgage interest
repayments at the standard tax rate, and real capital gains on the
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~ale ot all principal private residences should be subject o Income
Lax.

[Lis essential thai the overall burden of taxation should not increase
as a result of the implementation of the above proposals, and their
implementation must be accompanied by corresponding reductions
in the overall burden of income taxation,

The use of universal, non means tested cash grants for house
purchase should give way 1o more targetted schemes.

Access to Owner Occupation
— The discount sales schemes for local authority tenants have little
financial justification and the schemes should be reformed to ensure
that the schemes better meet their social objectives, if reform is not
possible then the schemes should be abandoned,

The general arrangements in place to ensure that those with modest
incomes have access to owner occupation are desirable; the
‘guarante’ arrangement between the public authorities and the
linancial institutions should continue, and the provision of
mortgage finance directly by local authorities should remain.

Private Rented Sector

A rationalisation of the income support schemes for housing needs
(in private rented and other tenures) should be implemented.
There should be regulation in this tenure affecting minimum

accommodation standards, registration, rent books, and similar
matters.

Local Authority Housing

— The maintenance and management of the housing stock should be

more decentralised, and tenants and residents should have some

participation in maintenance.

Local authority housing should be more closely co-ordinated with

overall social and environmental planning.

The practice of building large social segregated local authority and

private housing estates should be discontinued, and local authorities

should plan socially mixed communities by purchasing private

houses for letting and building houses for letting in private housing

estates.

A full scale examination of the maintenance and management costs

of local authority housing should be undertaken and initiatives 1o

control these costs should be taken.

The maximum rents of local authority dwellings should be related

to supply/demand characteristics of dwellings and to variations in

the quality of dwellings.

The differential rent system is broadly successful in achieving its
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redistributive aims, but the structure of the schemf‘: sboul'd be
examined with a view to making the scheme more redistributive at
the upper end of the income distribution, and to ensuring that
disincentives do not arise.

Housing Costs and Income Supports o ‘

— The existing arrangements (Rent Tax Allowances, SWA bupplcm?ma
and the Social Welfare Rent Allowance) should be 'slruclured into
one overall means tested scheme on a national basis.

Improvement Grants and Urban Renewal

— The case for loans for improvements, rather than grants, should be
considered. '

- Where grants or other State interventions are applied ['hey sh.ould be
focussed on acute housing needs and targetted in relation to m'come.

— Incentives to improve housing in the inner city should not be; biassed
towards new construction and away from reconstruction and
renewal. )

— Housing improvement in the inner city should be area-focussed and
should also include wider environmental improvemen.l aqd renewal.

— A range of measures 10 increase private sector hou-smg investment
in inner city areas should be attempted, such as site agsembly by
local authorities for investors, provision of zero cost sites whe}‘e
appropriate, use by local authorities of revolvmg.thuflds to repair,
renew and re-sell decayed housing, and acquisition by local
authorities of derelict sites for housing in disused industrial areas
and mixed use areas.

Homelessness and Special Housing Needs N . o

— The recent policy among local authorities of diversifying the
housing stock towards smaller units more appropriate for the
homeless should be continued. ‘ . o

- An explicit recognition of the housing entitiement of single and
homeless persons in the housing lists is recommended. A

- A reformed system of income support in respect of housing costs
should be developed.

—  There should be more consistent use of the SWA scheme.[o
overcome initial ‘set up’ costs for the homeless entering
accommodation. ‘ o

— 1n local areas specific structures to co-ordinate the activities of
Health Boards, Local Authorities and other voluntary and statutory
organisations dealing with homelessness should be established.
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Voluntary Housing and Housing Co-operatives
177. = Policy should facilitate these sectors to have an extended role in the
housing system in the future, by means of more SUpport 1o maintain
central supporting organisations, recognition of co-operatives as ‘
legal entitles tor the purchase of State grants, loans and guarantees, I
and Inclusion of these organisations in the current arrangements

between  financial institutions and  the Department of the
Environment.
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INTRODUCTION

TERMS OF REFERENCE

The terms of reference of this report are, in broad measure, 10 review the out-
comes of current housing policy, with particular reference to criteria ot effici-
ency, equity and impacts on the Exchequer finances, and to make recommenda-
tions on the appropriate directions of policy for the future. In particular, the
terms of reference are:

1.

To review briefly current features of the housing situation, including:
output; unit cost of production; need; sources of finance; range and impact
of State aids including tax expenditures; and equity of access to housing;
having regard to the overall costs and benefits of present policies.

. To make recommendations on how the supply of housing can, where

necessary, be matched more closely to need, and how the equity of access
(including the availability of mortgage finance), can, where necessary, be
improved, having regard to the overall costs and benefits of any
recommended changes, including costs and benefits to the Exchequer.

. To examine and draw any relevant lessons from the housing experience in

other countries.

NATURE OF HOUSING

From this, it can be seen that housing has many different aspects, apart fron
the provision of housing services, as follows:
— In a narrow sense, the quantity and quality of housing services is defined

in terms of the quality of the structure, the number of rooms and their size
and the presence of facilities.

In a wider sense, housing services include the degree of access to work and
facilities. Thus, a spatial dimension occurs because each home is fixed in
a location and may be more or less accessible to places of work, open
spaces, shopping, leisure and other facilities. A house provides not only a
certain quantity and quality of housing services but also brings with it a
certain quality of the environment.

In relation to the national economy, housing investment is a significant part
of total investment.

In relation to the construction industry, housing output has been the largest
single component of construction industry output, accounting for some 50
per cent of the output of the industry.

A substantial portion of the personal net wealth (value of wealth less debt
outstanding) of the household sector is in the form of housing.
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— In view of the importance of expenditure on housing over the lifetime of
houscholds, the burden of housing costs (and the way in which they may
be relieved by Govermimment action) have an important bearing on the
distribution of income across houscholds.

— The quality of the environment is defined in part in terms of housing
provision.

— Housing and labour markets are related, as labour mobility is in part a
function of housing provision, and access 10 jobs will depend in part on
housing location.

— Housing and social policy are intertwined in a number of ways: households
obtain (largely implicit) cash transfers which are linked to housing
consumption and which overlap with social welfare cash and non-cash
transfers; moreover, poor housing conditions often go hand-in-hand with
poverty and deprivation.
Housing policy issues and urban renewal issues are transparently related to
one another, although the latter embrace a wider set of issues such as non-
residential construction and the relationship between land-use poiicy,
cconomic activity and transport.
— Housing administration covers, in part, central Government and local
Government. In addition, the National Building Agency designs and
constructs local authority houses, although the role of the Agency is now
changing to one which includes the restoration of blighted areas in cities
and towns. The Housing Finance Agency obtains funds from life offices
and pension funds and thereby provides finance to enable the local
authorities to advance house purchase Ioans. Hence, questions of public
administration arise; not only about the relations between central and local
government but also about the appropriate relations between the housing
authorities and the health and social service departments and agencies.

There are legal aspects, since property rights define what the rights of house

owners are in relation to occupation, maintenance, the use of a dweiling and

its subsequent role.

Building societies and banks are major suppliers of housing finance. Hence,

issues about banking and finance policy arise.

In order to achieve a manageable report, it is limited largely to the economic
and social aspects of housing provision, which are critical to any appraisal of
housing policy. In addition, the study is kept within bounds by concentrating
on the general principles which should inform housing policy in the future.

STRUCTURE OF REPORT

The report is in three sections. Section | gives the background to policy choices.
It outlines the scope of current housing policies and programmes. It also points
up the changing nature of the housing market and of Irish housing conditions
in recent years and the recent policy responses. Some account is taken of likely
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future trends in the housing market. Section Il is concerned with policy
analysis. At the beginning of that section, the rationale for State inlcrv‘enlion
in housing and in the criteria which are used to evaluate housing polgcncs are
outlined. Specific chapters in Section 1l cover the building, allocation and
pricing of local authority housing, maintenance and management of locjal
authority housing, the extension of owner occupation through local authority
housing, housing subsidies and issues of income maintenance, house
improvement, urban renewal and special housing needs.

In Section IIl, which is comprised of Chapter 14, an extended overview is given

of the policy issues, and the analysis and recommendations. This Chapter
draws together the policy conclusions.
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SECTION 1

HOUSING POLICIES AND THE CHANGING
NATURE OF THE HOUSING MARKET
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HOUSING POLICIES

INTRODUCTION

In this chapter, the main housing programmes of Government are outlined.
The role of explicit Government investment in housing is shown. In addition,
the broad links between housing and the economy are pointed out: the amount
of resources taken up by housing, together with the influence of investment in
housing on aggregate fixed investment and gioss output. The main ways in
which housing provision has implications for the economy, for the Exchequer
and for local authority finances, are brought out.

Housing “policy” here is used in its widest sense — that of any deliberate
course of action which is designed to affect housing conditions. Thus, such
policies need not be effected always through those Departments and agencies
which are centrally concerned with housing. The term housing “programme”
is reserved for those elements of housing policy which arc carried out through
the Department of the Environment.

STATED AIMS OF HOUSING POLICY

The stated objective of Irish housing policy is “to ensure that, as far as the
resources of the economy permit, every household can obtain a house of good
standard at a price or rent they can afford” (Department of Environment,
1987). A secondary aim of policy is the encouragement of owner occupation.
Those who can afford to do so are expected 1o house themselves “if necessary
with assistance from central and local authorities™.

EXCHEQUER EXPENDITURE ON HOUSING PROGRAMMES

Table 2.1 summarises the extent of the various types of explicit Exchequer
expenditure on housing in 1986 and 1987.

It should be emphasised that this table does not aim to estimate the extent of
State housing subsidies — that estimation is done in Chapter 9. From the
standpoint of estimating housing subsidies, there would be some double
counting in Table 2.1, since on the local authority side, the fixed capital
formation of local authority dwellings, together with loan charges attached to
the local authority stock, are shown. Moreover, there would be a number of
omissions in Table 2.1. Tax expenditures are not shown — that 18, tax revenue
foregone through special allowances and offsets against taxable income which

75



Table 2.1
Explicit Public Expenditure on Housing, 1980, 1987
£m
1986 1987

Exchequer Expenditure
Local Authority housing
Construction 143.2 77.3
Construction 1or Travellers 3.0 2.7
lmprovement 1.6 7.0
Loan charges 175.6 194.4
Regular maintenance, repair and

improvement 37.0 37.5
Improvement works (a) 0.5 1.0
Travelling and homeless people 0.9 1.0
Sub-Total 361.8 320.9
Private Housing
l.oans for purchase 167.5 154.5
Loans for improvement 5.1 7.0
Grants for purchase of new houscs 14.4 17.0
Improvement grants 257 84.2
Mortgage subsidy 21.6 25.5
Grant to Housing Finance Agency (b) 6.9 9.0
£5,000 surrender grant 16.8 11.9
Other grants and subsidies 6.9 7.5
Sub-Tatal 264.9 3l6.6
Total 626.7 637.5
Non-Exchequer Investment of State-Sponsored Bodies
Housing Finance Agency (b) 98.0 105.0
National Building Agency 0.0 0.2
Tomal 98.0 105.2

Notes: (a) This is the scheme of improvement works which was brought in in the housing
package of 1981,
(b) Al of the Housing Finance Agency expenditure, with the exception of that noted
under private housing, is linanced by borrow ing outside the Exchequer borrowing and
by internal resources.

Source: Department of the Environment.

are designed to stimulate the consumption of particular products or to
encourage saving. The omission of tax expenditures means that Tabie 2.1 is
biased as between expenditure on local authority housing and expenditure on
private housing — since all the tax expenditure are attributable to private
housing. In 1987 the total expenditure on local authority housing was £320.9m
and the expenditure on private housing was £316.6m. OF the expenditure on
local authority housing, £194.4m. was on loan charges.

This table indicates some of the ways in which the State’s involvement in
housing has changed in recent years. There has been a sharp cutback in the
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capital expenditure on local authority dwellings: from £193.0m in 1985 to
£147.8m. in 1986 and £87.0m in 1987. The Budget provision for 1988 is of a
further decrease to £49.0m. In addition, the provisions for house purchase and
improvement loans have been reduced from £161.5m in 1987 to £96.0m in 1988.
This is related to a shift from public to private financing, outlined below. There
has also been a reduction in the allocation for private housing grants together
with the mortgage subsidy from £126.7m in 1987 (outturn) to £83.3m in 1988.
This reflects the abolition of three schemes within this category in the 1987
Budget — also outlined below.

At the same time as these changes have occurred, there has been a shift of
emphasis away from new building towards remedial works for the existing local
authority stock. These remedial works are of a structural nature to dwellings
whose conditions have deteriorated markedly over time. The 1987 outturn for
expenditure under the Remedial Works Scheme was £7.0m, of which £4.4m
related to the refurbishment of local authority dwellings which were
constructed as “low cost” housing in the late 1960s and early 1970s. The
allocation under the Remedial Works Scheme for 1988 is £10.0m.

In 1987, capital expenditure on housing (construction of local authority
housing, house purchase and improvenmient loans, private housing grants, other
expenditure) amounted to 23.7 per cent of the Public Capital Programme. The
expenditure on housing in the Public Capital Programime was higher in real
terms by 2.9 per cent in 1987 than in 1981. The provision for 1988 means a
decline in volume terms of 43 per cent on the 1987 outturn.

OVERVIEW OF HOUSING PROGRAMMES

The principal housing programmes comprise the following:

Construction and maintenance of local authority dwellings

Local authorities build and allocate dwellings. The local authoritics are
required to maintain the dwellings which are let by them in good order and
repair. They are required to determine the priorities to be accorded to categories
of persons in the letting of dwellings. Their primary objectives have been the
elimination of unfit housing and overcrowding and the provision of
accommodation for persons in need of it who are unable to provide it from
their own resources. Under the Housing Act of 1988, housing assessments are
specifically to have regard to the needs of homeless persons, among others.
That Act gives housing authorities new powers with regard to the
accommodation of the homeless, including the powers whereby authorities can
make arrangements with voluntary bodies for the provision of accommodation

to homeless persons and power (o provide financial assistance to homeless
persons.
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Rearediah works scheme for locut suthority housing

This 15 outside the “normal™ maintenance work of locul authority and is

desiziied 0 cope with defective local authority dwellings. This programme
h

which is reterred 1o above canie o operation in January 1983,

Private site subsidy

Sonie local authorities make sites available for the provision of “modestly
priced” private housing for special categories of purchaser such as applicants
tor local authority housing and members of co-operative housing groups. In
sucll cases the land may be made available at the cost to the local authority of
providing and developing the site fess a subsidy of up to £1,000 per site from
the exchequer.

Jolut venture housing

This involves the building of houses for sale on land which is released to
builders by the local authorities. Modestly priced houses would be provided for
sale 1o sefected purcliasers such as existing local authority tenants or applicants
on the waiting list for local authority housing. Participants are eligible to
beneftit from either:

(i) a grant ol up to £1,000 or two-thirds of the site cost (whichever is less) in
the case of undeveloped sites, or

(i}« grant of up to £1,000 or one-third of the site cost (whichever is less) 11
the case of developed sites.

Reeycling tund

Local authorities were encouraged 1o engage in the refurbishment of rundown
private residential properties by the provision of £1.5 million capital investument
(o them in Deceinber 1982, This caplial provision was to be used for the
purchase, rchabilivation and resale of suitable residential properties. The
proceeds accruing from the sales of rehabilitated properties were 1o be used for
further acquisition and renosations.

Cash grants for purchase of new houses
A cash grant of £2,000 is paid by the Department of the Environment to first
tine owner occupiers of new houses which rall within floor area limits.

Sale of tocal authority dwellings 1o sitting tenauts

Between 1986 and February 1988, local authority Jwelliligs have been sold 1o
tenants at erier market values or the origiual all-in cost, updated 1o current
prices by using the Consumer Price Index, whichever was the lower. This gives
the wross price; the ner price was got by deducting 3 per cent of the price for
cach year of tenancy with the maximum deduction being 30 per cent, with a
discount of £2,000 in lieu of the £2,000 new house grant payable to first-time
Owner occupiers of certain new privite houses. In addition, no deposit from
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the tenant was required, and legal fees and stamp duties were borne by the local
authority.

In February 1988 a “one-off” scheme for 1988 was announced, with the aim
of encouraging the maximum number of tenants to become owners of the
dwellings in which they live. The main features of the scheme are as follows:

— market value is to be used in all cases as the basis for assessing gross sale
prices;

— all tenants, irrespective of length of tenancy, receive a 40% basic discount;

— an additional discount of 10% for houses first occupied prior to Ist
January, 1960 is introduced;

— the discount in lieu of rates paid prior to 1977 is abolished;

— a convertible repayment option is introduced; under this, repayments in the
first five years are linked to the net sale price of the house; in year 1, the
repayments will be 8 per cent of the net cost and the amount of the
repayment will increase by 5 per cent per annum over a five-year period;

— the requirement that housing authorities are obliged to ensure that
dwellings being sold to tenants are in good structural condition will no
longer apply.

House purchase loans of local authorities

Local authorities offer three types of house purchase loans: annuity loans,
convertible loans and income-related loans. Limits on income and on the size
of loan apply. From 1986 the former Housing Finance Agency loans have been
administered by the local authorities, called income-related loans. Details on
the types of loan being offered are in Table 2.2. The rates of interest on the
loans are set at around the building society rates.

House improvement loans

Local authorities also provide house improvement loans: the maximum
unsecured loan is £2,000 and the income limit is the same as in the case of local
authority annuity loans. The maximum secured improvement loan is £8,000
from November 1987.

Special housing needs
A number of programmes are designed to cater for special housing needs:

(1) To meet the needs of disabled persons, since 1972 grant assistance has been
provided for the adaptation of existing houses t0 meei the needs of
disabled persons: up to the full cost of adapting local authority houses and
iwo-thirds of the cost of adapting private houses. Between that time and
the end of 1986, 14,400 grants were paid. lu 1987, 1,741 grants were paid.

(ii) To cater for elderly and disabled persons, between 1972 and 1987, local
authorities have provided 12 per cent of their new house completions.
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95Wg of price o1 value (whicheser

is lawer).
90% of price or valuc.

98% of price or valuc.

Loan Limits

3 lhmes

income) of income in the year preceding the making of

the loan. Repaymcents may never fall below 90% of

Table 2.2
repayment for previous year.

Characteristics of Local Aulhqrily Loans at 1988

or 22% (in the case of loans from 2% times --
(i) Repayment in year one as in the case of income-related  90% ol price or value.

(i) 20% (in the case of loans up to 2% times income)

(i) Variable interest rate for duratian of loan.
(iii) Interest rate is rate of inflation plus a variable margin.

(i) Repavmeni period fixed ai not more than 30 years.
(i) Borrowers may change 10 annuity repayments,

Characteristics

{Special Category)

(with incame limit £10,000 p.a.)
£22,500

£25,000
(Special Category)

L oan Available
£21,000
£27,000

£22,500

Repavment Option
Income Related

Loan
Convertible Loan

Annuity Loan

While many of these units took the form of one-bedroom and occasionally
two-bedroom houses, they include a certain amount of demountable
dwellings which hardly provide an adequate standard of accommodation
tor elderly people.

(iii) Another programme directed at elderly persons dates from 1982: an
emergency programme designed to improve the housing conditions of
elderly persons living alone in unfit or unsanitary accommodation was put

he local aurljouins

5z & in place. This has been done through the Task Force on Special Housing
ER- Aid for the Elderly, with full funding from the Exchequer. From mid-1982
7§§ it has been operated at local level by the Health Boards. The work is
P é carried out by FAS trainees with labour costs being met in full by FAS: this

reduces the Health Board contribution per case. Over 8,000 cases had been
dealt with up to the end of 1987.

(iv) The essential repairs grant scheme applies in rural arcas. lts main aim is
1o aid necessary repairs in order o extend the life of old houses which are
in poor condition and which are not capable of being made fully fit for

% habitation at a reasonable cost. Typically, these grants are given to elderly

A persons. The grant may be up to 100 per cent of cost, with the Department

of the Environment recouping to the local authorities half the amount of

the grant (subject to a maximum of £600 per case). The Departmental

recoupment was £0.5m in 1987,

Assistance to non-profit and voluntary organisations

In March 1984, a new scheme was introduced whereby the housing authorities
may provide loan finance and an annual subsidy towards loan charges for the
provisions of accommodation (whether by new building or by adaptation and
improvement of existing dwellings) by approved non-profit and voluntary
bodies. A housing authority may make a loan to meet 80 per cent of the cost
of an eligible project subject to a maximum loan equivalent to £20,000 per unit

annuity system. The total repayment period will nol

minimum of 5% or inflation until the S5th year when
exceed 30 years.

the balance outstanding is repayable by the normal

loan. That amount increases by a

(ii) From year 6 ihe balance of the loan will be repaid on
an annuity basis.

rity house and who purchased the house from the local authority and who surr
¢ co-operative builds houses on sites either by local authorilies or by the co-operative direcily, all the members ol the ca-operalive can gualiny to

the special loans, provided tlial al least 80% of 1the new householders are otherwise eligible for loans uuder the scheme.

The Tollowing categories will also qualily for Special Loans jn 1he case of applicants opting tor Converlible Loans and Income Related Loans only.

a) A tenani of a focal authorily house who has resided in the house for a period of six months and who surrenders the house 101

The income limit of £10,000 does not apply in cases (a) 10 (d) above. The income limit does apply in cases (e) and (1)

S § of accommodation. The loan subsidy covers in full the loan charges on the
; g : loan. Loans may be made only if at least 75 per cent of the units to be provided
E 73 will be rented to:
o g (1) elderly persons (60 years or over) who are eligible for local authority
E § %" housing or institutional care;
< & é (ii) handicapped persons, homeless persons, deserted or battered wives, single
g S| % parent families, families on approved waiting lists of local authorities.
= =4
.‘é 5% :: g From 1988,.a special‘ provision for three years was brought in whereby for
- ~ 2 L2 schemes which cater for the homeless, loans of 95 per cent could be given. In
;g, E:g addition, there was a change in the standards which apply, in the sense that
s % z g allowance was made for the provision of non-self-contained types of
z 52 i accommodation.
g 4
s "3 os & Private letting sector
3538338 ¢ s > A Supreme Court decision of 1981 declared parts of the Rent Restrictions Act,
80 31




1960 unconstitutional. This had the etffect of removing, from an estimated
30,000 tenants, protection from rent increases and from eviction. Foliowing
that decision, an Act of 1982 provided security of tenure for the tenants who
were affected. The District Court would fix a “just and proper” rent in cases
where landlord and tenant did not agree. This role of the District Court was

subsequently taken over by the Rent Tribunal which was established in August
1983,

The January 1988 Budget announced the reintroduction of “Section 23" relief.
This permits a special tax relief for a company, individual or other person
letting residential accommodation. A deduction is allowed for the construction
or conversion expenditure for tax purposes against total rental income, ie.,
rental incoime from all Irish sources and not just the rental income from the
particular dwellings or development. Relief, as in the case of other incentives,
is not available in respect of site cost.

Reut of local autherity dwellings

Up to 1986, maximum rents of local authority dwellings were calculated as a
fixed percentage of 5.25 per cent of the original cost updated in accordance
with the Consumer Price Index. The minimum rent was £0.50 per week. The
actual rent paid was assessed on the income of the principal earner after
income tax and pay-related social insurance contributions. In August 1986 the
responsibility for setting rents was devolved to local authorities, thus replacing
the national differential rents scheme which had existed up to that time.
However, the rents were now to be set subject to Departmental guidelines. In
most cases (with some exceptions), rent maxima are set as before. There is a

degree of variability across local authorities with regard to the operation of
differential rents.

Designated areas and urban renewal

Under the Urban Renewal Act, 1986 as subsequently amended, areas have been
designated in 14 towns or cities, with Tallaght added as a further designated
area. Qualifying expenditure includes expenditure on the construction of a new
building or structure reconstruction, extension or adaptation of an existing
building or structure, or improvements of a capital nature to an existing
building or structure. The incentive takes the form of taxation breaks and
allowable offsets against taxable income. A double-rent allowance is available
to traders for ten years on rent arising under new leases of newly constructed
or refurbished buildings. In addition, allowances are given to owner-occupiers
of private dwellings on expenditure on the construction or refurbishment of

such dwellings; 50 per cent of expenditure is available as an allowance spread
over 10 years.

The National Building Agency has recently begun to shift its activities towards
urban renewal. A revolving fund of £1m was provided by the Exchequer in 1988
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to enable the Agency to undertake projects in urban renewal, cither onits own
or in partnership with the private sector.

Setting of minimum standards

A number of aspects of housing legislation retflect a desire to achieve minimum
standards. The obligation on housing authorities to secure the repair, closure
or demolition of unfit houses under the Housing Act, 1966 is supplemental to
the powers under the Local Government (Sanitary Services) Act, 1964, to deal
with dangerous buildings, and the powers under existing bye-laws and scction
70 of the 1966 Act to secure repairs to premises. Sections 66 to 70 require a
housing authority to deal with a house which in their opinion is unfit for
human habitation by way, among other things, of a closing order or a
demolition order.

Section 635 of the Housing Act, 1966 cnables a housing authority o serve
notices specifying the maximum number of persons who may occupy a house,
or any room in the house, without causing overcrowding, and may require the
owner to publish the contents, for example in rent books. The principal
intention of the section is to deal with cases of gross overcrowding by an owner
who permits the use of rooms in a dwelling by separate families in order to
extract an exorbitant amount of rent or profit from premises.

Housing authorities operate two codes of standards for private rented housing.
Most housing authorities have made bye-laws under the FHousing Act, 1966.
These bye-laws apply only to houses which contain a number of rented
dwellings, and prescribe minimum standards.

In December 1984 the Minister for the Enviromment made regulations which
impose minimum standards on the landlords of formerly controlled dwellings
from 1 January 1988. The standards laid down in these bye-laws and
regulations are minimal. However, even these minimal standards have not been
rigorously enforced. In its Annual Report for 1986 the Rent Tribunal expressed
its disappointment at the level of enforcement by housing authorities of the
1984 regulations.

POLICIES WHICH AFFECT HOUSING BUT ARE ADMINISTERED
THROUGH DEPARTMENTS OTHER THAN ENVIRONMENT

A number of policies which affect housing are not administered through the
Department of the Environment.

Rent aliowance.

Under the Department of Social Welfare, a rent allowance is made available on

a means tested basis with the aim of assisting tenants whose rents were subject
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(o rent controls up 10 1981 and who otherwise would have suftered as a result
of the rise in rents after 198].

Supplementary Weifare Allowance

Under the Suppiementary Weifare Allowance, which is administered by the
Health Boards, discretionary aid may be given towards rent payments and also
towards the interest components of mortgage payments. Payments may also be
made to cover rent deposits and 1o cover essential furnishings which a tenant
may need. Decisions on payments of this allowance are made by Community
Weltare Offices.

Tax expenditures

The nmain tax expenditure is the deductibility of interest payments on mortgage
loans from taxable income, subject to ceilings of £4,000 (inarried couple) and
£2,000 (single person). In the Budget of 1987 the interest qualifying for relief
was restricted to 90 per cent of the amount which formerly qualified.

In addition, there is tax relief for rent paid to a private landlord by persons aged
35 or over, subject to maxima of £1,500 (married couple) or £750 (single
persoin).

OVERVIEW OF SUBSIDY SCHEMES

Table 2.3 gives an overview of the various housing aids at 1988, shows whether
they are available for new housing or for refurbishment and alterations, and
also shows the extent to which they are confined to particular tenure groups.

CHANGES IN HOUSING POLICIES AND PROGRAMMES SINCE 1987

It should be noted that a number of changes in policies and programmes have

occurred in the period between early 1987 and early 1988. The main changes
arc as follows:

— The limitation of tax relief on mortgage interest to 90 per cent of what pre-
viously was allowable (Budget 1987).

- The abolition of the £2,250 builders’ grant for new homes which had, in
Oclober 1986, replaced the morigage subsidy of £3,000 payable over five
years 1o first-time owner occupiers of grant-sized new houses.

— The termination of the Home Improvement Grants Scheme which had
come into operation in November 1983,

— lhe termination of the £5,000 surrender grant for local authority tenants
and tenant purchasers who moved to the private sector, which had come
into operation in October 1984.

— An arrangement with building societies and banks whereby these bodies
would service some of the demand for house loans which had formerly
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Table 2.3
Overview of Housing Aids at 1988

New Housing

Owner Returbish-
Non- occupied nent and
Public profil Privaie  (including najor
rented rented rented CO-0ps) alieralions  Mainienance
Repayment subsidy
(capital and interes) X
Capital grant X X
Exemption from stamp
duy X X X X
Private sites subsidy X
Morigage inlerest relief X X
Exemption from capital
gains tax X
Tax relief on reni paid x
Tax relief on
Consiruction cosls X

Tax relief on

conversion and

refurbishment X
Income related rent

paymenis X

Means 1esied assisiance

with reni/morigage

interesl payments X

Means tested assistance

through Supplementary

Welfare Allowance X X X

been catered for by local authorities. The building societies and banks
would increase their funding of this segment of the market by up to £70m
in 1988. The agencies would lend up to 90 per cent of the house value and
a limited state guarantee was made available.

— A change in the financial relations between the Exchequer and the local

authorities, with the replacement of the scheme whereby a loan and subsidy
was in place (with the Exchequer meeting in full the loan charges on local

authority dwellings) by a capital grants scheme with effect from January
1988.

— New funding arrangements were put in place for local authority housing,

with 100 per cent of the proceeds of sales of dwellings to sitting tenants
being retained, 40 per cent for current purposes and 60 per cent for capital
purposes. (From 1981, 40 per cent of the proceeds of sales had been retained
by the local authorities for current purposes.)

— With effect from December 1987, a variable interest rate would apply to

annuity, convertible and improvement ioans of local anthorities, in place of
the fixed interest loans which operated up to that date.
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— With the abolition of the Local Loans Fund in 1988, ihe interest rate on
local authornity loans was no longer related to the Local Loans Fund rate
but rates were set close to building society rates.

— In November 1987, new legislative proposals were announced on building
societies, including changes in methods of supervision and the empowering
of societies to acquire and hold land for residential and commercial
purposes and to engage directly in the provision of housing.

— In January 1987 and in December 1987, regulations were made with regard
to building societies. These included the following: permitting societies who
fuifi} certain requirements to offer unsecured loans for bridging finance and
home 1mprovements; prohibiting the charging of redemption fees on
existing and new morigages.

— A special allocation of £3 million over the three years 1988 to 1990 10
finance the provision of accommodation for homeless persons by voluntary
bodies, with an amount of £1 million being available in 1988 (Budget 1988).
The special allocation is being provided as an expansion of the scheme for
the provision by non-profit and voluntary organisations of housing
accommodation tor elderly, homeless and other disadvantaged persons.
The Government also agreed to increase the limit for assistance under the
above schieme from 80% 10 939 of the cost in the case of accommodation
provided tor homeless persons.

— A change in the rate of stamp duty on dwellings in the price range of
£50,000-£60,000 from 6 per cent to S per cent (Budger 1988).

— The restoration for a three year period of the tax incentive previously
known as the “Section 23" relief. This will provide that expenditure
incurred on the construction of residential accommodation for renting will
be an allowable deduction against total rental income (Budget 1988).
Expenditure incurred on the conversion of a building into two or more flats
or houses for renting will be an allowable deduction against rental income
from these and all other rented properties. However, refurbishment
expenditure of a building now or formerly in two or more flats may be set
oft only against the rental income from the buildings in question.

— The addition of the area in and around Tallaght Town Centre to the areas
which are designated for the urban renewal incentives.

— Introduction of special tenant purchase terms for local authority tenants
for the year 1988.

HOUSING AND THE ECONOMY

In 1986, 24 per cent of all fixed investment was in dwellings (including the value
of reconstructions and conversions). In volume terms, investment in dwellings
reached a peak in 1979. Between 1981 and 1986, fixed investment in dwellings
declined by 10 per cent in real terms.

By comparison, investment in residential buildings in EEC countries as a
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percentage of total fixed investment is 20 per cent in Belgium (1983), 25 per cent
in Denmark (1985), 24 per cent in France (1985), 28 per cent in the Federal
Republic of Germany (1983), 25 per cent in Portugal (1980), 26 per cent in
Spain (1982) and 21 per cent in the UK (1985) (Economic Commission for

Europe, 1986). That is, Ireland is close to the EEC proportions but on the lower
side.

These data give a sense of the proportion of resources of the economy which
are taken up by housing. The main ways in which housing programmes have
implications for the economy as a whole are as follows.

(1) At the margin, housing investment can displace investment in
manufacturing and in other industry. The latter investment may have a
greater chance of yielding a flow of marketable output, some of it
exported or in the form of substitutes for imports, which would
remunerate the investment. While housing investment need not be
unproductive in the sense that there can be a flow of housing services as
a result of the investment, the funding of the investment requires an
income transfer from taxpayers, with consequerices for the distribution of
income.

(i) Construction forms part of overall industrial output,

(iii) The financing of housing investment via the Exchequer adds to the
Exchequer Borrowing Requirement.

THE HOUSING SYSTEM

How would one characterise the irish housing system, and those parts of the
economiic system which are closely linked to housing, by contrast with other
countries? The following outlines the main characteristics.

1. A significant number of large families by contrast with other countries.
However, this distinction between Ireland and other countries has been
diminishing over time with the decline in average family size — down from
4.00 in 1971 to 2.3 children in 1987.

2. With the exception of a short-lived period in the 1970s, emigration has
drained off a significant share of the household forming age groups —
particularly from rural areas and small towns.

3. The ratio between the number of eiderly people and the numbers in
working ages (15-64) at i8 per cent is in line with the ratios in other
European countries and indeed a lower ratio than in a number of Furopean
countries. Many of the elderly are well supported by vounger kin, but a
considerable number are very isolated, both socially and geographicaily.
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10.

At least up to recent years, rapid growth of the area comprising a dominant
capital city and its suburbs which suck in people and investmient of every
Kind; at the same time, declining population in inner city areas; increasing
suburbanisation and urban sprawl in the cities and towns and their
surrounding areas; a low density of land use in these areas. Qutside the
major urban areas, a plentiful supply of land relative 1o demand and —
also reflecting emigration — no pressures for policy innovation arising
from this source.

Strong preferences among households for owning their own home. This
niay be due to a long history of hated foreign landlords, peasant farming
traditions, and perhaps a related tradition of saving money and investing
it in real property. Northern Ireland shares these patterns: credit unions
have prospered there o, and the *'right to buy” local authority houses by
sitting tenants has been more eagerly seized there than in most of Great
Britain.

. Scant concern for landlords or their property, or for the older parts of the

urban tabric. For many people the state of inner Boston or inner London
will be more important than the state of their own inner cities.

- A solid and generally respected public service with a strong tradition of

poor law and public health administration — very British in the pre-1921
sense. Features of British administration which developed later, such as
town planning have not been inherited. A highly centralised administration
with little sympathy for the idea of mutual aid or for co-operative ideas.
As In the case of Britain, non-private housing provision was seen as
occurring through local authority building. The system of loan finance and
of financial aids emphasised individual rather than mutual or co-operative
provision of housing.

. A society very unequal in economic terms, although with a still lingering

equality about its human relationships characteristic of many ex-colonial
countries.

- Astrong “self-build sector”, especially in rural areas, often employing a site

which is made available through gift or inheritance. This self-build on
individual lines occurs outside the regular lending agencies and contributes
towards some 40 per cent of private housing completions which are
linanced outside the main lending agencies. In this respect, Ireland shares
some teatures of less developed countries with regard to housing provision.
Post-colonial traditions of individualism which have had resonances in
attitudes to town planning and to co-operatives, with a lack of enthusiasm
for co-operative ideals and a reluctance to accept planning for the public
good which overrides individual preferences.

Preference for semi-detached or detached living with house and garden
rather than for living in flats and apartments. In this respect, Ireland is
much closer to Britain than 10 Continental Europe.

Historically, an important role played by building societies in tapping the
surplus of the houschold sector and channelling this into loans for
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housing: this was stimulated up o recently by tax privileges and non-
disclosure on tax.

Taken together, these characteristics help to explain the tollowing outcomes
with regard to housing in the widest sense.
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Owner-occupation, and the suburbs and scattered rural settlements which
it has helped to build, are highly valued and politically impregnable.
There is a plentiful flow of small savings and of land for this kind ot
investment — and too few alternative uses for them.

. The inner parts of towns and the property of private landlords have been

neglected and left to rot, until very recently.

. Public rented housing has been well built from the structural point of view,

with some notable exceptions such as the “low cost” housing which was
built in the 1960s. It has been reasonably administered but with all the
faults of the British sysiem which was its model — centralisation,
paternalism, lack of tenant involvement — but has been used very largely
1o help working people to buy homes of their own. Parts of it have been
socially and physically neglected and the priority accorded to ownership
has produced “transit camp” areas in which the sense of cominunity
withers. The strong tradition of state-sponsored bodies developed for many
other purposes in a country lacking strong capitalist enterprises has not
been brought effectively to bear in the housing field.

- Over the past five years, the process has accelerated whereby public rented

housing in Ireland has moved towards “welfare housing” on U.S. lines —
stigmatised housing for a residualised minority which is seen as comprising
special groups at the very bottom end of the income distribution, and for
nobody else. This is in contrast to the position on continental Europe where
often public housing caters for a healthy mix of household types.

- A negligible co-operative and voluntary housing sector, by conirast with

Britain and Continental European countries.

- A weak tradition of town and country planning, in a society which lacks

a strong tradition of urban loyalties and civic pride, has meant that
investment in renewing the older towns has ofien been inept or outright
destructive. At the same time, rural areas are scattercd with new houses
while many of their villages are struggling for survival.

- A weak tradition of concern for the environment and either a lack of

response or inept responses at official level has meant that structurally
sound housing has often been located in a poor or deteriorating
environment. Inner city areas have been prime examples of this.

. Thus, the country has high standards of housing relative to its income level

— particularly in relation o space. Indeed, on average, the housing
conditions are probably higher than in almost any other country with
comparable levels of national income. But at the bottom level there are very
bad conditions afflicting inner parts of old settlements, both large and
small, the rural poor and rural elderly, privately rented housing, and parts
of the public rented stock.

89



lu. The policy needs lie as much in the ficlds of town and country planninyg,
lcome maintenance and social service delivery and fiscal policies relevant
1o housing investment and maintenance, as in housing in the way that it has

been traditionally defined.

Figure 2.1 outlines the main features of the lrish housing system. Part A of the
Figure shows the links between economic elements including Government
incentives, households and the stock of dwellings, together with the change in
that stock over time. Part B points up the relationship between the administra-

tive systeim and rhe housing system.
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THE CHANGING NATURE OF HOUSING
CONDITIONS

INTRODUCTION

This chapter examines housing conditions in Ireland with particular reference
to the changes which have taken place in recent years. Outcomes in housing
reflect a mix of market forces and the particular ways in which Governments
intervene in housing. The relevance of this chapter for the policy analysis in
Section II is two-fold: it gives a sense of the success or otherwise of
Government policy measures in recent years. And it indicates the changing
nature of the housing problem, and raises questions, taken up later, as to
whether Government policies are adequate in the face of the changing state of
housing.

DWELLING COMPLETIONS

The number of dwelling completions per thousand population was 5.2 in 1987
by contrast with 8.4 in 1981 and 7.5 in 1977. The number of completions has
varied since 1975, as shown in Figure 3.1. In 1987, housing completions
numbered 18,500 by comparison with an annual average of 23,200 in the five
years 1983-1987 inclusive. The contribution of local authority building to these
completions in this period has varied from a low of 16.7 per cent of the total
in 1987 to a high of 32.7 per cent in 1975. Many of these local authority
dwellings are subsequently sold to their sitting tenants and thereby end up as
owner-occupied dwellings (as is mentioned below).
The rate of completions per 1,000 population in lIreland is now relatively low
by contrast with other European countries: the most recently published rates
are for Belgium (3.1), Denmark (8.4), Finland (8.4), France (6.3), Federal
Republic of Germany (4.1), Greece (11.0), ltaly (3.2), Netherlands (7.0), Norway
(6.2), Portugal (4.3), Spain (5.1), Sweden (3.4), Switzerland (7.1y and the United
Kingdom (3.8) (Economic Commission for Europe, 1987). Of course, dwelling
rates across countries will vary in response to underlying factors such as
household formation, a topic which is taken up below.

THE DWELLING STOCK

The number of occupied dwellings (in permanent housing units) increased
from 762,400 in 1971 to 897,500 in 1981 and to 964,900 in 1986. This means

93



Figure 3.1
Housing Completions, 1975-1987
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a net addition to the dwelling stock in the decade up 1o 1981 of 135,100 and
a turther net addition of 67,400 in the 1981-86 period.

Two other features of the housing stock can be emphasised. One is that the
stock of local authority dwellings which are let (119,000 at the end of 1987) was
not much greater than in April 1981 which in turn was almost exactly the same
as i April 1971 (112,700). This is despite a total of 63,900 local authority
completions in this decade. These trends reflect the number of tenants who
have purchased local authority dwellings. The number of former tenant
houscholds, which were acquiring their dwellings on a mortgage basis from a
local authority, was 70,000 in 1981, By the end of 1987, over 180,000 local
authority dwellings had been bought by tenants since the beginning of the
purchase schemes. The peak years were 1973 (sales of 11,900) and 1976 (sales
of 8,900 In 1984, sales were 2,700 and in 1983, sales were 1,600: the latter
decline reflects the fact thut there was no sales scheme between July 1984 and
August 1936 and the impact of the £3,000 grant from 1984

The other feature is the decline of the private letting sector in both absolute
and relative terms. The stock of private lettings declined from 96,900 in 1971

Y4

to 39,400 1 198l. 1t should be noted that this decline over time is less than that
which has occurred in other countries including the UK.

STOCK BY TENURE

The three principal tenure groups are as follows (Figure 3.2):

— owner-occupiers: 667,000 or 74.4 per cent of the total in 1981

— households in local authority lettings: 110,700 or 12.4 per cent of the total
in 1981

— housechold in private lettings: 90,300 or 10.1 per cent of the total in 1981,

Onc of the features of the Irish dwelling stock is the high proportion of owner-
occupiers: 79 per cent of all households in 1987 by comparison with 69 per cent
in 1971, (1987 data come from the 1987 survey of life-styles and usage of State
services of the Economic and Social Research Institute). This is by far the
country with the highest proportion of owner-occupiers in the EEC: the next
highest ratio of 34 per cent is in Belgium, (United Nations, 1986). Indeed,
outside the EEC there are few European countries with such a high proportion:
the next highest proportions are in Norway (67 per cent), Finland (63 per cent)
and Sweden (55 per cent). There is an even higher proportion of owner-
occupiers in rural areas. Thus, (0 some extent the owner-occupicd ratio reflects
a tradition of peasant proprietorship rather than tenant fariming in lreland. Of
all houscholds in 1987, 47 per cent own their dwellings outright — a
remarkably high proportion by European standards. This means that, of all
owner-occupiers, 59 per cent own their dwellings outright. These owned
outright dwellings constitute a substantial number and amounted 10 some
454,000 households at 1986.

OBSOLESCENCE

A useful indicator of some of the changes in the housing market comes from
the trend of obsolescence — that is, dwellings that are lost {roin the housing
stock. This can tell us something about the efficiency with which the housing
stock is maintained and also something about the amount of unfitness which
eXists,

“Obsolescence” here is a shorthand term which covers losses from the housing
stock which can occur for a number of reasons, such as demolition and
clearance, changes of usc to non-residential purposes, the combination of two
units into one, the abandonment of dwellings, the move from a dwelling being
occupied to it being vacant, the conversion of units into secand homes which
are vacant during much of the year.

It is notably difficult to interpret changes in such measured obsolescence. Some
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Figure 3.2
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ol the obsolescence in any period can be attributed to the replacement of
dwellings which had been unfit at the outset of the period. Part of it reflects
the need to replace dwellings which became obsolete during the period. Some
of the obsolescence of the 1970s reflected income increases, which brought in
their train rises in the level of service which is demanded from houses and
which also provided the means to fund replacement. A particular example of
this was the “one-off”” replacement of dwellings in farm households which
occurred in the 1970s, associated with the short-lived rise in agricultural
incomes in real terms. This wave of replacement which in many cases involved
the demolition of the former dwelling or else its conversion to non-residential
use, can be expected to be continuing but at a much lower rate.

Table 3.1 shows the change over tine in the rate of obsolescence. In 1971-81 the
average annual loss through obsolescence was 7,700. In the period 1981-86 the
average obsolescence increased to 12,200. The number of dwellings which were
lost to the stock was 31 per cent of gross completions in the 1971-198] period,
and 47 per cent in 1981-1986. The loss of 61,000 dwellings from the dwelling
stock over 1981-1986 can be attributed 10 the clearing off of accumulated
requirements at 1981 plus meeting the need to replace dwellings which became
obsolete between 1981 and 1986 — though, as mentioned above, this begs the
question of what one means by being “obsolete”. The rate of obsolescence (the
tlow of obsolescence as a proportion of the average stock of dwellings over the
period) increased from the 0.95 per cent a year average of the 1971-198] period
96
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Table 3.1
Changes in the Housing Stock and Obsolescence, 1971-1986
(H (2) (3)
Housing
Housing stock completions Obsolescence
(in permanent in period in period
housing units) betweell years between years
1971 726,363
246,591 76,900
1981 896,054
129,865 61,037
1986 964,882

Note: In col. (2) the data are calculated for inter-Censal periods, c.2., Apnl 1971-March 1981,
Sources: Census of Population 1971, Vol. V1I; Census of Papulation 1981, Vol. 3; Census 86
Summary Population Repori.

(which in turn was higher than the rate of 0.79 per cent a year over 1961-1971),
to 1.3 per cent a year over 1981-86. This is despite the fact that a number of
elements should have worked to reduce the rate of obsolescence in recent years,
as follows:

First, the average age of the dwelling stock has declined markedly over
the past ten years. The average “depreciation rate” for dwellings should
decline as the age of the housing stock falls. Appendix Tables A.2 and A.3
show the data on the age of the housing stock in 1980 and in 1971. The
older houses were a much smaller proportion of the total dwelling stock
in 1980 than in 197]1. Of course, there need not be an unequivocal relation
between age and fitness of dwellings. The 1980 Housing Survey
(Blackwell and Brangan, 1984) shows that age alone is not an adequate
proxy for unfitness. However, it does show that 65 per cent of the houses
unfit and incapable of economic repair were more than 80 years old.
Appendix Table A.4 shows the proportion ol housing unils in 1980 in
each group which were declared to be unfit and incapable of economic
repair. A much higher proportion of the older dwellings were declared to
be unfit and incapable of econmic repair than for dwellings as a whole,
although there is a puzzling rise in the proportion in the case of housing
units which were construcied since 1961.

Second, average real incomes from work declined by some 18 per cent in
real terms between 1979 and 1984. In pariicular, income plays a itwo-fold
role in replacement decisions. A rise in real income makes it possible for
households to finance the replacement. And the rise tends 10 increase the
implied standards in the community about what is an adequate dwelling.
Dwellings which are structurally sound but have a standard of amenities
which is now judged to be inadequate are demolished and replaced. There
should have been a greater amount of renewal and improvement in line
with changing standards, than was the case in the 1970s.
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Third, “one-oft” replacement of dwellings in tunm houscholds (whichiin
many cases involved the demolition of the former dweiling or else 1y
conversion to non-residential use) occurred in the 1970s, which was
associated with the short-lived rise in agriculiural incomes in real terms.
Much of this “one-off” replacement can be assumed to be complete.
Table A.5 shows the rate of obsolescence since 1971 in the three largest
boroughs, by contrast with the rest of the country. This shows that the
rate of obsolescence was higher outside these urban areas, despite the
large-scale slum clearance in parts of Dublin County Borough in recent
years. This is consistent at least with replacement of outmoded dwellings
by farm households having occurred during the 1970s.

Fourth, the large scale stum clearance in public housing was compieted
during the 1970s.

There are, by contrast, the following three elements which would work in the
opposite direction and can explain to some degree why the rate of obsolescence
hus increased.

First, the decline in local authority waiting lists since 1985 has led to
people inoving into local authority housing and, in the process, vacating
other dwellings. Moreover, there has been a sharp increase in vacancy
rates in iocal authority housing.

Second, the removal of rent restrictions on private rented stock can have
led to some increase in vacant units. A number of the units which were
subject to rent restrictions were on upper tloors of commercial premises
in urban areas and have been left vacant or converted to other use.

Third, and probably most importantly, the rise in the rate of obsolescence
in the carly 1980s is likely 10 be related in part to an excess supply of
dwellings occurring. In wurn, this has reflected two elements. There has
been a downturn in housing demand as a resuit of a decline in real
incoines, with the rate of completions continuing at a relatively high rate
as a reflection of decisions miade earlier — that is, there was some ‘‘over-
shooting” i supply. Real incomes from work (after direct taxes) peaked
in 1979 and declined in each successive year between 1979 and 1984. In
addition, the rise in net emigration, including cases where people go on
career breaks fromi the public service, has resuited in dweilings being left
vacant tor a period. These are cases where awners have been reluctani to
ler out their dwellings. The turnaround in net emigration can be seen
from the fact that net in-nigration was 13,600 a year on average in
1971-1979, this changed 10 net out-migration of 2,500 a year over
1979-1981 and 14,400 a year over 1981-1986.
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The three elements above imply that the increase in the obsolescence rate at the
end of the 1970s may partly be a refliection of a short-run rise in the vacancy
rate, but onc which could continue to remain at high levels for some years,

Nevertheless, a rise in annual obsolescence of 58 per cent between the decade
of the 1970s and the 1981-86 period is exiraordinary. It raises sonie quesiions
about economic efficiency, implying a notable inefticiency in the use ot the
liousing, in two senses

— the rise in vacancy rates is well above 1hat which is required to achieve a
smoothly working housing market

thie rise in obsolescence imiplies that some dwellings which were unfit but
capable of economic repair were lost from the housiug stock. These were
replaced by dwellings which, iu terms of economic resources, cost much
more than the resource costs of improving the older dwellings.

MULTI-FAMILY HOUSEHOLDS

The number of households where there is more than one taniily (for exaniple,
where a married couple lives with in-laws) declined frow 23,200 in 1971 10
20,200 in 1981 and in 1986 declined markedly to 12,800. The significance of
these numbers is that it is usually assumed that those who live involuntarily in
multi-family households desire independent accomniodaiion.

I is not known how niuch of the above sharing is involuntary, nor is it known
how many of these houscholds comprise married couples living with their in-
laws, aithough it is likely that many of theni are in this category. The Housing
Survey of 1980 shows that 9,500 houscholds contained involuntary sharing.

SIZE OF HOUSEHOLDS AND OF DWELLINGS

The average size of households dectined from 3.94 11 1971 10 3.66 in 1981 and
declined further to 3.54 in 1986. The dccline over time in household size has
reflected two elements:

— the decline in average famiily size, with the total fertility rate (whichi is au
approximate measure of the average nuinber of children which a woian
would have in her lifetime) having fallen from 4.0 in 1971 10 2.3 iu 1987.
“household fission”, associated in particular with two elemenis: young
people setting up independent househiolds whereas formerly they would
have lived with an extended family; and elderly people raiaining their
separate households rather than nmoving to live with members of iheir
extended family.

Nevertheless, the average size ot houscholds is siili higher in lreland than in
other European countries, where (Economic Commission for Europe, 1983)
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some typical values are 2.1 (Denmark), 2.3 (France) 2.4 (Federal Republic of
Germany) and 2.5 (United Kingdom).

:»\l the same time the average number of rooms per dwelling in freland has
lﬂu.l"Ldde notably over time, from 4.6 in 1971 1o 6.1 in 1981. Thus, there was
a significant reduction in the average number of persons per room in the
decad'e. The average number of rooms per housing unit in Ireland is a lot higher
than in other European countries, where typical values are 3.7 (France), 4.4

(chgral Republic of Germany), 3.6 (Norway), 4.4 (Sweden) and 3.8 (Scotland)
(United Nations, 1986).

OVERCROWDING

Despite the lowering in the average number of persons per room, a considerable
d§%1‘ee of overcrowding remains. In this respect, the housing problem in lIreland
difters from that in other European countries. In lreland a conservative
measure of overcrowding, i.e., an average of 2 or more persons per room has
tended to be used officially. By this measure the number of overcrowded
houscholds was 34,400 in 1971 and had fallen to 26,000 by 1981. As a
proportion of all households, the proportion overcrowded fell from 7.5 per cent
to 2.9 per cent in this period. Sonie of these households contain 3 or more
persons per room — their number was 3,200 in 1981 compared with 9,100 in
1971: again, a substantial decrease. In 1981, 4.8 per cent of persons in private
louseholds (in permanent housing units) were living in overcrowded

conditions, a significant decrease on the comparable proportion of 14.8 per
cent of 1971,

Tlle apox'e criterion is a conservative and imprecise indication of overcrowding,
since it does not take account of the nature of the rooms or of the structure
Qt‘ the family. For example, a family of tour in a four-roomed dwelling can
imply only two bedroomis for these four people. Furthermore, the Criterioncdoes
liot take account of the fact that overcrowding is more intolerable in the small-
sized dwellings, where some figure of less than 2 persons per room is likely to
be more appropriate as an indicator. It has been argued that overcrowding can
be detined as more than 1.5 persons per room (Toland, 1979). If this criterion

were adopted, then the number of overcrowded households in 1981 would be
52,400 rather than 26,000.

Accepting for working purposes the criterion of 2 or more persons per room”,
13,200 or 61 per cent of all overcrowded households were living in relatively,'
small dwellings, i.e., comprisiug three rooms or less in 1981. Between 1971 and
1981 there was a distinct fall in the incidence of overcrowding among the larger
households, where the latier are taken as households with 8 or more persons.
I 1971, more than half of the larger households were overcrowded. By 1981
this iucidence had declined 1o 21 per cent. ,
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As would be expected, there is a relatively high incidence ol overcrowding in
those households which contain more than one family; almost one-fifth of
these mulii-family households were overcrowded in 1971.

Other evidence on overcrowding comes from the 1980 Housing Survey which
showed 21.8 per cent of housing units in contravention of Section 63 of the
Housing Act, 1966, most of them due to airspace violations. Of the stock, 2.5
per cent of units contain households where bedroom privacy criteria are
violated and about 2-3 per cent of units where not only are privacy standards
not met, but there are lower standards of facilities and a higher incidence of
unfitness. In 19.2 per cent of units the occupants had inadequate air space.

Since 1981, the proportion of dwellings which are overcrowded should have
declined further, in view of the continued decline in average family size, the
relatively high rate of building relative to population and the decline in the
number of multi-family households. Much of the overcrowding which remains
is in the local authority tenure, especially in two-bedroom dwellings which
remain in significant numbers in the local authority stock.

In each year, different households become overcrowded: while the Census gives
a static picture of overcrowding, it is in esseice dynamic. For example, a family
living in the same house over an extended period of time may experience under-
utilisation of the accommodation in the early stages, and overcrowding later
on. But if a less conservative definition than usual of overcrowding were used
as indicated above, there may be little under-utilisation in the carly stages. The
attribution of the “causes” of overcrowding is not easy. For examiple, it is
questionable whether overcrowding can be said to be “caused” by a prevalence
of large families, since soine overcrowding might be “caused” by a shortfall in
the number of larger dwellings. Indeed, it could be argued that overcrowding
is a reflection of a lack of fit between dwelling sizes and household sizes: this
mismatch is discussed below.

OCCUPANCY OF DWELLINGS

There is no accepted definition of under-occupation, but it could be defined
as two or more rooms per person, and by this measure it occurs primarily in
the owner-occupied tenure. The co-existence of overcrowding and under-
occupation implies that there is mismatch between dwelling size and household
size. This lack of “fit”” is shown in Figure 3.3. For example, there are far more
one-person households than there are 1-2 roomed dwellings. This mismaich has
been accentuated by the fact that building has concentrated on a narrow range
of house sizes. Thus, most of the net increase in dwellings in the decade up to
1981 occurred in the 5 to 7 room sizes. This trend is confirmed by the data on
dwelling completions. In 1985, 77 per cent of dwellings completed had either
5 or 6 rooms, by comparison with 71 per cent in 1978.
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TYPE AND SIZE OF DWELLINGS COMPLETED
Private single houses (as distinet from
part of a scheme,
dominant compon

> i private estate houses which are built as
e} d\thdel[n]Cllls and local authority dwellings) are the
n o - . . '
sccountedl Tor 1o & rl oet t thousmg market, outnumbering estate houses and
30 per cent of completions in 1985, |
ieco . In 1976 the roles
couned de per cer o _ oles had been
e Lr:l hu];l;lgrg were almost twice as many private estate houses as privat
gle houses. The breakdown ol the : oy
: ho the number of dwellj it
in 1983 is given in Table 3.2, clines builin cach sison

it brackers atter each category,
gories of dwelling tend to be b
have been short of private iny
Dublin, there has b

[l}cx‘c is a broad indication of where these cate-
uilt. Thc inner city and the older urban areas
Pt .‘mmem in dwellings. Indeed, in the inner city of
ors The s ht;;s’no) pi 1}valc housmg mves[mepl at all over the past forty

g ivestment has oceurred in suburbs and rural areas
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Table 3.2
Disiribution of New Dwellings in 1985, by Type of Dwelling

Local Authority houses (mainly in urban — including o

inner city — and suburban areas) 27
Private estaie houses (mainly in suburban areas) 32
Private single houses (mainly in rural areas) 36
Private apartments in new blocks (mainly in urban areas

outside the inner city and on other fringes of urban areas) 3

Conversions/apartments (localions as in private aparunents
in new blocks)

Total 100
Source: O'Rourke e al (1986).

9

The average floor area of the single houses is nearly 40 per cent higher than
that of estate houses, with the average tloor areas tor single, estate and local
authority houses in 1985 being, respectively: 127m?, 92m?, and 80m?*. Given
that the housing market can adjust Lo income changes through both quantity
change and quality change, there is interest in capturing the change over time
in house size.

While this is not an ideal index of quality, it is correlated with house quality.
For the 1970s the outcome is as one would expect. In this period, onc of
significant increase in real incomes, the average size of dwellings constructed
increased by 16 per cent. In the period 1979-1984, a period when real incomes
from work have fallen markedly (with the decline in real after-tax earnings
being 15 per cent for a married person on average industrial earnings and 17
per cent for a single person), the average size of dwellings completed fell by 6
per cent. A further decline in average size (uselul floor space) oceurred in 1985,
from 96.3 to 95.0 square metres (Economic Commission for Europe, 1987).
There is, however, a difference in the trends for private single houses and
private estate houses, respectively. In the case of the latter, average size declined
in each year between 1979 and 1984 and increased slightly in 1985, By contrast,
the average size of private single houses increased steadily in the post-1979
period up to 1985 with the exception of slight declines in 1981 and in 1984. This
meant that by 1985 the average floor area of siugle houses was 20 per cent
higher than in 1976.

FITNESS OF DWELLINGS

The various indices of housing quality show an improvement since the carly
1970s. This could be expected from the younger age structure of the housing
stock now by comparison with earlier years. The rate of net additions to the
housing stock in the range of 1.5 -2 per cent of the stock since the 1971, means
that the average age of the stock is now substantially lower than it was in 1970.
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b 1971, 45 per cent of permanent housing units' had been built before 191y
and 3§ per cent of the units in rural areas® had been built betore 1919.

A:\n. ?ngiican‘on of Titness is the presence of water supply and of sanitary
facilities. In 1971, there were 154,200 dwellings which had no piped water
isupply, almost all of which were in rural areus, Indeed, 42 per cent of dwellings
n 1:11.ral arcas were without piped water supply. This improvement in the
posmon. on water supply can be gleaned in part from the flow of grants for the
Installation of water and sewerage. The number of dwellings with no piped
wa(er. supply declined to 57,100 by 1981. In the same year the proportion of
dwellmgs. with a fixed bath or shower was 82 per cent, by comparison with 56
per cent In 1971,

Similar trends are evident for sanitary facilities. In 1971 there were 140.200
Q\\'cllillgs which had no toilet or closet. Once again, almost all of these \’verc
n rur{il arcas, and 39 per cent of dwellings in rural areas lacked this facility.
By 19381 the numbers without toilet or closet had declined 10 66,100 VirtuaII)’/
all of these improvements in water supply and in sanitary facili[’ics £00k place

in lil:);al arcas, as few dwellings in urban arcas were deficient by these criteria
n 1.

These dg[a on titness suggest that the broad spatial distribution of dwelline
completions may have been justified in the 1970s, with the exception that lherz
was unussﬂ,d and underutilised building stock in the inner city and in the outer
Irmg;s of the inner city. The big problems were (a) obsolete rural housing, (b)
scarcity of dwellings relative to demand in the larger urban arcas — wilich
could be most quickly supplied in their suburban fringes.

Other ¢vidence on the improvement in the quality of housing comes from the
An Foras Forbartha annual surveys of the physical features of private
houscbuiiding ‘fince 1976. There has been a shift 10 one-off housing, as noted
above: most of these have a higher degree of quality and finish lcr’lan estate
houses. Most one-offs are four bedroom houses, almost half of which now
have a shower as well as the conventional bath. Withij
lenure, the quality of dwellings has improved. Physical
standards have improved; the average number of rooms
average size have increased.

n the local authority
standards and design
per dwelling and their

NI 6 ovi g s - oo 1 ]
Reinforcing evidence comes trom the 1980 survey of the housing stock. This

found that 8.3 per cent of housing units in the State were unfit (using the

YA permane iy it s a cor i i
m»} ;x (?\mmfh(})qUMHS ubmt 15 @ convenuopal dwelling house or a structurally separate flal
capective of the number of households it contains i i ) \
Of ) - . N N H
DL contains. Most housing unils COMamn just one
~Town areas cover all poputation clusters of 1,500 or more inh

areas, meluding 1owns of ander 1,500 populalion
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criteria set out in the 1966 Housing Act), compared with 11.7 per cent m I9?3.
Less than 30 per cent of the unfit houses were considered to be capable of b—cmg
economically repaired to a higher standard that would be habitable, and 23 Per
cent were considered possibly capable. This left 25 per cent of unfit units which
were uneconomic to repair: this comprised 2.5 per cent of all housing units.
This is a conservative estimate, as some of those which were “possibly capable”
of economic repair would not be so capable.

Power (1980) draws on a 1978 survey of the elderly (65 and over) living alone.
Only 30 per cent of the respondents had exclusive use of all the five standard
water amenities. The older the dwelling, the smaller the dwelling and the older
the occupant, the greater the likelihood that the respondent did not possess th.c
standard amenities. Other evidence on the housing conditions of the elderly is
in Whelan and Vaughan (1982) who draw on a sample survey of elderly persons
carried out in 1977. The general tendency is for elderly households to have
fewer amenities than others, with urban households better provided than rural
ones and with single person houscholds having fewer amenities than other
types of household. Whelan and Vaughan compile an index of housing quality:
housing quality is inferior in single person households.

Since those data of Power and Whelan and Vaughan were compiled, a notable
improvement in the average housing fitness of the elderly should have occ‘urrcc.i;
By early 1988, 8,000 elderly persons had the structural conditions of their
dwellings improved through the Task Force on housing tor the elderly.

HOUSEHOLD INCOME AND EXPENDITURE ON HOUSING

There are distinct differences in household incomes between the tenure groups.
There is a relatively high proportion of low income houscholds in both the
private letting tenure and in the local authority tenure. There is a greater
proportion of higher income households among those who own with a
morigage than in any other tenure group. For those who own outright there is
both a considerable proportion of high income households and of low income

households.

Figure 3.4 shows that average disposable income is lowest among households
in the local authority rented tenure, with highest incomes among those who
own with a morigage. The second lowest disposable income is among those in
the private letting tenure. The significance of this is that it conceals the marked
differences in incomes within this tenure, with a significant number of low-
income tenants and a good number of high-income tenants.

Some allowance for differences in household size is needed when making
comparisons across the tenure groups. The average houschold size in the
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privide tental tenure iy signiticanidy fower than ebsewhere (Appendin A, Table
AL0)

The daa on average income of the stock of owner-occuplers can be
couiplemented by data on the income of the flow of borrowers. For thosc
borrowing from housing loan agencies, the average income of those borrowing
n 1986 was £11,900 compared with average earnings of £10,900 for the same
year tor males on adull rates in all industries.

Figure 3.4 und Table 3.3 show the considerable differences across tenure and
income groups in expenditure on housing relating to income (here using total
expenditure as a proxy for income). For all households, expenditure on housing
camprised 7.2 per cent of income. This overstates the net expenditure since the
eficcts of loan interest payments on taxable income are not captured. Apart
from the owned-outright tenure, the lowest relative expenditure occurs in local
authority dwellings. In general, this means that there is redistribution of real
inconie towards those with relatively low incomes, since the average income of
local authority tenants is relatively low.

However, within the local authority tenure, such a redistribution of mconie
does ot occur throughout the income ranges, as can be seen from Table 3.3.
As incomes increase from around average incomes in local authority lettings,
the proportion of income which goes on rent declines.

The highest burden of expenditure related to income occurs in the private
rented tenure, with 12.3 per cent of income going on housing. This is about two
and a hall times the average proportion for those in local authority housing.
However, tor those in lower incomes in the private rented tenure an even higher
proporiion, 14 to 16 per cent of their income goes on housing. As these data
are averages, there are many houscholds with far higher proportions of incomes
going on housing expenditure.

Table 3.3
Expenditure on Housing as a Percentage of Total Expenditure by Tenure, 1930
Yy
Gross household income per week at 1987 prices
Less £115 £191
than less than  less than All
Tenure L£115 £191 £287 £287 + incomes
Owned outrigli 2.8 2.7 2.3 2.6 2.6
Owned with mortgage 9.6 13.1 11.7 9.8 10.6
Rented from local
authorily 4.5 6.9 5.7 3.6 3.3
Rented private 14.1 16.1 10.7 11.0 12.3

Saurce: Houschotd Budget Survey, 1980,
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! ) Table 3.4
Average Weekly Housing Costs of Households Classified by Tenure and
Household Size, 1984

£

Tenure : Household size

2 3 4 5 6+ All
Owued with
morigage 26.4 25.9 25.8 26.5 24.2 22.2 25.2
Rented local i
authorily 2.8 6.0 7.7 8.2 10.7 5.4 6.4
Rented private 15.6 251 30.8 33.9 28.2 29.3 24.6
All 152 216 240 235 220 183 201
Notes: Excludes 1the “*other” calegory. '

Housing costs refer 10 rent payments or morigage

fepayments and hence are more restriciive than the measure of housing costs used in earlier

§ iables of this chapter.
Source: Report of Camnmission on Social Welpare, 1936, Table 14.2

The data for 1984 in Table 3.4 {on housing costs by
and Table 3.5 (on housing costs by
picture of high housing costs in [ﬁc
marked by contrast with local author
and young adults,

tenure and household size)
tenure and household type) confirm the
private letting tenure. This is especially
ity lettings in the case of smail tamilies

\\".hcn making these comparisons across tenure
mind that local authority
repairs and improvements
These tenants engage in in

groups, il needs 10 be borne in
lcqams do not have o meet oulgoings on major
whxch are the responsibility of the local authority.
e nants Cgage in lenor c?ccora[ions and minor repairs. Nor do these
cel the costs of house insurance. Tables 3.4 and 3.5 exclude everythin

other llllan rent and repayment costs, but the earlier 1ables include COSIS su l%
as repairs and maintenance which are met by owner-occupiers )

N ' ) Table 3.5
Average Weekly Housing Costs by Household Type and Tenure, 1984
Tenure
Tl el Remed ouseh

o A ’ .oca enle Hous C
Type of Household morigage  Authority  private All Oi;:émld
Olq 7.9 4.3 115 7.3 1.4
!}‘lmcd 7.3 5.3 14.3 6.6 3.0
Small famities 26.6 9.1 225 23.1 4.8
Large families 21.7 9.6 9.1 17.9 7.2
Young adults 40.6 5.6 32.3 35.2 1‘9
Other households 13.5 5.7 14.0 11.7 3.7
All 25.2 6.4 24.6 20.1 3.7

Note: T ,‘
: ole: lj‘[()’Ubll“lg COsts refer Lo rent payments and morigage repayments
Source: Report of the Conunission on Social Welfare, Table 14.3 .
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The burden of initial repayments on a house loan will depend on trends over
time in house prices, real interest rates and real incomes. Table 3.6 shows the
ratio of new house prices 10 average net industrial earnings in the period since
1978. In 1987, this ratio was lower than at any time in the past twelve years,
and the ratio had fallen in each year since 1981.

Figure 3.5 shows the trends in the mortgage rate in real terms (that is, nominal
interest rates deflated by the Consumer Price Index). Since 1977 the real
mortgage rate has increased with a marked increase having occurred since 1982,
Table 3.7 shows the change over time in repayments for a typical morigage on
a house of average price since 1976: this captures changes in house prices and
in mortgage rates. This table shows the net repayments after allowing for tax
relief, and also shows the impact of the morigage interest subsidy which lasted
from April 1981 to October 1986. This had a dramatic effect on net repayments,
which fell by more than 50 per cent in 1982, These repayments continued o
decline in real terms until 1987 when they increased, reflecting the limitation
of mortgage interest 1ax relief in the Budget of that year. Net repayments as
a proportion of after-tax income, which had declined from 43.3 per cent in 1981
10 15.3 per cent in 1986, were 17.9 per cent in 1987. However, net repayments
both in real terms and as a proportion of net income, increased markedly in
1988, reflecting the abolition of the mortgage interest subsidy.

HOUSE PRICES

Between 1968 and 1980, new house prices outpaced the rate of consumer price
inflation, with a real increase in prices of 3.7 per cent per annum. However,
between 1980 and 1987, new house prices declined by 27 per cent in real terms
(deflating private new house prices by the Consumer Price Index). The price

Table 3.0
Ratio of New House Prices to Average Net Industrial Earnings, 1976-1987 (a)
1976 4.6
1977 4.8
1978 5.2
1979 5.6
1980 5.7
1981 5.8
1982 5.7
1983 5.4
1984 5.1
1985 4.3
1986 4.7
1987 4.4

Notes: (a) House price data refer 10 new houses for which loans are granted by all agencies.
Earnihgs data are net after income taxes and employee social insurance coniributions
and are for the following protoiype worker: a married worker carning average
industrial earnings in transportable goods industries, on PAYE with one spouse
earning and with two children.
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Figure 3.5: Real Interest Rates on Mortgages, 1975-1487
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Table 3.7
Repayments Required for Mortgage on Average Priced House, 1976-1987
() (2) (3) (4) (3) &)
Net Net Net repayments less  Net repavments less
B rc;?a}‘lilcnls repayments  mortgage subsidy, mortgage subsidy
‘ Gross in first less detlated by as a ratio of
Year repay meits year mortgage  Consumer Price lndex  after tax income
subsidy 1976 = 100
t { £ Oy
1976 1178 789 7589 100 29.5
1?7? 1,372 921 92| 102.7 29.7
197y 1,643 [N I, 15,1 30.5
I‘)?*) 2,551 1,711 1,711 156.6 41.2
1980 3,083 2,043 2,043 158.2 123
1951 3572 2,365 2,363 152.0 433
19272 4,259 2,807 1.307 71.7 Zi:-l
1953 33542 2,363 1,365 67.8 21.0
1954 3599 2,283 1,283 38.7 18.1
1983 3,390 2.281 1,281 55.6 16.9
1956 3317 2,249 1249 52.2 153
1957 3,666 2511 LSt 61.2 17.9

Nites. Col 12} e bttt . s . : : - :
ten Cob 62 Thee caleutations ised the dverage 21as pice of houses For which loans were approved by

b o Selien - 20 73 Ber e < . 3
\ l\Ihn= PUCHCHCES, dNsle & T pei cenl miottgaee and a 23 yer term, and use iuterest rates which are
yeatly daverages of monthly rares.

¢ ol‘. H\;: Mmlgagc subsidy (1t the irst year) was £1,500 with effect from April 1981 and was aliered
1 tL 0 Ocraber 1982, However, a lag my pay ment occurred, Heuice, these subsidies are applied 1o
the catendar year 1982 and 198387 respeciively,

o R . ) I S .

go.‘ t6): hfl,m)nu.nh alter tax relief and allowing for noiigage subsidy, us a ralio of alter tas incomre
o1 a ihaivied persou oh aveiage indasirial carnings with two children.
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index of new houses does not take account of compositional changes in the
type of dwelling which is constructed. One way to handle this is to allow for
the change in the average size of dwelling which 1s built. While this is not an
ideal adjustment, the fact that larger houses require more fixtures and fittings
implies that an increase in house size is likely to be associated with an increase
in cost of about the same proportions (Irvine, 1984). Hence, it house size
declines, the average price of dwellings sold will fall even though there has been
no decline in the price “per unit” of dwellings. An adjusied house price index
is the price of dwellings deflated by an index of house size (for all dwellings
constructed). This index still shows a notable decline in real house prices over
1979-1985: one of 19 per cent, by comparison with a decline of 25 per cent for
the unadjusted price index. Over the period 1979-1983, the ratio of house prices
relative to net industrial earnings declined by 6.5 per cent, when an adjustment
is made Tor the decline in house size over the period. Thus, the corrected decline
in the house price/earnings is a modest one.

Up to 1980 there was a close relationship between the trend in new house prices
and in second-hand house prices. This correlation has been much weaker in
recent years, as in the period betwcen 1980 and 1987, second-hand house prices
fell by less than in the case of new house prices, declining by 22 per cent in real
terms. It is not clear if this is related to an increasing proportion of building
society loans going to second-hand dwellings.

SOMLE URBAN PROBLEMS

Some of the lower income houscholds in privately rented accommodation have
consisted of families queuing for a local authority dwelling. Others have
consisted of those whao, although not eligible for local authority loans, may
never be able to raise the deposit for, and repay, a loan from a building soclety.

The conditions of those in the private letting sector, typitied by the conditions
in the Dublin sub-region, have given rise to considerable concern and have been
well documented by O’Brien and Dillon (1982). There is polarisation in this
tenure between high-income households with high quality accommodation at
one end, and low-income households spending a relatively high proportion of
their income on housing, at the other end. Many of those at the bottom end
of the private letting tenure not only spend a high proportion of their incomes
on housing but also suffer a relatively poor quality of housing services and a
considerable degree of insecurity. Private letting tenants have been squeezed
between their own economic weakness and a shrinking supply of adcquate
accommodation. In turn, the latter has reflected the loss of, first, higher
inconie and in recent years middle income demand to owner-occupation, and
the loss of low to moderate income family demand to the public sector. It has
also reflected, to some extent, losses of public sector housing due to slum
clearance.
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CONCLUSIONS ON HOUSING CONDITIONS

It is F\‘idcnl from the above that for the bulk of households their quality of
housing services have improved since the early 1970s. In particular, lhere'has
been a decline in the number of old dwellings, the proportion of dwellings
.which lack basic amenities has declined, and the average size of dwellings has
wcreased. With the decline in family size and in the number of larger families
and retlecting also the rate of supply of dwellings, the incidence of
overcrowding has declined greatly. The level of amenities across the housing
stock as a whole has improved. The quality of dwellings in the local authority
seclor'has improved. The number of persons living in temporary housing units
essentially mobile houses, which had increased from 14,800 persons (in 4 20(3
households) in 1971 10 40,300 persons (in 14,600 households) in 1981, decli,ned
subsequently to 29,100 persons (in 11,400 households) in 1986.

Despi[e the general rise in housing standards, certain groups have benefitted
little, or not at all, from the general improvement in housing conditions over
Fhe past decade or so. This is indicated by the stagnation, or even deterioration
m»housing, conditions which has occurred among those with the poorest qualily,‘
of dwellings or with none at all. There has been an increasing disparity between
the quality of housing services enjoyed by most households, and those obtained

l?}' those at the bottom end of the housing market. The evidence for this is the
rollowing:

the pc‘rsnslenge of unfitness, some of them in urban areas and others being
outdated units in rural areas; )

ic persistence ol overcrowding in a minority of dwellings, many of them
in local authority tenure;

the number of persons living in mobile dwellings;

the Fominual flow of people into homelessness;

the mmacl of the lack of security of tenure and of relatively high housing
costs in relation to income in much of the private letting sector; ‘
the lack of basic facilities among certain elderly persons who li;e alone;
the poor (§lrllclural) housing conditions in a part of the local aulhoril,y
tenure, which in part reflects earlier efforts to provide “low-cost” housing;
the “harq to let” local authority estates in certain urban areas which are,
charag[gnsed by some combination of poor community facilities, lack of
accessibility to jobs, shopping and other facilities, poorly maintained fabric
and design problems which have led (o difficulties with security and
vandahsm:

Or L.hmé various elements, the one which may not always indicate a
deterioration in housing conditions relates to the numbers living in mobile
!mmes. For instance, in rural arcas, people may abandon their houszs and move
N0 a caravan alongside it. Poor though their conditions are they are
presumably preferred. ,
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While it is difficult to make any precise estimates of the relative scale of the
different problems, the most serious ones seem (o be those of structural fitness
and poor maintenance in the older urban stock, part of which is at the bottom
end of the private lerting tenure; structural fitness in isolated rural areas;
structural fitness, maintenance problems, poor design and lack of community
facilities in certain local authority estates in urban arcas. These are also the
problems which have increased most over time. The problems which have been
alleviated most in recent years are those of overcrowding and of structural
unfitness in rural areas.

Figure 3.6 tries to capture in a stylised but representative way, the dynamics of
the “housing histories” which are typical for most people. A picture ot this sort
should account for the majority of households — on current patterns which
will, of course, change as current young households grow older. A diagram like
this helps to focus attention on critical issues for policy such as: who detaults
on mortgages? fails to move out of the parental home? gets stuck in poor
quality private letting accommodation? Where are the unfit houses, the
overcrowded houses? How large are the submerged or excluded groups whose
housing histories are not typical of the diagrain but who live a marginahised
existence? Some of these may move to and from the parental home a number
of times, others may make a number of moves between local authority and
private letting or within private letiing.

The number of housing completions per head of population accelerated during
the 1970s and since then has fallen back. Some of these completions served the
purpose of replacing dwellings which were unfit and dwellings which became
obsolete.

Some of the disparities in housing conditions have been related to difficulties
in obtaining access to satisfactory housing. Those families which are unable to
finance housing from their own resources are dependent on the local authority
sector for accommodation. There have been distinct differences between areas
in the ease with which such accommodation can be obtained, especially for
young families. Up to recently, until the take-up of the £5,000 “surrender”
grants reduced considerably the waiting list for local authority lettings, families
could have been driven to show “need” for local authority housing by living
in overcrowded or multi-family conditions. Hence, some of the overcrowding
and involuntary sharing was a likely reflection of the letting criteria of local
authorities. Others have not qualified for local authority lettings, even though
they live in poor housing, because they are not eligible, as in the case of many
single people aged under 60.

In recent years with the tumbling waiting lists for local authority housing,
certain people who formerly would have not obtained local authority housing
have been allocated lettings. These people — such as married couples with no
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children, lone parent families, and single people aged under 60 have, however,
been allocated housing in “low demand’ areas. This has resulted in these areas
having even less of a social and economic mix than was the case heretofore.

An important aspect of housing quality is that of choice — in terms of type
of dwelling, location, degree of discretion with regard to management and
improvement of the dwelling in the case of tenants, opportunities for mobility.
It is evident from the differential take-up of the £5,000 surrender grant across
areas, and its concentration in certain areas which are marked by some
combination of lack of access to jobs (and facilities and services), desigh faults,
security problems and stigma, that many tenants themselves are dissatisfied
with the quality of the housing or of the broader environment.

SIGNIFICANCE FOR POLICY OF THE ABOVE TRENDS

These trends in housing conditions have a number of implications for housing
policy. First, the significant number of low income houscholds among those
who own outright has implications. Many of these are pensioners. These
households are likely to have difficulty in maintaining their dwellings in good
repair. Such inability to engage in necessary repairs is likely to become more
acute as the inhabitants get older.

Second, in the 1970s, a good deal of attention was paid to the problems which
faced first time owner occupiers, and some explicit Government measures were
brought in to ease the burden of repayments for these people. The probleins
were a reflection of the fact that, when nominal interest rates rise at a time of
high inflation, which was the case in that period, the initial repayments on a
mortgage increase markedly. Any difficulties in funding repayments were
greatly alleviated over time since the repayments in real terms declined over
time. The position now is different from that of the late 1970s. With the decline
in real house prices which has occurred in recent years, the initial costs of
funding ownership have declined, given the ability to fund a deposit. But with
the decline in the rate of price inflation which has occurred, the burden of
repayments over time does not fall so sharply.

This implies that a set of problems looms up concerning those marginal buyers
who were encouraged to enter owner occupation but have been barely able to
fund house purchase and who are now hit by a combination of three elements:
the decline in real incomes from work, a rise in real mortgage rates and little
or no decline over time in repayiments as a ratio of income. In turn, this points
up that, while Irish housing policy has been succeeding in getting people into
owner occupation, it has not anticipated some of the problems which this very
“success” would bring in its wake, which are as follows:

— lIncreased difficulties in funding repayments which some purchasers have

experienced, leading to potential default and repossession.
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— Al INCreasing resort to Supplementary Welfare Allowance for mortgage
supplementation, adding to the strains in that system which were not
anticipated. Between March 1980 and March 1987 the overall number of
rent or mortgage supplements paid increased from 1,300 (o 8,800. This is
likely to underestimate the actual rise as this only covers supplements whch
are subject to Ministerial sanctions.

— For buyers who have Housing Finance Agency loans, and who beocme
unemployed or suffer a marked drop in income, they are trapped with an
Increasing debt on the dwelling and an inability to sell the dwelling.

— Some owner occupiers may be unable o engage in necessary repairs and
maintenance.

— There has been an increasing residualisation in the local authority rented
tenure, in part associated with the “exit” of relatively higher income tenants
and tenants in employment in recent years, which has in part been linked
to the increasing problems of the low demand or hard to let estates in that
sector. The proportion of local authority tenants who are (wholly or
mainly) dependent on social welfare payments increased from 51 per cent
in 1983 to S7 per cent in 1985 and increased further to 70 per cent in 1987.
In particular estates, the proportions would be even higher. This set of
problems in turn has led in part to the reluctance of people to move 10
certain areas, tenant dissatisfaction, high vacancy rate in certain areas and
expenditure on security by the local authorities.

Third, policy issues have changed from being about quantity, as was the case
(though not exclusively) in the 1970s in the sense that providing for new
household formation was paramount, to being concerned with housing quality.
This means that issues such as environmental improvement have come 1o the
fore. It also means that spatial differences in housing quality have come to
matter more — such as differences within urban areas, and particular problems
which are evident in isolated rural areas.

Fourth, as the housing stock has grown and as “new building” is now slowing
down in relation to the size of the housing stock, the lack of a coherent policy
towards the existing housing stock is thrown into sharp relief.

Fifth, as more households in the local authority tenure are dependent on social
welfare payments as a source of income, and as the Supplementary Weltare
Allowance is increasingly used for housing, the need for a coherent system of
helping people to pay for housing is pointed up.

Sixth, while the average number of rooms per dwelling has increased, this does
not say anything about the match between need and supply with regard to
dwellings of different types and sizes. A housing system with a conjunction of
overcrowding and underoccupation is one with an inefficient use of the housing
stock.

f1e

Seventh, there is need for attention to those households who have been left out,
in the general improvement in housing conditions. It is evident that the focus
of housing policy has been in part on the achievement of minimum standards.
It is also evident that this aim has not been achieved across all Irish households.
In Britain, five main characteristics have distinguished those who live in the
worst housing: low income, old age, non-married status, duration of residence
in the house, and having been born outside Europe (with age and duration of
housing each having a “U-shaped” relationship to housing conditions): the
probability of living in bad housing was highest of all among elderly people
who had lived a long time in the same house, and next highest among young
people who had recently arrived in their houses (Donnison and Ungerson,
1982). Though the deplorably inadequate data on lrish housing conditions
make such an attribution difficult, there are indications that low income, old
age (especially in the case of the most elderly and the elderly living alone), and
non-married plus lone parent status are all associated with those who live in
the worst housing.

Eighth, the availability of vacant local authority dwellings in the mid 1980s led
to houses and flats being offered to persons who, up to that time, would not
have obtained local authority housing: childless couples, lone-parent families
and the single homeless. However, this occurred as an ad /foc response to the
vacant dwellings rather than as a coherent strategy. Moreover, the dwellings
which were offered were in “low-demand” areas. The relative supply position
is already beginning to tighten as the downturn in completions of local
authority dwellings makes itself felr.
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4

THE CHANGING HOUSING MARKET AND ITS
IMPLICATIONS

INTRODUCTION

This chapter is concerned with the changing nature of the housing market and
its implications for policy, and in particular with projections of the future
number of households. Housing policy has concerned itself with helping those
households who are unable to house themseives. This role has been seen as
being achieved through local authorities building and allocating dwellings —
although in fact the authorities have intervened through a range of aids which
have affected most households at one time or another. A number of these aids
have been “demand-led”: that is, they have been open-ended and depended on
the take-up. In turn their take-up by households has reflected the changing
rates of household formation and elements such as real incomes and interest
rates.

Among the questions which this chapter addresses which are directly related to
policy are the following. What are the implications of recent and projected
changes in the housing market for policy? Given the recent and projected
changes in household formation, and the changes in household numbers by
type, what are the implications for the housing authorities? To what extent is
the extent and nature of demand by first time buyers in flux?

HOUSEHOLD FORMATION

The net increase in households is the outcome of new households being
formed, /ess the dissolution of households which occurs through emigration,
death, move from a private household to an institution, and marriage or
sharing which involves the “replacement” of two or more households by one.
The place to begin is with household formation: the extent to which new house-
holds are set up. A noticeable aspect of housing provision in European
countries is the extent to which the lack of sharing among members of the
extended family and the “splitting off” of young unmarried people from
households both act to increase the number of separate households. This has
also been evident in Ireland. In the 1970s there was a marked rise in headship
rates that is, rates of household formation, or the proportion of persons in
specific age-sex groups who are heads of household especially among single
persons.
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Associated with this has been an increase in the proportion of “one-person”
households. The number of one-person households increased from 102,800 (or
14 per cent of the total) in 1971 to 155,700 (or 17 per cent of the total) in 1981
and increased further to 180,800 (or 19 per cent the total) in 1986. (The data
for 1971 cover private households in permanent housing units.) However,
throughout this chapter, unless otherwise stated, the reference is to private
households in permanent housing units. The tendency to form independent
households increased especially among single and widowed women in the
decade of the 1970s. Some of this increase was undoubtedly a reflection of
increases in real income from work and in real pension benefits but in part was
undoubtedly a reflection of social change, independent of income.

The impact of headship rate changes on household formation can be seen from
the changes since 1971. In the period 1971-81, 40 per cent of the additional
households of 169,700 can be attributed to changes in headship rates (by sex,
age, marital status) rather than to changes in the size and structure of the
population. In the period 1981-86, 40 per cent again of the additional house-
holds of 68,818 can be attributed to changes in headship rates.

In percentage point terms, the most marked increases in headship rates over
1971-1986 occurred among single men and women. This was especially the case
for single males aged 25-39 and for single women aged 25-49 (Table 4.1). Even
in the period since 1981 the rise in headship rates among single persons has
continued in the age groups up to 35-39 despite the fall in real income which
occurred. At the same time, the average annual rate of increase in headship
rates over 1981-86 has been lower than in the 1970s reflecting increased net
emigration, falling real incomes and rising mortgage rates, influences which are
discussed further below. In the case of the age groups from 40-44 upwards the
headship rates for single males declined in the period 1981-86. Once again, in
1981-86 as in the 1970s, increases in the headship rates (that is, changes in
percentage points) were greater in the case of single women than in the case of
single men in many age groups and there were increases in the case of every age
group from 25-29 up to 60-64.

Taking married persons’ headship rates, where married male and married
female heads are aggregated, in every age group from 20 up to 49 there was a
distinct rise in headship of married persons over 1971-1981. Further increases
occurred in married persons’ headship rates in 1981-86, with rates rising in
every age group up to 55-59. But by 1986 these rates were probably approaching
saturation.

The increase in headship rates since 1971 must reflect the underlying elements
of income, preferences, relative prices and asset demand. Households have
dissolved into a number of smaller ones, typically taking the form of single
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Table 4.1
Headship Rates by Sex and Marital Status, 1971, 1979, 1981, 1986

Yo
Males
Single Married Widowed
Age Group 1971 1979 1981 1986 1971 1979 1981 1971 1979 1981 1986
15-19 05 09 1.3 1.3 31.5 302 374 () 00 00 (b)
20-24 35 S9 65 7.1 609 704 66.8 333 850 424 (b)
25-29 8.4 124 152 17.0 76.8 831 818 395 539 508 240
30-34 151 169 234 272 858 884 878 622 66.1 641 820
35-39 241 21.9 309 36.6 89.7 910 90.5 693 719 799 76.5
40-44 345 302 39.6 392 919 928 921 79.5 851 841 774
45-49 424 393 47.8 475 939 93.7 935 829 859 874 902
50-54 48.9 48.2 550 51.2 952 944 939 863 88.6 883 878
55-59 538 S54.0 57.8 587 959 950 94.6 86.9 89.2 88.6 86.0
60-64 545 57.0 S8.1 73.4 958 952 946 858 86.3 850 844
65 and over 509 53.0 53.7 60.2 89.8 91.5 519 652 68.6 66.5 69.7
Females
Single Married Widowed
Age Group 1971 1979 1981 1986 1971 1979 1981 1971 1979 1981 1986
15-19 07 12 18 16 0.8 29 24 100() 160 700 (b)
20-24 62 103 101 101 0.7 29 41 344 689 388 7310
25-29 93 17.0 188 193 09 3.7 55 562 669 648 707
30-34 104 198 228 293 13 39 56 697 779 80.6 739
35-39 131 212 248 338 1.6 40 54 77.1 853 86.6 745
40-44 18.1 23.2 27.5 358 23 41 51 837 893 872 769
45-49 222 276 31.4 392 30 42 4.8 87.7 907 89.7 783
50-54 27.0 31.8 354 435 3.7 45 48 877 907 895 80.6
55-59 308 349 373 452 43 47 50 856 887 869 848
60-64 346 37.6 393 449 48 50 51 804 844 808 832
65 and over 36.9 392 406 399 58 64 59.2 66.8 61.0 66.6
Married Persons (d)
Age Group 1971 1979 1981 1986
15-19 66 88 96 130
20-24 21.3 374 268 28.5
25-29 33.7 393 39.6 40.7
30-34 40.6 44.7 45.1 46.
35-39 43.1 46.8 47.3 47.7
40-44 44.5 47.7 48.1 498
45-49 46.4 48.4 48.8 503
50-54 49.6 48.6 49.1 512
55-59 529 50.8 50.2 509
60-64 56.7 54.0 532 50.5
65 and over 580 59.1 579 56.8

Notes: (a) Heads of household relate to private households in permanent housing units; population relates to
total population, including institutions. For 1971 and 1979, heads aged 15-24 are allocated to age
groups 15-19 and 20-24 respectively, according to the 1971 distribution of heads.

(b} No cases occur,
(¢) Data are based on only two cases where households heads occur.
(d) Married male heads plus married female heads, as a proportion of married persons.

Source: Central Sialiciies N



persons hiving away from home. The motive force may not be simiply increased
real income, but also changes in preferences, with persons living separately
from families, at both younger and older ages, especially in urban areas. The
latter trends are reflected in the statistics on loans by the four main lending
agencies. The proportion of loans which went to borrowers who were single
(and not about to marry) was 17.5 per cent in 1978, and subsequently increased

1o 25.1 per cent in 1981 and increased further to 30.7 per cent in 1986 and 28.4
per cent in 1987.

The continual increase in household formation beyond 1981, especially among
single people, is likely to have reflected the following:

— a degree of social momentum which has been reflected in “household
fission’;
the rise in marginal tax rates among single persons, since (for any given
value of loan) the higher the marginal tax rates, the greater the tax relief;

Table 4.2 shows the change in the number of households over 1981-86 by size
of household and shows the marked rise in the number
households.

of one-person
Another feature of recent years which has implications for housing policy is the
increase in the proportion of lone parent families. In 1986, lone parent families
with children (82 per cent which were headed by women) comprised 10.0 per
cent of all households, compared with 7.8 per cent in 1981. (This includes cases
wheere single parents with children were in a household with other adults). This
understates the total number of lone parent families as there are “hidden” lone
parents who live (say) with their parents or with a parent and are not picked
up in these numbers. There was an increase of 13 per cent in lone parent
households as defined above, over 1981-86, by comparison with an increase of
7 per cent for all households. Conventional family type households consisting
of husband, wife and children now account for a minority of Irish households

— 44 per cent of the total. (These data cover all private households, not just
those in permanent housing units.)

Increasing rates of mariial breakdown, a declining proportion of single
mothers who give up their babies for adoption, and a decreasing presumption
that single parenthood is followed by marriage — these have all resulted in a
marked rise in the number of lone parent families.

OfF course, the above is a
series of *‘snapshot”

pictures at points in time, most recently for 1986. There

Is a flow into and out of lone parenthood, and a number of lone parents will
not remain in that state.

In the 1970s there was a marked increase in the proportion of all heads of
houschold which comprised people in the younger age groups (under 30). But
since 1981 this trend has come o a halt. The early middle-aged grops are now
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Table 4.2
Households Classified by Number of Persons in Household, 1981 and 1986
Thousands
% Change

Number of persons in household 1981 1986 1981-86

1 155.7 180.8 16.1

2 184.1 198.0 7.6

3 136.4 144.8 6.2

4 140.3 156.7 11.7

5 117.2 127.8 9.8

6 and over 177.0 168.1 9.5
Total 910.7 976.3 7.2

Note: Data for 1981 cover houscholds in permanent housing units while data for 1986 cover all houscholds.
Sources: Census of Population, 1981, Vol 3, Part 1, Table 3; Census 86. Swnmary Population Report.

increasing as a proportion of all household heads. In addition, the rise ir? the
proportion of household heads who are married — another feature (?t the
1970s — has come to a halt. Since 1981 there has been an increase in the
proportion of household heads who are singie women.

Household Formation: The Influences

Household formation is influenced by a twin set of elements: the change over
time in the population by age and sex, and the rates of household formati‘on
or headship rates. Here, we consider the influences which together determme
the headship rates. The growth over time in household numbers has consisted
partly of non-family households (that is, cases where there are one-person
households or where there are members of multi-person houscholds where
families are not present).

The growth over time in the number of non-family households has been of

three types, broadly speaking: ,

(a) young people setting up household, living alone or with unrelated
persons; .

(b) surviving elderly spouses retaining an independent househo{d; N

(c) separation of married couples leading to more lone-parent families.

The main underlying forces which influence household formation are the
tollowing: preferences (or “tastes”), real income, relative prices of houses by
comparison with other commodities and the demand for housing as an asset.

First, income, and specifically real disposable personal income per head,' is a
critical variable. For instance, higher income makes it possible for young single
people to set up home independently. It also makes it possible for older people
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to set up independent housholds. Thus, a rise in real income would mean that
a widow or widower could retain an independent household rather than share
a dwelling with relatives.

Second, the stock of wealth could be expected to affect the demand for
housing, with a rise in the stock of wealth in real terms leading to an increased
demand for housing. Third, the more the price of housing increases relative to
that of other commodities, the lower will be the predicted demand. Fourth,
housing is demanded as an asset, which will yield a flow of income (real or
Imputed) and will give rise to capital gains. The demand for housing as an asset
is likely to increase if the expecied rate of increase in the price of dwellings rise.

Fifth, changes in preferences play a role. Changes in tastes and better
qpportuni[ies for women to work have influenced the decline of the lodger
(including the student lodger) and the decline in numbers of resident domestic
servants — these have combined with an evidently greater desire among people
to split off from home to live independently or to share a dwelling with another
person — the combined effects being increases in demand for housing.

Sixth, housing subsidies can affect both demand and supply and hence can
mfluence household formation.

Final‘ly, headship rates can be affected by the supply of housing: headship rates
can rise V\:‘hell the procedures for allocating and subsidising housing change in
tavogr‘ of widows, students, single people and others whose opportunity of
obtaining a separate dwelling were previously restricted. The provision of more
housing could lead to an increase in headship rates, with the effect in part
working through the relative price of housing. A particular rate of house-
building could lead to a decline in the relative (but not necessarily the absolute)
price of housing, which would in turn lead to an increase in demand.

House Type and Housing Maintenance

The above influences on household formation are essentially all elements
which determine the demand for housing or the volume of (desired)
expel}dirure on housing. It may be that a change in real income will affect the
housmg market in ways other than a change in household formation. The other
impacts are of the two types.

(a) There can be a change in (desired) quality of dwelling, for instance as
measured (partially) by house size — hence, a fall in real incomes may
be reflected in an increased demand for relatively smaller dwellings.

(b) A change in expenditure on house maintenance can occur — hence, a
fall in real incomes may be reflected in reduced real expenditure on
house maintenance with the result that decay, and obsolescence due to
lack of modernisation at some future period could be greater than
otherwise.
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RECENT CHANGES IN THE HOUSING MARKET

Since 1981, household formation has been increasing at a lower rate than in the
1970s. In turn, this has been because of changes in the main underlying
elements. These elements are as follows.

(a) Real income per head, after direct taxes, peaked in 1979, having
increased by 3.6 per cent a year on average between 1971 and 1979.
Between 1979 and 1984, real income per head declined by 7.0 per cent,
but then increased by 6.3 per cent in the period 1984-1987. The decline
in real earnings from emplaoyment, after direct taxes, has been greater
than the decline in disposable personal income since 1979. For a
married couple with two children, one spouse earning, real after-tax
earnings from work declined by 14.6 per cent in the five-year period
1979-1984. Between 1984 and 1987 there has been some recovery in
after-tax income from employment, as it increased by 5.1 per cent in this
three-year period. By contrast, since 1979, transfer payments in real
terms increased. The rise over time in State pensions in real terms with
the old age coniributory pension increasing by 30 per cent in real terms
over 1979-84, should have led to increased headship rates in the older
age groups.

(b) The real mortgage rate has increased since the early 1980s, as shown in
Chapter 3.

(c) Elements other than the mortgage rate affect the cost to owner-
occupiers. The capital cost to owner-occupiers declings as the marginal
tax rises, due to the tax allowance, and declines as the rate of inflation
rises (King and Atkinson, 1983). A substantial increase in marginal tax
rates occurred in the 1970s, rising from 26 per cent (for a one-earner
family with two children at the average earnings level of production
workers) in 1972 to 38.5 per cent in 1976 and to 39.75 per cent in 1981.
Since then, further rises in marginal tax rates have occurred, especially
for single people, with marginal tax rates being 65.75 per cent in 1987
by comparison with 39.5 per cent in 1980; the comparative rates for a
married person are 42.75 per cent in 1987 and 39.5 per cent in 1980.
Such a trend is, other things equal, likely to give some boost to the
demand for housing. Operating in the opposite directions has been the
trend in consumer price inflation. In the period between 1971 and
around 1977, there was an increase in the underlying rate of inflation.
Since then, despite some fluctuations, the underlying rate of inflation
has declined.

(d) The level of State aids for housing has declined since early 1987 — both
in the case of cash grants and tax reliefs in the private sector, and public
sector completions.

On balance, many of the elements which contributed to the upsurge in housing
demand in the 1970s, and hence to the rise in rates of household formation,
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have turned in a negative direction since the late 1970s, These are real income,
the underlying rate of population increase, the underlying rate of inflation, and
the real mortgage rate. In addition, a further element, the change in age
structure of the population, is moving in a direction which is likely to dampen
the increase in household formation: this is taken up below.

However two elements remain which can still boost household formation. First,
the tax systen1 and specifically the high marginal tax rates, provide an incentive
Lo purchase — especially o single people. Second, the social factors which lie
behind “household fission” and which have led to rises in household formation
among single people after 1979 in the face of a decline, in incomes, can be
presumed to continue to operate.

Moreover, most of the increase in household formation among elderly persons
has been due, not to elderly people splitting up or moving away, but to their
growing capacity to retain a separate household when widowed. Higher
headship rates than formerly among couples earlier in life, together with better
pensions, will “build in” a likely further increase of this sort for the future. In

other words, as the cohort ages it will “take with it” a relatively high headship
rate into the 65 and over age group.

A final influence is that in recent years, policy on health care has put greater
emphasis on the caring of people in the community rather than in institutions
— especially for psychiatric patients and for elderly people. For instance, after
a policy review, a new planning framework for the development of psychiatric
services has been adopted (Department of Health, 1984). This includes a strong
emphasis on out-patient or day-care and the provision of appropriate housing
in the community. If policy results in the moving of certain people from
institutions o private dwellings, headship rates would rise marginally. While
policy does aim (o achieve this shift out of institutions, it is not felt that it
would have a perceptible impact on headship rates in the projection period —
or at least not enough o justify its allowance as a separate elemenit.

Economic change can lead households to demand dwellings of different size,
rather than affect the rate of household formation in all cases. Reductions in
real incomes since 1979 have led to some decline in house size - as outlined in

Chapter 3 — which has partly reflected the supply response on the part of
builders of estate-type houses.

Interactions between Housing Supply and Household Formation

One of the difficulties in making household projections is that household
formation itself may rise in response to increases in the supply of housing. For
instance, the increase in housing supply in the 1970s and early 1980s may itself
have led 0 increases in headship. One instance of this is the effect of purpose-
built housing schemes for the elderly.
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One incipient change in housing policy is likely to affect household formation
— an increasing tendency for local authorities to cater for small households
and even for one-person households. This should lead to some increase in rates
of household formation.

METHOD OF HOUSEHOLD PROJECTIONS

The projections are made for private housholds in permanent housing units.
Figure 4.1 encapsulates the steps in going from the population of the initial year
to the household numbers in the terminal year.

Figure 4.1
Method of Household Projections

Population in 1986 _
by age and sex Assumpiions on:

Survivorship rates, 1986-91

Net migraiion by age and sex,
1986-91

Proportions married, 1991
(with actual data for 1986)

Age-specitic fertility rates by
marital status, 1991
Y (with actual daia for 1986)

Population in 1991
aged 15+
by age, sey,
marital status

Assumptions on:
Headship raies by age, sex
marital staius, 1991

’

i

Assumptions on:
Age-specific fertility rates
by marital status,

1991 (wi1h actual

data for 1986)

Note: This Figure shows the method for projections over 1986-91. Using 1991 as a new base, the method is

v

Population in 1991
all ages

v

Less Instituiional
population, 1991

v

Average household
size 199]

replicaled for the 1991-96 period.
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Assumptions for Population Projections 1986-1996

The household projections are based on the population projections published
in 1988 by the Central Statistics Office (CSO, 1988). Those projections made
three alternative assumptions on migration and two alternative assumptions on
fertility. The key assumptions among those of CSO (1988), for the purpose of
household projections, are those on emigration. Two alternative sets are chosen
here trom the three alternatives given in the CSO report, the “medium
emigration” of 25,000 net emigration per annum over 1986-1996, and the “high
emigration” of 35,000 a year over 1986-1991 and 30,000 a year over 1991-1996.
The former is labelled Assumption |, the latter is labelled Assumption 2. By
comparison with these assumptions, the outcome on migration for the 1981-86
period was net emigration of 14,400 a year, on average.

The assumptions on the proportions of women who are married in each age
group, and those on mortality, are the same as those used in the CSO report.
In the case of fertility, the lower of the two variants used in the report is used:
this would give a total period fertility rate (a rough measure of children born
per woman) of 2.04 in 1996 by comparison with 2.4 in 1986. The particular
fertility assumptions which are chosen do not affect the projected number of
households but they do affect the projected average housechold size. The
assumptions on migration in the CSO report can be seen as reflecting the sharp
increase in net emigration in the early 1980s, the existing level of unemployment
in lreland, the depressed demand for labour in Ireland which is likely over the
remainder of the 1980s and the early part of the 1990s, together with the decline
in labour supply in European countries over the coming decade (especially in
the younger age groups).

In the case of the assumption of net emigration of 25,000 a year, the bulk is
assumed to occur in the age groups 15-29, with 4.8 thousand a year for those
aged 15-19 at the end of the period, 14,000 a year for those aged 20-24 and 4.8
thousand a year for those aged 25-29. The assumptions on the proporation of
women in particular age groups who are married can be seen as reflecting a
reversal of the trend to earlier marriage which has occurred in recent years. The
average age of women at marriage fell more or less steadily to a low point of

24.0 years in 1979 and has increased in each year since then to reach 25.1 in
1983.

Between 1979 and 1984, the proportions of women who are married declined
markedly in the age groups between 15 and 29 and the proportion was more
or less static in the 30-34 age group. It is based on the sustained period over
which the marriage rate has fallen and the trends towards declines in

proportions married in other European countries; it is plausible that the trend
towards lower marriage rates will continue.
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Other Assumptions for the Projections
The main assumptions which underlie the household proejctions tor the period
1986-1996 are as tollows:

— amoderate rise in real disposable personal income per person of around
1.5 per cent a year. The central projection for real incomes over the
medium term of Bradley et a/ (1987) forecasts a growth in real disposable
personal incomes of 1.4 per cent a year on average over the five-year
period 1987-1992;

— a decline in the real rate of interest on mortgages to some 2-4 per cent,

— no further rises in marginal tax rates on workers with average earnings
of production unless in industry;

— an increase in the ratio of new house prices to average net industrial
earnings, after adjusting for house size, towards its level of 1980.

Population Projeciions

The population projections for the assumptions of 25,000 net emigration per
annum, are of a slight decline of 1 per cent in the total population. However,
if one focuses on the population aged 15 and over, which is more relevant from
the immediate point of view of household formation, the population is
projected to increase at a rate of 0.5 per cent per annum over 1986-1991 and
0.5 per cent over 1991-1996.

The change in the age siructure of the population is of interest. One index of
the relative “youthfulness” of the population is the ratio of those aged 30-44
to those aged 15-29. This ratio is projected to increase as shown in Figure 4.2.
This amounts to a substantial “middle ageing” of the Irish population over this
period.

Given that many households are formed by people in their mid to late 20s, with
the average age at marriage lying around the middle of the 20s, it is of interest
to consider the proportion of the population (aged 15 and over) which is
accounted for by those aged 20-29. This proportion is projected to decline from
21.8 per cent in 1981 and 21.7 per cent in 1986 to 18.5 per cent in 1996 under
Assumption 1 on migration. These changes in age structrure will have an
impact on the housing market, they imply some slowing in the aggregate rate
of increase in headship rates (across all age groups).

HOUSEHOLD PROJECTIONS

Two alternative assumptions are made about the future course of headship
rates.

[ Extrapolated headship rates. Broadly speaking for all age groups except
the following, this assumes a continuation of past increases in headship
rates but at an increase per annum in line with those of 1981-86. The
exceptions are widowed males aged 15-29 and 60 and over, widowed
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‘ Figure 4.2
Ratio of those Aged 30-44 to those Aged 15-29, 1971-1996

0.4
0.3
0.2

0.1

1971 79 81 86 91 1996

; ‘ A Projected
Siarces: Ceisus of Popudation, 1981, Vol 2; Central Stalistics Office (1988).

females aged 15-29, married persons aged 50-54 and 65 and over. In these
cases the headship rates are held constant.

II 1986 (Qonstant) headship rates for married persons with extrapolated
headship rates as in Option I for other people.

The logic of Us‘ing assumption II is that beyond a certain point, married
persons’ headship rates should tend towards a “saturation” level.

Un_der q;sumption I on headship and for the assumption of 25,000 a year net
em%grauon, the number of households is projected to increase by 64,100 in the
period 1986-91 and by 55,100 in the period 1991-96 (Table 4.3). This is markedly
lower than the average increase per five-year period in the 1971-81 decade of
84,9-00. The rate of growth of household numbers under these assumptions is
projected to be 1.3 per cent a year over 1986-91 and 1.0 per cent over 1991-96
by contrast with a growth rate of 1.5 per cent a year over 1981-86 and 2.1 pe;
cent a year in the decade of the 1970s. If the assumption of lower headship rates
Is made (assumption II), the projected increase in household numbers over
1986-91 is 55,400 with an average annual increase of 1.1 per cent a year.

Tak%ng the a§sumplion of higher net emigration, for assumption 1 on headship,
the increase in household number is 11.6 thousand less over the five year period
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Table 4.3
Household Projections, 1986-1996

Assumptions on headship

1 i1

Household Numbers: 000

1981 (actual) 896.1 896.1

1986 (actual) 964.9 964.9
Assumption 1 on emigration

1991 1,029.0 1,020.3

1996 1,084.1 1,066.7
Assumption 2 on emigration

1991 1,017.4 1,009.0

1996 1,061.1 1,044.6
Change in household numbers: 000

1971-81 (actual) 169.7 169.7

1981-86 (actual) 68.8 68.8
Assumption 1 on emigration

1986-91 64.1 55.4

1991-96 55.1 46.4
Assumption 2 on emigration

1986-91 52.5 44.1

1991-96 43.7 35.6
@ per annum change in household numbers

1971-81 (actual) 21 2.1

1981-86 (actual) | |
Assumption 1 on emigration

1986-91 1.3 1.1

1991-96 1.0 0.9
Asswinption 2 on emigration

1986-91 1.1 0.9

1991-96 0.8 0.7

Note: These are households in permanent housing units.

by comparison with the above numbers: that is, lower by 2.3 thousand a year.
In this case the projected rate of increase in household numbers is 0.9 per cent
a year over 1986-91 and 0.7 per cent a year over 1991-96. This means that the
projections are more sensitive to the particular assumptions which are chosen
on migration than they are to the choice of headship rate — with this
comparison being restricted, of course, Lo the range of assumptions given here.

It is possible to ask the question: of the projected increase in the number of
households, how much is due to the projected change in the size and structure
of the population, rather than to the assumed (moderate) rise in headship
rates? In the ten year period 1986-96, taking assumptions 1 on migration and
I on headship, 92,700 or 78 per cent of the projected increase of 119,200 in
household numbers reflects the projecied change in size and structure of the
population. The remainder, 22 per cent, reflects the assumed change in
headship rates. This is a much lower contribution from increased headship than
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occurred in the 1970s and suggests that these projections are conservative and
are likely to be in the nature of “lower bounds”.

In short, the projected rate of increase in houschold formation over 1986-96 is
notably less than that which occurred in the 1970s, with a growth rate of about
halt of that which occurred in the 1970s. The projected average annual
additions to the household siock range from 11,900 (assumptions 1 on
migration, | on headship) o 8,000 (assumptions 2 on migration, II on
headship), by coniparison with actual average annual additions of 17,000 in the
1970s. This means that annual additions 1o the stock are projected to be
between 5,100 and 9,000 a year less than in the 1970s. This will mean a
dampening in housing demand by comparison with the outcome for the 1970s.

Household Size

Figure 4.3 and Table 4.4 show the implications for average household size by
comparison with trends since 1971. Average household size which declined
from 3.94 in 1971 to0 3.68 in 1981 and to 3.47 in 1986 is projected at 3.09 in 1996
for assumptions 1 on migration and 1 on headship. The rate at which
household size is projected to decline over 1986-96 is similar to the actual rate
of decline over 1981-86. The decline in household size is a reflection of two
elements — “household fission” and the decline in average family size.

Figure 4.3
Average Household Size, 1971-1996
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Table 4.4
Population, Household Population and Average Household Size, 1971-1996
H (2) 3)
Year Total Houschold Private households Average
population population in In permancnt household size
permanent housing units
housing unils Assumplions | on
headship, | on emigration
000 000 000
1971 2,978.2 2,838.6 726.4 394
1979 3,368.2 3,229.7 867.0 3.73
1981 3,443.4 3,294.2 896.1 3.68
1986 3,540.6 3,391.4 978.7 347
1991 3,536.3 3,387.1 1,029.0 3.29
1996 3,500.6 33514 1,084.1 3.09

Note: 11 i assumed tial the population which is either in privaie households in lemporary housing unily, or clse
nol in private households, is the same as in 1981,
Sources: Census of Population 1971, VYol Vil;
Census of Population 1979, Vol. 111;
Census of Population 1981, Vol. 111
Census of Populution 1986, Vol 1.

Other Influences on the Provision of Dwellings

Apart from the rate of household formation, the other main influence on the
provision of dwellings is the rate of obsolescence. This is especially difficult to
forecast in view of the recent sharp rise in obsolescence which has been
discussed in Chapter 3. To the extent to which the rise in obsolescence has
reflected mainly a short-run increase in vacancy rates and the rise in
emigration, this would not imply that dwelling completions would occur in the
coming decade in order to replace the “obsolete” dwellings. In view of the
assumed further rise in net emigration over 1986-96 by comparison with
1981-86, measured obsolescence could well remain high in future years without
implying that “new building” would have to occur to make up for dwellings
lost. Were it not for the assumed rise in net emigration, it would be expected
that obsolescence rates would decline in future years. This would be due to the
decline in the average age of the housing stock and the completion of much
of the clearance in the public sector stock.

IMPLICATIONS FOR THE HOUSING MARKET

The decrease in the rate at which new households are formed, the rising
vacancy rates, and the probable decline in the extent to which new dwellings
have to be provided to make up for obsolescence — all these miean that the
demand for “new-building” in the housing market is likely to decline markedly
by contrast with the 1970s and early 1980s. In making such judgements, an
allowance is usually needed for a vacancy rate, in order to allow for the flexible
working of the housing market, and to help households who must, or who wish
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1o, move and 1o permit modernisation. These dwellings would be vacant for a
relatively short period. The frictional vacancy rate, concerns the number of
dwellings which are empty as a result of the movement of households but are
available on the housing market; this includes the newly built dwellings which

have not yet been occupied and those which are temporarily held off the market
for sale or rent.

Und.er normal circumstances, an assumed frictional vacancy rate would be
applied to the projected change in the housing stock between 1986 and 1996.
How;ver, as mentioned in Chapter 3, there is now an “excess” supply of vacant
dwellings in the housing stock, related to two elements — an excess stock of
housing as a reflection of the recession, and an increased number of local
authority dwellings which are vacant. It is also quite possible that in the late
1970s, and early 1980s, a number of dwellings were bought for investment
purposes and still stand vacant. Some of the houshold formation over 1986-91

should be reflected in a filling of these vacant dwellings rather than in new
construction.

In par[ic.ular, by contrast with the period 1981-86 inclusive when average annual
completions reached 25,600 and average annual completions in the private
sector were 19,500, the future effective demand is for a marked decline in
demand completions. This is without making any assumption about policy

chax'lg.e in r.elfuion to the balance between clearing existing dwellings and
retaining existing dwellings in the stock.

Other Elements which have Implications for House Building

There are other elements which can lead to “new building”. The main ones are
the peed Fo r.eplace unfit dwellings and the need to cater for overcrowding.
These obligations fall, in the main, on the housing authorities. What is likely

to be. .[he extent of the need to provide new dwellings to cater for these
conditions?

Thekex[em of the need to replace un/i dwellings depends on the following:
(a) the condition of the housing stock; .
(b) the apili[y of households to engage in necessary repairs. Some unfit

dwellmgs which are currently capable of economic repair may well not
pe repaired in the future. If the household lacks an adequate income,
It may be unable to repair the unfit dwelling. ’

The 19SQ Survey of the Housing Stock estimated that 2.5 per cent of the stock
vyas unfit and incapable of economic repair. However, the “true” estimate is
likely to be greater than this proportion because of the conservative nature of
the 2.5'per cent number. At the same time, some dwelling completions since
1980 will have cleared off part of the unfitness at 1980. Part of this will have
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been done through local authority lettings. In the five years 1981-1985 inclusive,
the average annual number of lettings by local authorities to families living in
unfit houses was 1,500.

Any estimate of the number of unfit dwellings that would need replacement.
This would have to be worked off over some future period. There are reasons
why one would expect that the number of unfit dwellings would have declined
since 1980

— the take-up of the improvement grants schemes, even though these were

not notably well-targeted measures
— the paying of essential repairs grants
— the work of the Task Force in housing aid for the elderly.

One could make a rough estimate of the number of dwellings that would need
to be replaced due to their becoming unfit (that is, part of obsolescence)
together with the need to work off the backlog of unfit dwellings. For a
housing stock of 1 million, this combined allowance could well be 1 per cent
of the total stock or around 10,000 per annum. This could be regarded as an
estimate of annual completions which would be needed to meet unfitness and
at least part of obsolescence, after a year or two when the “overhang” of vacant
dwellings would be expected to be less than now. Such a flow of dwellings
needing replacement might be surprising in view of the improved conditions of
the housing stock. But it should be remembered that the overall housing stock
is far higher than it was fifteen years ago — gencrating higher replacement
demand — and that unfitness problems are likely to persist, both in isolated
rural areas and in parts of the urban stock (in part, concentrated in particular
locations).

The overcrowding problem could be attacked in a number of ways other than
by building new dwellings. Dwellings of a greater variety of sizes could be built;
existing dwellings could be extended; there could be a better match between
dwelling size and household size, either through local authority letting and
transfer policy, or through greater mobility by households at different stages
in the family life cycle. However, in many cases where the use of local authority
transfer policy might be thought to be desirable, the relief of overcrowding
would require that the household move to another location, but this would not
be desired by the households.

If overcrowded households are transferred to new and larger dwellings, the
vacated dwellings should in theory be available for use by smaller households.
This is assuming that the vacated dwellings are not unfit. But housing markets
or local authority allocation methods might not move so effectively that
vacated dwellings are filled. In the period 1981-1985 inclusive, the annual
average number of new lettings by local authorities to families which live in
overcrowded conditions or involuntarily with other families was 2,700. This
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mncludes lettings of dwellings vacated by existing tenants who transfer to new
dwellinigs.

The only evidence on the overlap between overcrowding and unfitness, from the
1980 Housing Survey, suggests that there is not a great deal of overlap. This
survey showed 21.8 per cent of housing units in contravention of Section 63 of
the Housing Act, 1966, most of them due to airspace violations. Of the stock,
2.5 per cent of units contain households where bedroom privacy criteria are
violated, and about 2-3 per cent of units where not only are privacy standards

1ot met, but there are lower standards of facilities and a higher incidence of
unfitness.

Among the elements which will determine the incidence
the following:

— trends in family size
— ¢conomic trends and specifically real incomes
the extent 1o which people demand smaller dwellings at a time when real

incomes fall, in other words the trade-off which has been indicated
above between household formation and dwelling size.

of overcrowding are

The need for “new building”

to provide for overcrowding is a limited one, for
the following reasons.

(@) not all overcrowding is amenable (o solution by building anew,

(b} when new building occurs and an overcrowded household relocates, the
vacated dwelling can be used in some instances.

(¢} some overcrowded households live in unfit dwellings, and the latter have
already been allowed for.

(d) the decline in average household size which has occurred and which is
assumed to continue will lead 1o a lower incidence of overcrowding.

In the case of involuniary Sharing, an allowance needs to be made for any

overlap with unfitness and overcrowding, and also for the possibility of double-
counting between the allowance for increased headship on the one hand, and
the allowance for involuntary sharing on the other hand. For instance, in cases
where the headship rates of young married couples increase this would at the
same time imply some reduction in sharing. Past increases in headship rates will
reflect, to some extent, the reduction of involuntary sharing.

The uggregate allowance, for overcrowding and involuntary sharing could be
some 10,000 dwellings, again to be worked off over a period. There are other
requirements which fall on housing authorities.
living in mobile homes, which were not counted i
Second there is the provision of dwelling units fo
estimates here are clouded by the confusion whi
for housing homeless people, the difficulty
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First, there are the persons
n the household projections.
I the homeless. However, any
ch exists about responsibility
of estimating the numbers of

homeless people, and the tact that “new build” will not always be the
appropriate answer to the problem.

It is possible that if real incomes recover sufficiently, there would be a rencwed‘
demand for second homes — but these are usually not counted as part ot
housing ‘‘need”.

There is no necessary relation between a programme to build a cer[au} number
of dwellings and the alleviation of housing “need”, for a number of reasons.

First, certain types of “need” may require changes in adminis[fa[ive prac[.ices
rather than building more dwellings. For example, in the case qt ov.crcrovydmg,
changes in local authority letting criteria, or in the size dls[.rlbuuon of local
authority dwellings which are built, could be important. And in ['hc~casc of the
homeless there is equally the need for solutions, other than building more.

Second, dwellings need to be provided of the appropriate types and quality and
of the desired tenure, in appropriate locations.

Third, a choice must be made between building ancw and improving existing
dwellings.

With regard to dwellings by type, it has been indicaleq that there is likely to
be a relative increase in demand for smaller type dwellings [han was the case
in the 1970s. Moreover, the shift in age structure towards .[he middle ages which
is projected to occur should mean a relative increase in demgnd tczr hous'c
improvements on the part of people in their 30s and 40s, some time after their
initial house purchase.

A final point: it is not possible to derive, from the apgvc projeclions and
estimates, an estimate of the amount of housing provision which the local
authorities should engage in. This is for the following reasons. o
(a) The housing provision by local authorities is no_[ limited [o‘ca[crmg for
cases of unfitness and overcrowding. Even within the meeting of needs
due to unfitness and overcrowding, the provision will depend on the
time scale over which needs are worked off. o
(b) Elements such as a decline 1n real incomes or a rise in u.ncmploymen[
could lead to more families seeking local authority housing; or supply‘
conditions elsewhere such as a continuation in the decline in sgpply ‘ot
moderate-priced rental accommodation, would have implications for
local authorities. -
(¢) There is the policy issue of the extent to which local authorities should
cater for “demand” as well as “need”.

The issue of the likely scale of local authority provision is taken up in the next
chapter. 137



