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INTRODUCTION

The mid-80s saw considerable debate over whether accommodation assistance in New Zealand could best be met through supply-side policies, or through demand-side policies. That is, should accommodation assistance be delivered through the direct supply of low-cost rental housing and mortgages at concessionary interest rates, or should it be delivered directly to low-income earners in the form of a cash grant.

In practice, New Zealand's accommodation assistance regime had been a mix of both supply-side and demand-side policies, with the provision of subsidised rents and mortgages by the Housing Corporation of New Zealand (HCNZ), and the delivery of a cash accommodation grant (the Accommodation Benefit) by the Department of Social Welfare. These systems were mutually exclusive. In its 1991 Statement of Government Policy on Housing and Accommodation, the Government made a clear decision to move away from such a mix, toward demand-side policies. Consequently, a programme of reform was initiated to integrate accommodation assistance. In the new system, state sector rents and interest rates move to market levels, and the primary source of housing assistance is delivered through the Department of Social Welfare in the form of an Accommodation Supplement.

The Accommodation Supplement was introduced on 1 July 1993, and Housing New Zealand (HNZ) was established in 1992 as a rental enterprise. Housing New Zealand tenants and HCNZ mortgagors are still undergoing the transition to market rents and interest rates.

This paper briefly outlines the rationale for the integration of accommodation assistance, and details the design of the Accommodation Supplement. Given the brief time the Accommodation Supplement has been in place, the paper will not attempt to evaluate the outcome of that integration, nor will it deal with any matters surrounding the transition for HNZ and HCNZ clients.

RATIONALE FOR REFORM

The Government was of the opinion that the housing regime it inherited in 1990 was fragmented, uncoordinated, inefficient and inequitable. It identified four specific problems with the way accommodation assistance had been delivered – the lack of uniformity of treatment, poor incentives for clients to search for more cost-effective accommodation, the monopoly position of suppliers, and the insensitivity of the Accommodation Benefit to higher cost locations.

Lack of uniformity of treatment

The first problem identified by Government was that the various means of accommodation assistance lacked uniformity of treatment, and created horizontal inequities by treating people in similar circumstances in different ways. The most obvious example of such an inequity was the difference in the level of assistance accorded to Housing Corporation tenants and private sector tenants. A beneficiary on an Accommodation Benefit paid rent equal to 25% of net income, plus 50% of any excess accommodation cost up to the maximums of $42 (single people) or $69
 (married people and people with children). Where accommodation costs exceeded the point at which the maximum became payable, the person was required to meet 100% of costs beyond that point. In comparison the HCNZ beneficiary paid only 25% of income. An example of this inequity was that a sole parent beneficiary with one child and no other income in accommodation with a market rental of $100 a week would have been required to pay around $58
 by way of Housing Corporation rental and $78
 towards private rental. There was no rational basis for this difference, which had arisen as a result of a lack of co-ordination between income support and housing policies.

This inequity was perceived as one of the major weaknesses of the previous accommodation assistance regime. The mechanism chosen by Government to overcome such a problem is to have a single consistent programme available to all low income earners, in the form of an accommodation subsidy (paid as a cash grant) which the tenant or homeowner could access, irrespective of whether they have a private or state landlord or lender.

Poor incentives to seek appropriate housing

The second problem highlighted by Government was the poor incentives for clients to search for cost-effective accommodation. The amount paid by HCNZ subsidised tenants was unrelated to the true cost of the service. Consequently there was no incentive for clients to move to accommodation better matching their housing needs if the level of the subsidy became inappropriate. The responsibility for changing accommodation to suit requirements lay with the supplier, which often responded slowly to the changing demands of clients. The result was that clients remained in accommodation which exceeded their needs. For example, as at June 1991, it was estimated that 37% of HCNZ clients could have been appropriately accommodated in a one-bedroom property, while only 7% of the stock was one-bedroomed.

This problem was typified by the long-term tenant who, when the lease was originally entered into, had a spouse and dependent children, requiring a three or four bedroom house. Some years later, this same tenant may be widowed with no dependent children, but still living in the same three or four bedroom house.

Government's solution to rectify this is to provide an incentive to encourage recipients to choose accommodation that most appropriately meets their needs, taking into account family size and incomes. This is achieved by reducing the level of the housing subsidy below 100% so that the client is required to meet at least some of the cost of higher cost accommodation.

Supplier monopoly

The third problem identified by Government was that HCNZ had a monopoly on supplying subsidised housing direct to assisted households. No other firm or institution had access to the subsidies provided to HCNZ. Government policy effectively eliminated competition for HCNZ because others could not supply accommodation of equivalent quality at the same price as HCNZ. The same was true of HCNZ lending programmes.

The lack of competition prevented potentially more efficient suppliers from offering their services. As there are potential efficiency gains from having all suppliers competing on equal terms for the provision of accommodation and loans, Government has moved HCNZ onto a purely commercial footing, splitting it into a rental enterprise which charges market rents, and a lending institution charging market interest rates. Targeted accommodation assistance is delivered in the form of a cash allowance to those in need.

Insensitivity to high cost locations

Finally the Accommodation Benefit had been insensitive to high cost location. The now defunct Accommodation Benefit subsidised rent up to a common maximum amount throughout the country - $42 for single people and $69 for married people and people with children. These maximum payments did not recognise that accommodation costs are not uniform throughout New Zealand, with costs in Auckland, and to a lesser extent Wellington, being much higher than elsewhere. The new Accommodation Supplement addresses regional rent differences by introducing new regional maximum payments.

In summary the purpose of the housing assistance reforms is to reallocate existing Government expenditure more efficiently and equitably. It was not intended as an exercise to achieve fiscal savings. The aim was for fiscal neutrality. Consequently, the design of the new Accommodation Supplement needed to address not only the problems identified above, but also the need to remain fiscally neutral.

THE DESIGN OF THE ACCOMMODATION SUPPLEMENT

The aim of the Accommodation Supplement is to direct accommodation assistance to those who need it most, and to encourage those who are able to take care of their own needs, to do so. Eligibility is therefore based on income, cash assets and accommodation costs, with the level of assistance varying depending on family size, geographical location and housing outgoings. The Supplement replaces all existing forms of government assistance for rent and mortgage payments.

The design of the Accommodation Supplement takes account of the following salient features:

· the entry threshold (i.e. the level of accommodation costs which recipients can reasonably be expected to meet from their own income);

· subsidy level (i.e. the proportion of subsidy for each additional dollar of accommodation cost); and

· the maximum amount of Supplement payable (i.e. the level of accommodation costs at which subsidy stops increasing and above which clients meet 100% of costs).

These are the key levers by which the policy could be adjusted. In addition, the Supplement was designed to cost no more than the existing range of programmes.

The Entry Threshold

The entry threshold relates to the level at which accommodation costs become too high to be serviced out of basic income, and at which clients may become eligible for assistance. This is usually measured by the percentage of income that is spent on accommodation ("the affordability ratio").

Under the Accommodation Benefit, the entry threshold was set at 25% of income for renters and 30% for homeowners. (The 5% differential is to take account of the fact that homeowners are also contributing toward their equity in the home). Any adjustment of these percentages upward would have the effect of limiting the numbers eligible for assistance, whereas an adjustment downwards would increase the numbers eligible. In this way, the entry threshold is an effective targeting mechanism and can enable Government to operate within a fixed budget, while targeting assistance to those with higher accommodation costs. Officials modelled a range of entry thresholds ranging from the existing 25% (30%) to 30% (33%), and found that it was possible to remain within the bounds of fiscal neutrality while at the same time retaining the entry thresholds used under the Accommodation Benefit.

Subsidy Rate

The previous Accommodation Benefit subsidised 50% of the difference between the entry threshold and actual accommodation costs. Partial subsidy of accommodation costs over the entry threshold provided a price signal for the beneficiary to search for more cost-effective accommodation as costs rose. However, the level at which accommodation costs may be subsidised can be adjusted. This would involve a trade-off between an assessment of the affordability of accommodation for the client if too low a percentage is chosen, and the cost to Government and diminished incentives for the client if too high a percentage is used.

For some time, the Department's view had been that the 50% subsidy rate under the Accommodation Benefit had caused real affordability problems for beneficiaries, and that the number of the more tightly targeted Special Benefits in force had increased significantly as a result. The subsidy rate for Accommodation Benefit had in fact been reduced from 65% to 50% in 1987. In addition, the move to bring HNZ rental clients down from a subsidy rate of 100% to 50% could have subjected them to a harsh and difficult adjustment process.

While a number of options between 50% and 100% were considered, the Government decided to restore the subsidy rate to 65%. In effect this meant that the great majority of existing Social Welfare beneficiaries on the Accommodation Benefit will be better off as a result of the reforms.

Maximum Amounts Payable

There were two possible mechanisms to limit the amount of assistance payable to any individual. The first was to impose a limit on the accommodation costs allowed for assessment, based on house size, family size and regional location. This would have achieved more rigorous targeting but, in the process, created affordability problems in locations with a significant mismatch between the housing needs of low income households and the available rental housing stock. The second mechanism to limit assistance was to provide a cap on the amount of benefit payable, as existed under the Accommodation Benefit.

The maximum Accommodation Benefit payments of $42 and $69 were linked to benefit income and were set at 25% of the maximum levels of Invalids Benefit for single people and married couples respectively. This method of setting maximum limits did not reflect actual accommodation costs, nor was it sensitive to regional costs or family size. Consequently a new method was adopted to determine the appropriate limits of maximum payments, based on typical rentals for one, two, and three bedroom properties. To take account of regional variations in the price of accommodation and the extra costs faced by larger sized families, the maximum payments differed according to region and family size. The maximum amounts payable under the new Accommodation Supplement are as follows:

	
	Maximum Amounts Payable

	
	Single
	Married Couple,

Sole Parent &

1 child
	Married Couple

with Children,

Sole Parent &

2+ Children

	Auckland
	$60
	$75
	$100

	Wellington
	$50
	$60
	$65

	Rest of NZ
	$42
	$50
	$55


Cash Assets Test: The cash assets test for the Accommodation Supplement is the same as that which applied under the Accommodation Benefit. Cash assets include bank accounts, stocks and shares, loans, and land or buildings not occupied as a home (e.g. a holiday home). The value of other assets such as a home, motor vehicle, or personal effects will not be taken into account.

For single people the first $2,700 of cash assets does not affect entitlement. Assets between $2,700 and $8,000 reduce the Supplement by 25 cents a week for each $100. There is no entitlement if cash assets exceed $8,100. For sole parents and married couples, the first $5,400 of cash assets does not affect entitlement. Assets between $5,400 and $16,200 reduce the Supplement by 25 cents a week for each $100. There is no entitlement if cash assets exceed $16,200.

ABATEMENT REGIME

Like the cash assets test, the abatement regime for the Accommodation Supplement is the same as that under the Accommodation Benefit. In the case of a beneficiary, the Supplement is reduced by 25 cents for every $1 of the applicant's income (apart from benefit) up to $80 a week. The maximum reduction on account of income is therefore $20 a week. If the beneficiary is receiving income of more than $80, there is no further abatement of Accommodation Supplement. This is because once a beneficiary earns more than $80, their effective marginal tax rate (EMTR) prior to Accommodation Supplement abatement is 98%. To continue to abate the Supplement beyond $80 would generate EMTRs of over 100%. Any residual entitlement to Accommodation Supplement is cut out only when the final dollar of base benefit is fully abated.

In the case of a non-beneficiary or national superannuitant, the Accommodation Supplement is reduced by 25 cents for every $1 of the applicant's gross income over the "appropriate" gross Invalids Benefit rate until the Accommodation Supplement payable cuts out completely.

POLICY IMPACT OF THE REFORMS

While the integration of accommodation assistance in the form of an Accommodation Supplement will yield both equity and efficiency gains, some trade-offs have been made.

Firstly, the gains will occur at the cost of reduced subsidies to HCNZ clients. As previously mentioned, most people receiving Accommodation Benefit prior to 1 July 1993 will benefit from the reforms because of the increased subsidy rate and, especially for those in Auckland, increased maximum payments.

Secondly, the direct supply of rental accommodation by the State had allowed the Government to provide leadership in discouraging discrimination, by ensuring that those who experience discrimination can be assisted through the direct provision of accommodation by the State. While legal protection against all forms of discrimination is provided under the Human Rights Commission and Race Relations Acts, it is important to ensure that this leadership is maintained by the new rental enterprise. The new rental enterprise is required to act "in a responsible and non-discriminatory manner". Nevertheless the shift to the Accommodation Supplement may warrant a review of the legislation relating to discrimination in the housing market, to ensure that it is effective in the new environment.

Lastly, the direct supply of accommodation by the State has allowed for those who cannot organise their own shelter, or require additional care, to be housed. Those most vulnerable to any shift to an Accommodation Supplement include those in emergency shelter, those who need short-term help to get established in housing(such as ex-prisoners, alcoholics, etc), and those with long-term shelter and special housing needs (such as ex-psychiatric patients and people with intellectual and physical disabilities). In order to meet the needs of these vulnerable groups, Government has transferred the bulk of the responsibility for appropriate housing services to the New Zealand Community Funding Agency of the Department of Social Welfare.

CONCLUSION

While the majority of people receiving the Accommodation Benefit prior to 1 July 1993 have benefited from the introduction of Accommodation Supplement, HCNZ clients, particularly tenants, will face a reduction in the level of subsidy they have traditionally enjoyed. In addition, the Accommodation supplement cannot address every problem involving shelter, and the Community Funding Agency will aim to ensure that special housing needs, such as those of victims of domestic violence, and the intellectually and physically disabled, are met. Nevertheless the desired outcomes of improved fairness and consistent treatment for clients, better targeting of assistance, and greater incentives for clients to search for cost-effective accommodation, have provided government with the basis to initiate the move towards an integrated form of accommodation assistance.

�  $42 and $69 were the maximum amounts payable as at 1 April 1993.


�  This figure is derived by establishing rent at 25% of the sole parent with one child Domestic Purposes Benefit ($187.79) and Family Support Payment ($42) as at 1 April 1993.


�  This figure is derived by subtracting an Accommodation Benefit entitlement of $22 (based on 1 April 1993 Domestic Purposes Benefit and Family Support rates) from rent of $100.





