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. ,PreféCe

, ')A common ground

"Every well-intentioned person who concerns hlmself with the
- économic problems of housing has the same basic objective,
- namely to determine the best way to provide every Canadian -
- .with. dccess to the “best possible standard of housing”. A
~“similar statement of objectives could be made about most
‘aspects of Canadian life — “best possible health car,e
~ “best possible standard of nutrition”, “best possible trans- -
“portation system” etc. It is obv10us that with limited re-
.. sources, the notion of “best possible” must be taken to mean
" “best possible given the need to improve other aspects of
our standard of living”. In approaching the problem of.
‘housing we must, -therefore, recognize the limitations that
~ithe need to satisfy other objectives places on the “possible”
o rate of progress toward our goal.

i " Who decndes"

- Given that there are many ‘competing uses for our limited
- resources, who should decide which of our standard of
_“living objectives is pursued most vigorously? There are two -

basic answers to this question and -a bewildering variety

- of answers in between that are combinations of the two
7. 'basic answers. The basic answers are — 1. Each individual

should decide the way in which his or her efforts are used

_in the attainment of his or her personal goals. — 2. The state
- should - decide how the collective effort of individuals is
- apphed in the attainment of a selected set of social goals.

From a purely economic point of view, the choicé
between these two answers should be made on the basis

. .of which will most surely achieve the objective of maximiz-
" ing the standard of living of each member of the society.

‘Generally speakmg, Canada has had a tradition ‘of allowing"

- economic decisions to be made on the basis of individual

ke pursuit of individual goals. This tradition was clearly re-

Xiii-




ol = A Pn/m/(u I’mad)\' ! ! » ;
‘,ﬂected in the Report of the Senate Commlttee on’ Natlonal ;
Finance, “Growth; Employment and Price Stablllty” !

“Our, gmdmg prmmple is that the Canadian economy
should remain ‘a predominantly market system . . . in
~which the bulk of productive and. distributive activity
_is carried out by prlvate enterprise umts respons1ve to -
consumer demand :

3 Interventlon —_ when and why"

To. the extent that the state intervenes in: economlc affalrs,

~ the process of choice moves beyond the control of the indi-

vidual and into the hands of the “state” which in practical
\terms means into the hands of the government bureaucracy.”

“Because intervention causes a loss of individual choice,

~ each instance of intervention must-be clearly justifiable on
‘. the grounds that it-improves the overall condition of- every.
Canadian. If -this principle does’ not gu1de government
intervention then the net result. of such intervention- will
mvarlably be a loss in individual choice with' no imptove-
ment in, or even a deterioration,of the standard of living.".
" In an-increasing number- of cases, government inter= -
“vention occurs. because some special interest group creates
- pressure for “the government to do something”. The de-
cision, by government, to intervene is-too-often based on an *
assessment of the so-called “political realities”; the fact that
the economic Ttealities suggest that 1ntervent1on will -be
dlsastrous gets lost in ;the maze of political expediency.

The role ol' the economlst

_The respon51b1hty of the econormst in matters of: pubhc ‘
. policy analys1s is to assess objectlvely the likely course: of -
events. in the absence of .intervention; to, -determine. ;the -
- likely- effects -of 1ntervent10n, and- flnally, if intervention is
.. “clearly _]Llstlfled on-economic grounds,:to- determme the most
.constructive: form -of government intervention.. ,
. Very often - ‘the _economist’s :attention focuses on -an
" intervention, ~or series of interventions, after the fact. (This
~is largely because' many. interventions..are -undertaken for *
: .".VReport: of the Standing Senate Committee _ionr :National . Finance ‘on “Growth, .
* - Employment,.and Price S{qbr’lily", Information Canada, 1971; Page 3.
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';ipurely polmcal reasons ‘and- hence are not scrutmlzed for
" their economic.impact). This greatly comphcates the task -of

assessing objectively the effects of the intervention. In other

.. cases, the intervention is so pervasive or is of such long

‘,standlng, that it has become institutionalized. If “institu-
'»“tronallzatlon has occurred but the mterventlon is clearly

~harmful, the economist is then confronted ‘with the task of

- propesing policy action that will be regarded as “politically
. 'impossible”. To the extent that the economist. as policy
_“/analyst fails in this task. and permlts political expediency
. 'to affect his policy recornmendatlons he fails to serve the
, publlc 1nterest . y

: Rent control

f"rRent control is a form of government 1ntervent10n that is

‘being. suggested with -greater frequency -in Canada as'a
" solution to “the housmg problem”. - Two. provinces -have
- already adopted it in some form and: pressure. from tenant
- groups is rlsmg in other provinces. In view of- this rising

tide of opinion and given what must ‘be- called’ the

-7 :“disastrous”™ experience of other countries with rent ‘control,

,l‘,The Fraser Institute has undertaken .this book of essays
".to.provide a factual consideration of the housing problem
“and the. solutlon to it that rent control is sard to offer

What is the problem" .
““The- frrst part of the book endeavours to determme the

nature\ of the housing problem. That process also provides

“.+ -a‘concise documentation of current and past housmg condi-
" tions in Canada. It will come as a surprise to some to learn
.- .“that ‘current- conditions - were ant1c1pated as early as 1966 -
L —and exactly foreseen and documented in 1970. '

- The “conclusion - that "the: available mformatlon our

'-analysrs of the information and the analysrs of others, 'sug-

gests is that there is not a housing problem'in the sense that

~“there is’ something’ wrong - ‘with the rental housing market.
", . The housing market ‘is responding in a perfectly predrctable
.~ fashion to the policies and events of the:past five: or six
-+ years. There: is, however, and has -been for :some time; a
. poverty problem —a problem-that has been exaCerbated

Uxv




: by he fact that the pressure of pollcles and ‘events is begm-~
“ning to force rents up.

Is rent control the solutlon"

The central questlon that is addressed in Part 1I is whether-
-or.not rent control is a solution to this problem — or to any
“housing” problem. In assembling essays on the economic
_effects of rent control, we attempted to provide an objective
" selection of source material. ‘Under normal circumstances
‘this would be expected to produce a range of views on the
topic at hand. :
Strange as it may seem to the casual observer of the
economics profession, there appears ‘to be a unique un--

* animity of opinion among economists about the effects of

rent control. The extent. of the agreement is indicated by :

" - the remarks of the 1974 Nobel Prize winners in economics;
* :Gunnar. Myrdal and Friedrich’ Hayek, whose views on

matters other than rent ‘control are, 1deolochally speaking,

‘quite different. Paul Samuelson, 1970 winner of the Nobel

award described their general views as follows

“in no, sense ‘has their work been joint. Indeed, their
policy conclusions if followed literally would be: at
loggerheads and self-cancellmg” 2 '

" Gunnar Myrdal, who Samuelson described as “an important -

architect of the Swedish Labour Party’s Welfare State”,
‘ had the following low - oplmon of rent control and those
who implement it:

¢ ““Rent control has in certam western countriés consti- -
! tuted; maybe, the worst example of poor plannmg by
governments lacking courage and vision”.? ‘ '

. Frledrlch Hayek author of the best seller Road to Serf-
~ dom_ and oné of the most respected mtellectual defenders
' 'of free choice as the basis for human conduct, in an essay
‘in thls volume, says of rent control

““If - this account seems to boil down to a catalogue of
1mqu1t1es to be la1d at the door of rent control that 1s

o 'IPaul Samuelson, New York Tlmes October IO 1974.
S ,'-‘Qu_oted in, “The Rise and Fall of Swedish Rent Control” in this volume.
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‘no. mere comcrdence, but mev1table . I-doubt- very
mucH whether theoretical research into the same’ prob-
%" lems carried out by someone of a different politico-
<" economic persuasion than myself eould lead to different
‘conclusions. Therefore, if theory brings to light nothing -
“but ‘unfavourable ‘conclusions, it must indicate that
_though the immediate benefits of rent control, for which
it was’ introduced in the first place, ‘are obvious to
everyone; theory is needed to uncover the unintentional
consequences which intervention brmgs in its . wake 4

" Thus; although the reader will not find essays m this
- book that would lend any support to rent . control -as an
" “aspect of housmg policy, it can be accurately said that the
" essays do reflect the range of opinion of economists.
In view of the fact ‘that rent control is riot a solution
', and should, therefore, be abandoned, an essay on the likely
. consequences of immediate decontrol has been included. Of
" special concern in that essay is the “political . realities”
‘.. bogeyman that is often associated with. suggestions for
‘gradual - decontrol. The finding of that- essay, based on.
ki detailed information -about decontrol in the United States,
', - s that none of the ‘feared consequences of 1mmedlate de-
¢+ control appear to occur. :

B

S An income. supplement

~ The final section of the book develops an income supple-
- “mentation formula designed-to protect all Canadians from.
. the hardship associated with the rising cost of basic shélter.
ln the process-of developing the formula a critical analysis
“of a scheme suggested by Dennis and Fish-is undertaken.
The suggestion-is made that their formula and others like
it be avoided because they are.designed to provide people
_ with a subsidy on the basis of what they actually do spend
" on housing instead of on'the basis of what theéy must spend.
" .The formula that we ‘suggest is tied to the cost of ‘basic -
shelter on a regional basis and accordingly, an incomeé.

’llk'('r* Preface:

supplementation program bullt around it would- probably sy

“be self-liquidating, - :
- Some of the essays m Part II have appeared m other

44 The Repercusslons of Rent Restriction”, reprinted in-this-volume. = “-» -
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" publications and earlier versions of five of them appeared in
" The Institute of Economic Affairs’ publication, “Verdict on
Rent Control”.5 The paper on the effects .of rent control
in'New York City by. Professor :Olsen was written® specially
- for this volume, as were substant1a1 _portions of Professor
Rydenfelt’s and Professor Pennance’s. Professor Pennance
has also provided an introduction to the international
section, while Parts I and III were prepared by The Fraser
i Instltute

.5 Verdict on .Rgm Control, Ed. by Arthur Seldon, Institute of Economic Affairs,
- .London, 1972, ~ ’

>
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“What are the Facts?
M.A.—WALKER
~ Chief Economist, The Fraser Institute

HISTORICAL PERSPECTIVE

Ina study of housing for the Federal Minister-of Housmg, .
the Hon. R:K. Andras, in 1971,! Professor L.B. Smith set -
out to establish if a housing problem did indeed exist, and,
if so, what the nature of the problem was. A consideration
of the available information-led Smith to several conclusions
about housing and housing policy as they then were, and to
make several forecasts about what the future held. In view
‘of the fact that Smith’s analysis and forecasts have proved
remarkably accurate, we selected his work as the point of
departure for our own analysis of the “housing problem”.
The first section of this essay consists of are-examination
of Smith’s conclusions and forecasts in the light of 'subse-
quent -events. In the course of this re-examination we will
- be .providing an historical perspectlve on some aspects of
the current state of housing in Canada and an analysis of
- the current “problem”. ,

Smith’s first conclusion in 1970:

" “To the extent that our nation is better housed than
ever in terms of number and basic facilities, there is no
“immediate housing problem.’ o ~

Smith’s second conclusion in 1970: : : <

" “To the extent that our construction industry has aver-

" aged approximately 200,000 dwelling starts per year for
the last two yeéars (the Economic Council of Canada’s
target) and can provide numerically sufficient dwellings .
for our population, there is no housing crisis.’

\Urban Canada — Problems dnd Prospects; Research Monograph 2, L.B. Smith,
Housmg in Canada, Ottawa, 1971. . ’
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What are the facts?

. b’L.yivi'ng space

FERRENT, | ]

S

T

The results of this relative excess of housmg productlon are
. reflected in the various measures of crowding® that are

available. As Exhibit 2 shows, the increase in the number
! of homes available has permitted a ‘'substantial amount of

;o ~ “undoubling” of families. In 1951, more than one family in
3 . ten was not maintaining an independent home. By 1971,
only one family in thirty was not maintaining a separate
household. Furthermore, members of all households had -
more living space on average than was available in 1961.

Exhibit 2 — Doubling-Up of Families (Canada) e

Percentage of
Number of Famllles Number Doubling Up . Total Families

' : (th ; (thousands) -~ . Doubling Up
" 1951 3025 321 .. . . 106
i 1961 s 3932 . o ese LT 6.0
K Co1en T 4,925 : 172 35

. Source:- ‘5 Central . Mortgage and Housmg, ‘Canadian Hous:ng S!at/sttcs, 1974, .

: table113
Exhibit 3 contains information on the number of rooms per .
person.in the average Canadian home. The statistics indicate-
that whereas in 1961 the average. person had accéss to. 1.4
rooms, by 1971 -this had increased to 1.6 rooms. Although
on the surface this does not seem to be much' 1mprovement

it does represent an increase of- about 15 per cent in living
- space per person.

. \ . .
3“Crowding’ statlstlcs are essentlally measures ' of lwmg space per person.
Given that most of the statistics' for Canada indicate”a complete’ absence  of
crowding, this is, perhaps, an infelicitous choice of termmology It is, however,
the convenuonal term,

.










Exhlblt 4 — Internatlonal Companson of: lemg Space
(Number of Rooms per’ Person)

Py Year Average Number of

‘ ~Country: 7 - Measured'” ‘RPF?,'“SPQ" person - -
Uriited Kingdom 1961 _
~ United States -~ 1970 - |
Canad‘a., 1961 _ :
o U1o71
Austraia 1971 I
sweden 1970 (NN
" Newzealand - 1966 T
“ France RN 1968 _ o
- Japan 7' R 1‘970 — P 7
CFinland 1970 k‘ S

: , Exh1b1t 4 presents such an mternatlonal companson‘
7 Althqugh the data for the different countries are not exactly
. ‘comparable ‘because the definition of “a room” varies from" -
- “country to country, the broad impression conveyed by the ~
numbers is clear. Canada ranks first with:the U.S. and the’
- UK. in terms of access to living space. The: average Can- -
N adian has access to ‘roughly 60 per cent ‘more living' space
( than the average Finn or Japanese, while “countries like
“Sweden and New Zealand provide. access. to living space
‘comparable to what Canadians had in'1961.

10



What are rhe fac‘tc" '
o Exhlblt 4= Internatlonal Companson of L|vmg Space
- (Number of Rooms per Petson)

Average Number of

Country - . o7 - 7. -YedrMeasured ' Rooms Per Person
United Kingdom - ..~ TT1ge1 L : R K
United States’ < . .- 1970 o B M
Canada - (1961) 1971 S (1.4)1.6
Australia ) o 197 15

- Sweden. Lo : 1970 ) S 14

. New Zealand” = . 1966 .13,
Denmark. "> G ove Coete 11965 13
France " & = v e 1968, - 11
Japan . » 1970 R 1.0
Finland. " "0 Te T e 1070 : 10
‘Source. . ~:Econom|c ‘Council:: of -Canada, - Eleventh Annual Review, - Economic

'Targets and Social Indlcators Information Canada, 1974, Page 75. Our
: data are presented as remprocals of the data presented in-the Council’s
; Studles - .

The good old days '

Access to more living:. space does not in itself- guarantee
an: 1mproved standard of housing. An equally important
factor is the quality of the living space. This particular
aspect of housing is difficult to quantify on the average and
this dlfflculty leads -analysts to use information ‘that might
*-implicitly g1ve an indication of - quality. One set' of ‘such.
information is the data collécted on the standard of amenities. -
associated with living space in Canada. Exhibit: 5 -displays
-information on this implicit “quality” index. L
Exhibit 5 indicates that there has been a substantial increase
in the average standard of amenities associated with the
housing stock and hence, an overall increase in the quality.-
The facts that roughly one in two Canadian households
:did not have piped hot and cold water; that one in three
lacked bathing facilities: and indoor toilet facilities as late
as 1951 are soberlng reminders of the ‘extént to which the:
-level of convenience associated with Canadian housing ‘has
changed. In 1974-it is difficult to find a housing unit that
. -does mnot incorporate these “basic” amenities. (Only about .
4 per cent lack bath and piped hot and cold water).

T
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“ o lisno! housmg problem e

._*L.B. Smith, Op.-Cit. P. 19.

: What are'the facts?

Thus, not only has the access of every Canadlan to

8 “hvmg space increased ‘since ‘1961 and ‘since ‘the: Smith . -

report-was: wrltten‘*"but the quallty of this- 11v1ng space -has
1mproved as well e .

Smlth’s thu:d conclus:on m 1970

‘To ‘the extent that shelter cOsts are not outpacrng and
[ are probably Iaggmg income increases-so-that; ‘housing
jaccommodatlons are generally more‘ affordable there:

Condmons wrth respect “to. Smlth’s th1rd conclu jon have
changed somewhat since 1970, as Exhibit 6:shows. Whereas-
the - overall “increase .in the costof living was about 16.8
per ‘cent over ‘the flve-year period ending-in 1969, 1t rose
by 28.6 per:cent during the’ ﬁve-year perrod endlng in 1974.-

- On the other hand, ‘personal disposable income Wthh had

fisen by'40:4 per cent from:1965 to 1969 1ncreased by - 59.4

; per.:cent. ‘The: relatively smaller increase in. the growth in

income; - comblned with a faster rate of growth of prices,.

_has meant that the rate of growth of the real standard of

living.of ‘Canadians has been slower in-the past five years:
than 1t was-in the ﬁve years that preceded Smlth’s study

, Rents a bargam"

.Although the standard of living of Canadians has improved
. more slowly in recent times than in the past, there appears

to have been a relative reduction in the.cost of accommoda- -

. tion — at least for tenants. According to the rental index

presented in Exhibit. 6, the cost of rental accommodation
increased by 14.1 per.cent from 1965 to 1969, while the

- increase from 1970 to 1974 was only 8.14 per cent. Home- E

owners have not, in general, been as fortunate as tenants.

- ~During the perrod 1970 to 1974, the costs of accommodation

to- homeowners rose by 40.8 per cent as compared to. 28 9-

- per cent over the perlod 1965 to 1969
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Exhlblt 6 = Pnces and” Income in Canada .
A

Co/sl of Housing:

For For Home- - After Tax
_‘Tenants owners General - ) Effective (and
* {(CPI'Rent (CPI Home- Cost Total Income Transfer)
Index) owners of Personal Tax Personal
: Index) Living incomes. Rate Incomes
1961 100.0 100.0 100.0 1000 7+ 106 100.0
1962 100.2 102.8 101.2 -108.9 105 109.1 "
1963 100.3 105.9 103.0 . 115.7. 105 115.8
1964 101.2 110.4 104.8 1238 114 122.8
1966 . 101.9 115.0. 107.4 136.4: 11.7 134.8
1966 E 103.6 120.1 111.4 153.1 13.4 / 148.3 .
1967 o 1074 '126.\9 115.4 T 168.0 14.7 160.3..
. 1968 1118 1361 120.1 184.9° 159 174.0
o 1969 i 116.3 148.3 125.5 2053 ° 17.7 J89.2
1970 : 120.3 161.3 129.7 221.0 189 ! '200,7
- 1971 © 1225 1743 "133.4 244.6 19.2 - 22141 :
1972 124.3 188.3 139.8 . 2739 19.0 .. 2481
1973 1264 - 2070 1504 - 3122 192 1~ 2824
1974 130.1 227.1. . - 166.8 3551 ° 19.9. 320.0
Increase . 30.1% 127.1% - 66.8%" 255.1% 87.7% 220.0%
- 1961-1974 - ‘ '
: -
. 'Sources; . Central Mortgage and Housmg — Canadian Housmg Statistics, 1974
! Tables 106, 102. ] ) P

National income and Expendlture Accounts, Statlstlcs Canada, Varlous
years, o 1974. :

Less income spent on shelter

The most “recently available 1nformat10n (1972) indicates
_that the net effect of rising incomes and rising costs’ of
accommodation has been to stabilize ‘the percentage of:
+income spent on shelter. The trend from 1962 to. 1969 had
been toward.a reduction in the percentage of income spent
on shelter — the average falling from 18.6 to 16.0 per cent.
‘From: 1969 to 1972 the increase was one-tenth of .one per

"." cent on average for Canadians.- The most important factor -

working to reduce the proportion of income spent on shelter

15 > Lot

Whal are rhe facts’ Ll







: What are the facts?,

“Exhibit 7 = Percentage of Income:Spent on Shelter (Canada)

" 1962 1969 1972

" By all income groups* - ; . 186 ° 16.0 16.1
Percentage of Canadians . ‘ -{100.0) (100.0) (100.0)
By households with income under $4,000 29.9 30.7
Percentage of Canadians with income )
under $4,000 . (16.9) (13.3)
‘By households with income between $4,000 and $10,000 18.3 19.8
Percentage of Canadians with income - ;
between $4,000 and $10,000 (47.5) (34.7)
By households with income between $10,000 and $15,000 . . 149 15.8
Percentage of Canadians with income
' between $10,000 and $15,000 (24.5); - (29.7)
By households with income over $15,000 124 13.2
Percentage of Canadiang with income S
over $15,000 . (11.0) (32:.3)
Source: Statistics Caheda, Family Expenditure in Canada, Volume IlI, Infor-

mation Canada, 1969. Table (l.

Stanstlcs Canada, Urban Famlly Expend:ture, 1972 Selected tables
Page 18

. There is a rule. of thumb that a person should spend,
say, 20-25 per cent of their income on rents or princi al,
interest” and taxes. Since this rule ‘is apparently in wide
spread use, the average of 16.1 per cent of income spent
onshelter. appears to be very low. A reconciliation of the
difference is possible along the following lines.. '

The. 25 per .cent rule of thumb applies to home pur-

- chasers at the time that they buy their houses. During sub-

sequent years, their incomes typically rise much faster than
the principal, interest and tax-payments they have to make.
On-average, half of the total number of homeowners will
be half ‘way through the term of their mortgage, i.e. about

12 years will have elapsed. If we assume that during that

period the increase 'in incomes is, on ‘average, twice as_ .
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' great\ as the increase in the costs of “carrying the house”
(an assumption that is in keeping with the information in
- Exhibit 6), then-the average percentage of income spent by
homeowners would: be expected to fall to about 13 per cent.
Since homeowners comprise more than 60 per cent of total
families, this would produce an average-shelter cost-to-
income ratio (including tenants) of about 16 per cent.

“The cost-expense-rent squeeze”

The cost of rental accommodation index (Exhlblt 6) indicates
that, relative to other things consumers buy (the Con-
sumer  Price Index) and relative to homeownership costs
(the homeownership index), rented accommodation is-a
bargain for tenants. However, to the extent that landlords

. experience the same sort of costs as homeowners, it is clear

that tenants cannot continue to enjoy their present position.
In fact, investment in rental property has become increas-
.mgly unproﬁtable —a trend which Smith clearly 1dent1f1ed
in 1970.

“Recent events suggest that further housing problems
may be facing us within the apartment market itself . . .
and over the next few years this .can: be expected to
continue unless rents rise sharply. This distortion can
be called a cost-expense-rent squeeze.

Most of the points clearly indicate the tremendous -
cost pressures arising to drive up rents and/or curtail
-construction.

In today’s pohtlcal env1ronment however; rising rents. -

will generate intensified pressure for-rent:control or

\rental review boards and increasingly stringent regu-

lations for the.landlord which could make new con-
.- - struction a very hazardous undertaking,”>

Thmgs have not improved much in recent times, -as is

indicated by the data presented in Exhibit- 6. The cost-
-expense-rent squeeze that Smith identified has continued.

SL.B. Smith, Op. Cit., Pages 16-18.
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A particularly graphlc indication of the extent of the squeeze -

is to be found in a detadiled study of the Vancouver housing
market conducted by Professor J.G. Cragg, of the University

of British- Columbia Department of Economics, in 1974.-

This, study was commissioned by the British' Columbia

Rentalsman to determine what the Allowable Rent Increase

ought to be under the Province of ‘British Columbia’s rent
control legislation. Professor Cragg determined that:

“An -Allowable Rent Increase of  30% would cover
completely the past changes in costs . . . An . . . increase
.. of 16% is probably a lower bound on the fea51ble opera-
tion of rent control . . . an increase of  still smaller
- magnitude- if effectlve can be expected to entail very

strong dangers that the usually cited undesitable effects -

of rent control will begin to emerge and that new rental
construction will not occur.”s.

In “its wisdom, the Government of - British Columbia,

allowed an increase of only 10.6 per cent.” This increase is
less than one-third the increase necessary to cover “com-

" pletely the past changes ‘in costs” and only two-thirds as .
large as. the rate that Cragg suggested as the absolute

mlmmum

Singleminded policy
The ‘coup de grace’ to the profitability of rental housmg

" was delivered in 1971 in the form of Finance Minister

Benson’s tax reform measures.” We have just seen that
Smith was arguing strongly in 1971 that investment in rental
accommodation 51mply was not feasible. The tax provisions

:that were introduced in 1971 had the effect of making such

investments “even less profitable and .even less attractive to
investors. In the light of Smith’s warnings, the 1971 change
in the tax act appears, retrospectively, to have been a policy
measure out of keeping with responsible: actlon It is even

- ¢J.G. Cragg,. “Rem Control Report” submxtted to the British Columbia Rentals- :
" man. Mimeo, 1974. . .

‘7Summary of 1971 “Tax Reform Legislation, Honourable E.J. Benson, Mlmster

of Finance, Department of Finance, Ottawa, 1971,
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more ‘difficult to understand when one takes-into account
the warnings (in 1966) contained in the Carter Report. which
was the source document for the Benson White Paper on
" Tax Reform and, ultimately, the source of the change in
legislation.

In his report, Carter clearly warned that if the proposed
tax measure was adopted,

“construction activity would be reduced for a perrod'
until rents rose . sufficiently in response to. a growing
demand to restore the relative attractiveness of real .
_estate investments . . . the government would probably
have to take actlon to offset’ any reduction’in apart-
ment construction during the transitional period.”8

;. Of course, the required increase in rents did not materialize,
the required government construction 'did not occur and in
1975, the Finance Minister was forced to “temporarily”
suspend parts- of the tax measure that had been so single- -
mmdedly installed in 1971.

A perfectly predlctable emergency situation”

It isalways difficult to drsentangle and quantify the separate
“effects that government policy and other developments have
on a particular aspect of the economy ‘and, although in this

respect-the housing market is no exception, it is clear that -

the housing market condition in Canada in 1975 bears a
depressing resemblance to that forecast by Smith in 1970 and
anticipated by Carter as early as 1966. The market has
-certainly reacted to the “cost-expense-rent squeeze” and the
hostility of the political climate in exactly the way that
Smith projected. The total number of new apartments being
constructed in Canada has fallen dramatically during the
four years since Smith issued his warning,

Exhibit 8§ displays the extent of new apartment con-

' _-struction over the period 1961 - 1974. In order to remove the

-effect that monetary policy has on all construction activity
we display- apartment “starts” relative to total starts. (Total
starts 1ncludes smgle houses duplex and apartment starts)

- BReport of the Royal Commission . on Taxatlon, Volume 6 Queen’s Printer,
Ottawa 1966. Page 128. . .
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EXhlbIt 8. — Apartment Constructlon in Canada

Ratlo of Apartiment: Ratio of Apartments

Starts to Total Completed to Total " “Vacancy
“Starts” Completions* - : Rate
1961 C28:4% S 23.2%. . -
1962 31.5% 30.0% -
- 1963 40.2% - 35.9% : - 8.1%
1964 - 45.3% 41.6% 5.7%
1965 .46.8% 42.5% : 4.6%
1966 38.3% - 45.8% - 3.2%
1967 45.2% 40.9% ' 1.4%
1968 52.5% = 45.8% 2.7%
1969 B 52.7% 50.5% ) 4.0% -
1970 48.2% - 50.4% - . 5.0%
1971 ' 45.4% 44.2% 5.0%
1972  41.5% 42.3% 4.5%
1973 39.6% 38.8% S 3.4%
1974 . 33.3% . 37.2% 1.8%
Source: - Central Mortgage and Housing Corporation; Canadian Housing Statistics, -

1970, 1973, 1974. Vacancy rates not available prior to 1963.

*It-should be noted that for various reasons not.all “starts” get.“completed” and

accordingly there -is no exact correspondence between the starts ratioc and: the

completions ratio.

Several things seem clear from this -information. " First,

apartment construction has fallen precipitously in relative

" terms’since 1970. Second, the measured vacancy rate rises
and falls as apartment completions rise and fall. Third,
the relative number of apartment completions in' 1975 ‘will
fall to a level lower than it has been since 1963. Fourth,

.~ vacancy rates will"likely continue to fall and will remain

at'a low level until either -apartment construction has re-

~sumed or until the demand for existing suites  is- brought
into balance with. the supply Neither of these things will-

. occur. unt11 rents rise.

End of an'era

Accordmgly, although tenants have been. relatively more
fortunate-than homeowners in the recent past, this-advantage
has, to some extent, sown the seeds for a reversal in the
future. The fact that rents have not risen has led to reduced
construction and . this, in turn, has produced a tighter hous-
[ing market. Rents .will- eventually rise, -unless prevented
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from doing so by political intervention, until rental -accom-
modation reflects the true cost structure - that - landlords
face. In this event, the relative advantage that tenants now
enJoy will be removed. v

The real danger for the Canadian housing market is
the possibility that rents will not be allowed to adjust to an
economically viable level. And, as the British Columbia
Goyernment’s treatment of the Cragg report indicated, there
may not be a political willingness to accept developments
in-the short run that are inevitable if the housing standard
of Canadians is to continue to improve:.in the long run,,

IS THERE A HOUSING PROBLEM?

Much of the current public.debate on housing seems to have
imbedded in it the presumption that there is, if not a housing
crisis, then at least a housing shortage. Moreover, the
clamour that “the government should do something” about
the current “state of affairs” is mounting in virtually every
province in Canada. The current campaigns by tenants for
rent control are an aspect of th1s activity. But is there a -
-housing problem" .

The foregoing analysis of ‘the data avallable suggests ,
surprising though it will seem-to some readers, that there .
is no housing problem, That is, there is no housing problem
in the sense that the housing marker is in a state of mal- .
function. To this extent our conclusion echoes that of -the
authOrs of The Real Poverty Report”, who‘concluded:

“The problem is probably not that there are not enough

decent houses to go around 9 - :
The conclus1on that. there‘is no general housing. problem
is no less sensible now than. when The Real Poverty Report :
was written.

“9The Real Poverty Report; lan-Adams, William Cameron, Brian Hill and Peter‘
Penz, M.G. Humg Ltd., Edmonton, 1971 Page.76. . ; :

; 23
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~No. symptoms -

‘Put another way, if there is a housing problem, ' what are its
symptoms? For example, does the fact that the average
Canadian occuples a quantity and quality of living space

unsurpassed in the world suggest that Canada has a housing \

shortage of crisis proportions? Or, can housing be consider-
ed too expensive for the average person to afford when

. Canadian families, on average, spend more of their income

on recreation, alcohol, tobacco and automoblles than. they
do on shelter? :

-Of course, Canadians are spendmg more on housing

in 1975 than they did in 1961, but that is not surprising given
the enormous. improvement in the quality and quantity of
space that the average Canadian occupies. Furthermore,

since 1961, the proportion of income ‘that Canadians spend

on shelter has fallen by nearly three percentage points.
(In'1961, the average Canadian spént 18.6 per cent of income
on shelter; by 1972, this had fallen to 16.1 per cent). So, in
relative terms, Canadians are getting more (housing) for
less (income) in 1975 than they got in 1961." -

AR The problem is poverty
. There is no housing problem — but there is a problem The -

nature of the problem is well iliustrated in the following
quotes from a book “about rent control . . . and how tenants
“can orgamze to win and enforce it”.10

“Even if you can’t get good stat1st1cs, it’s often’ helpful
___to publicize specific cases of families paying a large
- portion -of their incomes for-rent!! . . . Stories about
specific families. who are suffering from the housing
.. < -crisis . . . can be very useful in bringing statistics to life,
S and in getting publicity for the rent control campaign.”2

The concern that lies behind . these - well-intentioned,

though misdirected, remarks is the same concern that moti-.

. vated the conclusions of The Real Poverty Report: -

l°Em11y Achtenburg, Less Rem More Control; Urban Planning A1d Inc,
Cambridge, Mass; 1973. Page 2..

_ - \Ibid., Page29.
1]bid., Page 27
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“The problem is probably not that there are not enough
decent homes to go around; the problem is that the poor
“do not have enough money either to rent or to buy
them” 13

"The problem quite simply, is that some Canadians do not

have sufficient income. Unlike Ms. Achtenburg, the authors

of The Real Poverty Report concluded that if “the poor”

cannot afford adequate housing then the solution is to raise

* their incomes. Of course, to some extent this occurs as a

natural consequence ‘of a rlsmg general standard of living
and in the end it is this rising standard of general affluence
that will eliminate poverty. For example, in Canada, between
1969 and 1972, the number of families with incomes over
$10,000 increased. from 35.5 per cent to 62 per cent of the

. total, while the number that had incomes below $4,000 fell

by 3.6 percentage points to 13.3 per cent of the total. But,
there is still a fairly substantial number of Canadians for

‘whom the provision of basic necessities is a problem,

In large measure, social concerns about housing are,
in effect, concerns about this inadequacy of the income of
certain segments of the population; that is, lack of income,
together with rising prices of necessities, inflicts - hardship.

. The policies that are enacted to deal with these concerns

should, therefore, be directed at this basic i income problem

Rent control the solution?

If poverty is the problem, can rent control be relied upon to
solve it, or is rent control part of the problem? Rent control
i§ an attempt to deal with the poverty problem by inter-
vening in the market for housing. So, in order to- assess its
usefulness as a policy instrument, one must. answer two
fundamental questions. First, is rent control an efficient way )
to provide the poor. with an income supplement? Second,
does rent control -have long-term effects on the housing

market that offset its short-term benefits for tenants?-

The essays in the second part of ‘this volume deal
specifically with these points and the results point unambigu—
ously to the conclusion that, quite apart from being a_“cure”
for any problem rent control quickly becomes a major

3 The Real Poverty Report op. cit, Page 76.
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_ ‘cause of the “disease”. The reader is referred to the article
. by Professor Olsen on the question of rent control as aid to

the poor and to all of the articles in Part II for an historical

and geographical survey of the evidence on the "housing
market side-effects of rent control.
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Housing Facts

1. Housing construct1on in Canada has exceeded famlly
and household formatlon in each year for the past 20
years.

2. In 1951 more than one family in ten was not main-
taining a separate household. In 1975 less than one
family in thirty is not, mamtammg a separate house-
hold. -

3. Canadians, on average, have access to 1.6 rooms per
person, an ‘increase of 15 per cent since 1961, and
enjoy a quality and quant1ty of housmg unsurpassed in
the world..

| 4. While in 1951, 43 per cent of Canadian homes were -
without piped hot and cold -running water th1s has
dropped to 4 per cent in 1974. '

5. During the 5-year period 1965 to 1969 the cost of.

. rental accommodation rose by 14:1- per cent. -In the
most recent S-year period (1970-1974) the increase

! .- was .only 8.14 per cent. During the same period
homeownership costs rose 40.8 per cent as compared

with 28.9 per cent in the 1965-1969 period. :

6. Since 1961 personal disposable income has risen by 220
per cent whereas rents have: risen only 30. per cent,
homeownership costs by 127 per cent and the general
cost of living 67 per-cent.

] 7.  The latest information available indicates that shelter .

i expenditures absorb about 16 per cent of the average

- Canadian family’s income whereas in 1962 the percent-
.age was nearly 19 per cent. The same data indicates
that- theé - average Canadian family spends more on .
recreation, tobacco, alcohol and automobiles than it -
“does on shelter
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8.. Housing cenditions.that prevail in 1975 were perfectly
foreseen and documented in a government study in-
1970 and antlclpated by a Royal Commission as early,
as 1966.

9. The prbp‘ortion of apartment construction o_ut of total
residential construction will fall to a lower level in 1975
_ than it has been since 1962.

10. Rents will have to ris¢ in the future to offset increases
in costs and changes in Federal Tax legislation.

Conclusions
1. "There is no housing problem for the average Canadlan

2 The problem, in the words of The Real Poveity Report, :

“is not that there are not enough decent houses
to go around; the problem is that the poor do not. .
have enough money either to rent or to buy them.”

3. The solution to this “housing problem” is proybably not
to be found in a further round of 1ntervent10ns in the
, housmg market. - ’
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APPENDIX A

REMARKS ON APPARENT INCONSISTENCIES
IN PUBLISHED INFORMATION ABOUT
HOUSING COSTS :

Periodically, Statistics Canada conducts a survey of" house-
hold expenditure .in Canada to determine, among other
things, what percentage of their incomes Canadians spend
on housing. The results of this survey are compiled by.
income group and by class of ‘tenure — i.e. whether the

accommodation ‘is owned or rented. The-recent results of

Exhibit A1 — Percentage of Income Spenton -
Shelter by Tenants and Homeowners in Canada -

Overall Average for , Average for

Year Average .Homeowners : Tenants
1962 18.6- 15.7 18.3
1864 . 16.8 R 16.1 17.4
1969 . 16.0 15.1 174
1972 ©16.1 ‘ 147 17.9

Source: Statistics Canada, Family Expenditure in Canada, Informatlon Canada
- 1969. -

b Statistics Canada, Urban Familvaxpenditure, 1972, ‘Selected tables,
Mimeo, Statistics Canada.

Statistics Canada, Urban Family” Expendnure 1962 1964 Queens,
Printer, Ottawa.

this survey (197,2) indicate (Exhibi"t'“Al) that at-the time of

the survey tenants were paying a higher fraction (17.9%) -~ ;

of their incomes for shelter than they had at" the time of

* the previous survey (1969). Furthermore, according to the

1972 data, homeowners were devoting less of their income .
to shelter costs than-they had in 1969. This information
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apparently conﬂlcts with the costs of rental accommodatlon
index reported in Exhibit 6 in the text. (Reproduced here
as Exhibit A2 for reader convenience). The purpose of this
appendix is to attempt to resolve this conflict. '
© - The rental cost index is calculated from information
gathered in the Labour Force Survey. In constructing the
index, Statistics Canada makes an effort to adjust the rents
paid for changes in quality and quantity of Housing services
purchased. Accordingly, it is a measure of the cost of
“standardized” accommodation and is roughly comparable:
ona year—to-year basis.

Exhibit A2 — Prices and income-in Canada

Cost of Housing:

For For Home- After Tax
Tenants owners General Effective {and
(CPI Rent (CPI Home-  Cost Total Income Transfer)
Index) owners - of Personal. Tax Personal
: ' index) Living Incomes Rate Incomes
1961 ) 100.0 1000 1000 100.0 106 100.0
1962 -100.2 102.8 101.2 108.9 105 - 109.1
1963 100.3 - 105.9 103.0 1157 10.5 .115.8
1964 101.2 1104 104.8 123.8 T 14 1228
1965 101.¢ ~115.0 1074 . 1364 1.7 134.8
1966 103.6 120.1 111.4 - 163.1 13.4 . 1483
1967 107.1 1269 - 1154 168.0 o147 160.3
1968 - 1118 T136.1 120.1 184.9 159 174.0
1969 116.3° ° 148.3 125.5 205.3 CATT ©189.2
1970 120.3 161.3 129.7 -221.0 18.9 '200.7
1971 1225 - 1743 - . 1334 244.6 192 . 2211
1972 124.3 188.3 138.8 - . 273.9 18.0° .- 248.1
+ 1973 126.4 207.0 150.4 3122 So182 282.4
1974 130.1 227.1 ‘166.8 355.1 189 . 320.0
Increase 30.1% 127.1% - 66.8% 255.1% 87.7% 220.0%
1961-1974 4 .
Sources: Central Mortgage and Housmg - Canadlan Housmg Srat:st/cs 1974

Tables 106, 102.

.National Income and Expenditure Accounts, Statistics Canada, Various
years, to 1974. ' ’
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The percentage of income spent on shelter as calculated”
from the Family Expenditure Survey, on the other hand,
does not take account of changes in.either the quantity
or quality of ‘space occupied Accordingly, the fraction of_
income spent on shelter is not, strictly speakmg, a very good
measure of the change in the cost of shelter on a year-to-year

. basis. For example, if neither a family’s income nor the cost

of apartments changed from one year .to the next, but-a :°
family moved from a one-bedroom to-a twe-bedroom apart-
ment, then the percentage of income spent on shelter: would
increase. In this case, the increase would be indicating the
fact that the family occupied more space, and not that the

" cost of apartments had changed.

A situation similar to that outlined in the foregomg

‘example seems to have arisen in Canada. We know that

homeowners’ shelter costs have risen much more quickly
than the shelter costs of tenants. (Exhibit A2). In spite of

this, the fraction of income spent on shelter by homeowners .

has fallen slightly while the fraction of income spent by
tenants has risen. At least a partial explanation for this is’
to be found in Exhibit -A3 which records, in rough terms,

the amount of living space occupied by tenants and home- - - :
. owners.

Exhibit A3 — Living-Space in Owned and Rented Premises

Owned . Rented

1966 1971 1966 1971
.- Percentage of total househbids with: - R - .
More than 2 rooms per person 27.6 30.4 20.8 27.7
. Between 1 and'2 rooms-per, person 60.0 60.3 65.1 635 -
Less than 1 room per person 124 .83 141 8.8
. TOTALS 1000 - 1000 100.0 100.0 .
Source: ‘Perspective Canada, -Statistics Canada, 11-507,- Information Canada,

1974, Page 216.

According to this census information, tenants have
increased the amount of space that they occupy much-more . ..
than have homeowners. Between 1966 and 1971 there was :
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a six per cent increase in the number of tenant households
occupying living space with more than one room per person.
During the same period the number of homeowner house-
holds occupying (on average) more than one room per person
increased by only three per cent. Thus, although home-
OWners on average occupy more space than tenants, the rate
at which their access to space is 1ncreas1ng is much lower
than it is for tenants.

. In other words, on.average, more tenants are moving
into larger accommodation and, accordingly, the percentage
of income that tenants spend on accommodation would have
increased even in the absence of changes in incomes or the
cost of accommodatlon

Information that confirms the impression that tenants
are occupying more space is to be found in Exhibit 3. That
. information indicates that lower-income families have in-

“creased their access to living space by about 50 .per cent
during the intérval between the 1961 and ‘1971 censuses,
whereas the average increase for all Canadians was only
15 per cent. If one assumes that low-income families are "
largely- tenants, then this information confirms the impress-

~ ion that tenants are, on average, increasing the amount of

space they occupy faster than homeowners are.
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‘APPENDIX B

A COMMENT ON THE ECONOMIC COUNCIL’S
“COST OF HOUSING” INDICATOR

In its Eleventh Annual Review, the Economic Council of
Canada constructed a rent-to-income-ratio as an indicator
of the cost of housing. That is, they calculated the average
rent per room and divided that by household income ito get

' a measure of the cost of accommodation. According to their-

calculations, rent per room as a percentage of total house-

-hold income rose from 3.7 per cent in 1961 to 4.2 per cent

in 1971.1 Since this piece of information conflicts with the
information provided by the Statistics Canada survey of -
shelter costs presented in Exhibit 7 (in the text), we will de-
vote some-time to a consideration of the Economic Council’s

. measure.

In order to calculate a rent-to-income ratio for all
families, it is necessary to regard all families as tenants,.
i.e.; owner-occupiers are regarded as both landlord and
tenant. In making their calculation of rent for owner-
occupiers, the Economic Council apparently? assumed that
rent wa$ equal to one- per cent of total house value. So, if
at the time the census was conducted a family was occupying
a house valued at $20,000, their-rent ‘was “imputed” as
$200 per month. Of course, the amount that the family
actually paid in principal, interest,, taxes, maintenance, etc.
could have been quite different than this estimate. On
average one would expect an estimate of ‘rent calculated in
this way to be an overestimate of actual cash rent because
house values have risen more quickly than costs of -maint-
enance.

'Economlc Councﬂ of Canada, Eleventh Annual Revxew Economic Targets and

Social Indicators, Information Canada, 1974, Page 87.
2EJeventh Annual Review, Appendix A., Page 204, Footnote 2.
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. 1If; on the other ‘hand, “imputed” rent and-not cash rent
"1s the outcome of their measure, an estimate of the percent-
. -age of income spent on rent calculated in.the way that they
suggest woilld be biased because the income measure used
"-is incorrect. In order to demonstrate why this is-so.we have
constructed a hypothetical example of a home-owning
~family. - )

Exhibit B1'
1961 1971
" House Value - $10000 $20,000
* . (of-which equity) $ 1,000 $13,000*
‘Rent Imputed $100 per month $200 per month
(Economic Council Basns) $20 per room . $40 per room
Family Income : $541 per month - $952 per month

(measured by Statisiics Canada

and.used by the Economic Council} ) .
Farnily Ihcome - $547 permonth $1,028 per month
(including imputed income : ’
“from equity at 7%) = ) '

Rent (per room) : 3.7% 4.2%

as a percentage of .

measured income .

Rent (per.room) © B7% - : 3.9%

as a perceritage of - E

total mcome

*Of which $10 000 is ‘assumed to be capltal gain and $2 000 |s assumed to be
'reductlon in mortgage principal. .

= The example is presented in Exhibit Bl. In- the example 1
" : have assumed that the family bought and owned a 5-room
house in 1961 that was valued at $10,000 and that they had
an income of $6,486. Using the Economic Council’s formula,
the family’s “imputed” tent in 1961 was $100 pér month. -
This yields 3.7 per cent of monthly income as the cost per
‘room.. The measured family income used in that calculation-
ignores, as most families do, the fact that the family had
implicit income from their equity in the house. In other
. words, the down payment of $1,000 could have been invested
“in an asset other than a house and the family’s measured
_income would have been hlgher by the amount of interest.
~(In_.imputing the income ‘on the down ‘payment and on
- accumulated equity in the example, an interest rate of 7% has
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been used) Since the Economlc Counc1l’s formula 1ncludes :
this interest income foregone as part of the “rent” of owner-
occupied dwelllngs, the corresponding income must also be
imputed. :

Although allowance for “imputed income” makcs no
difference to the calculation in the initial year (1961) be-~
cause of rounding, the difference for 1971 is quite dramatic.’

The calculation done with measured income produces the =

Council’s figure of 4.2 per cent, whereas. the calculation -
done with total (1nclud1ng imputed) income is-3.9 per cent.

The conclusion that this example suggests is:that to°
the extent that homeowners have equity in their homes, the
procedure used by the Economic Council of Canada to’
- calculate the rent-to-income ratio. is biased. The extent’ of
the bias depends on the extent to -which families who own
their own homes. have equity in their homes.

Quite apart from this demonstration that the Council’s
measure could be biased, it is difficult to accept their esti-
mate given the actual survey data presented in ‘Exhibit 7 -

“in the text and given the fact that the Council agrees that
-access to.living space has increased. The survey -data
indicate a decline in the average proportion of iricome spent:

on shelter3 from 1962 to 1972 of.2.5 percéntage points. .-

The “living space” data (Exhibit 3 in the text) indicate
an increase in the average number of rooms per person. The -
shelter cost data indicate a reduction in the proportion of

income spent on shelter. How, then, can it be said that the =

~ proportion of income spent per room has increased?

Since this particular “Social Indicator” will doubtless
be the subject of much attention in the following decade
one hopes that these apparent defects in its construction
will be remedied. v N

’

3Shelter includes rent of premises and heat and light. The heat and. light °
component has fallen slightly but not by enough to influence the overall con- =
clusion that we have drawn with respect ‘to the Economic Councﬂ’s measure’ of -
prem1ses costs as a propomon of income.
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‘What are the Concepts?

M.A. WALKER o -
-- Chief Economist, The Fraser Instttute

Rent control is a form of price ﬁxing that increases the
-shortage of housing and ultimately reduces the ability of
tenants to choose where and under what. conditions they
live. »

Rent control is a form of tenant protection adopted Because
housing is a basic -need like sunshine and fresh air and its
provision ought not to be left to the vagaries of the market— :
place. - ~

"~ “ Not surprisingly, what rent control seems to-be depends on

your point of view. Whatever else rent control is, it is certain-
ly an aspéct” of ‘economic policy, and in the end will have’
- effects that depend. on peoples” economic behaviour. Rent
control, as an aspect of social legislation, cannot. avoid the
reality that it is, in essence, a form of price control. There-
fore, by-definition, it creates (or exacerbates) ‘a shortage of
‘housing by ‘increasing the quantity of- housing demanded -
and decreasing the quantity of housing supplied.
This introductory essay provides a framework for the -
.analysis of rent control from the economist’s point -of view.
What is the economic behaviour - of citizens as regards

- housing? What is a housing shortage? How are rents de-

terinined? What are price controls and what effects do they
bave in the short term and in the long term?

37




1 THE DEMAND FOR HOUSING ‘SERVICES’
What are we talking about?

Some of the confusion that surrounds the discussion of
"housing market operations arises because a general agree-
“ment is ‘not reached by the discussants about the nature of
the ‘commodity that is being bought and sold. So, let’s first
consider the notion of -housing as a consumer product.!

: Houses. and apartments. are, in general, demanded
-because of the services that they provide to the occupant.
“For instance, housing units provide shelter, privacy and
“sanitary and other amenities. They also provide a source of
‘recreation for some people and the facility to support other
- activities. The demand for houses or apartments is, accord-
“ingly, an expression of “the demand for the services” that
‘housing units provide..

" Basic shelter

The most basic level of housing service (and the one that
-~is.normally implied .in statements of the sort, “every Can-
adian  has the right to decent accommodation”) is the
shelter provided by housing. Such statements are ambigu-
ous because the notion of “basic accommodation” is itself
somewhat elusive and is very much tied in with the notion
7. of standard of living and quality of life.2 As the general

‘level of -afflience and social norms change the perception

“of “basic.accommodation™ will also change. For this reason,

“it will always be ‘'somewhat difficult for society in general

‘and people in partlcular to determine obJectlvely what the

- basic shelter service of housing is.3
1A similar discussion, though more technical,is to be found in Righard R. Muth’s

essay, “The Demand for Non-Farm Housmg’ in The. Demand for Durable Goods,”
"Edited by Arnold C. Harberger University of Chicago Préss, -1960.

- 2For instance, does “basic accommodation” include piped runnmg water, exclusive
use of bath.and exclusive use of a flush toilet? The answer for Canada in 1975
1s an unquahﬁed *yes”; the answer m 1951, when 43 per cent of Canadian house-
““holds lacked piped watet, 39 per cent lacked exclusive use of bath and 29 per cent
lacked - exelusive use of a flush toilet would probably have been “no”. (See
- footnote 7.)
3The notion of basic shelter and the notion of “minimum standards” as ‘set by
.local building codes and planning by-laws are not distinct. It is difficult to know
,i‘ whether affluence “pulls up” minimum standards. or whether they are separate
- influences on- the level of accommodation that is considered basic. '
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- as, ba51c shelter. The vast ma]orlty are built as basic-shelter
plus some level of convenience or extra . amenities. It is
largely en the basis of the quantlty of the latter that the
- price.or rent is established. This is because the extras yield
“a flow of services to the occupant, either in the form of
direct convenience or in the form of social prestige. The .
level of services provided by a given housing unit usually
falls as the unit gets older, rises as renovations are made
‘and varies as external factors such, as neighbourhood con-
ditions change. (Freeways are a modern example of such
external factors). A given housing unit is thus capable of
producing a varying amount of housing services.
To take a common-place example: the decision of a
landlord to paint or wallpaper a room actually constitutes a -
- decision to increase the flow of housing services from a
given housing unit. Although this may be difficult to accept
at first sight, the truth of it.can be quickly seen in the fact-
that a newly-painted apartment attracts a higher rent than
an identical one that has not been decorated.

Wants and the law of demand

The desire to have access to housing is”one of an almost:
unlimited number of human “wants”. The process by which
. wants are satisfied constitutes the general subject matter
of economics. The want for housing services becomes: the -
_demand for housing services as soon as an’ individual has
made a choice to 'spend- some of his income to: acquire
"housing services. Of course, there is no choice but to demand
the basic shelter service that is;required to sustain life. The
question of choice relates to how much more than the basics
people will demand given their income. .
_The decision to acquire somehousing. services is re-

alized when a person rents (or buys) a particular housing
unit. In essence, this reflects.a decision about “how much
housing services.” Housing units of comparable size natur-
ally yield very different flows of services because of location,
age, ‘built-in amenities, etc. and they will bear rents (or
prlces) that reflect -this difference. Each level of housing
services has a cost associated ‘with it and, in general, the -
higher the level of service-the higher the rent (or puchase o
price). :
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O ",W'ha'l is. the problem?

.:Status-faction

Since -most of us have :a limited incomé, we must choose -

between alternative uses of that income. Aside from satis-

- .. fying a basic need for shelter, housing perhaps provides

‘recreation, possibly a claim to social standing and often a
level of convenience to facilitate other- activities. Even the
most casual examination of current housing use- would
suggest that the “basic need” motivation is by far the small-
‘er” part in the determination of the effective demand for
housing. This fact was noted nearly a century ago by one of
the fathers of economic theory, Alfred Marshall:

“House room -satisfies the imperative need for shelter
from the weather; but that need plays very little part in

the effective demand for’ house room . . . relatively .

large-and well-appointed house room is . . . at once a
‘necessity for efficiency’ and the most convenient and
obvious way of advancing a material claim to social
distinction.™ _ :
We can assume, then, that most of- the characteristics
of housing services are close competitors for other things

in the typical family budget.5 The need for “status” can-

perhaps be satisfied by buying a “fancy” car, a “fancy™
‘boat or a “fancy” house or apartment umnit depending on

- 'the person’s preferences and life style. The range and vari-
ability of preferences is well illustrated by the fact that in
certain circles “status-faction” flows from driving a much
smaller and less expensive car than one’s income  could
comfortably support. Recreation can flow from the facilities
provided in a house or apartment, holiday trips, pub crawl-
ing, bowling nights, television, movies, etc. The choice that
'is. made will depend on an individual’s preferences his
total income, the price of housmg services and the price -of
other things.6

"4Alfred ‘Marshall, Prmmples of Economics, first published in 1890, 8th Edmon,
Machllan, 1920, P. 88. -
“SThe colloquial expression “house poor”, for example, describes an individual or
family. that has displaced most recreation expenditures by commlttmg income to
the purchase or maintenance of a house.
6The point is that the housing sérvices expendlture-demsnon is mextrlcably bound

up-with other expenditure decisions and will necessarily reflect the choices that .

' .an individual makes over this range of expenditures. For example, if the difference
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Summary v R

All of the foregomg has been “1n a1d of”? 1solat1ng several
1mportant characteristics about the demand for housing
services:

1. The demand for housing services over and above the
minimum standard will be determined by income, the
price of housing services and the prices of expendltures
_that compete with housmg

2. The existence of legal minimum standards reduces the
choice of some consumers because the minimum stand-
‘ard may well be above the basic shelter requlrement
of some consumers.’

3.  The need for shelter is only one of the determinants of
the demand for housing — the wants for social stahding,

,recreatlon and other things play an equally important
role in-determining demand.

-~ between an apartment without a view and one with a view changes from 2 nights
pub-crawling to I night or from 10 to 5 nights bowling either because pub--
crawling and bowling become moré expensive of because apartments with a View
become cheaper, an individual may decide to move to an apartment with a view.
The decision to move would be reflecting-the judgement that.an apartment with a -
view is: preferred to one night’s pub—crawlmg or five nights bowling but not pre-

: ) ferred to twe nights pub-crawling or ten nights bowling. -

7An interesting case in point is the confrortation in 1974 between the tenants of
.apartments in 1601 Comox Street, Vancouver and the City of Vancouver-with
regard to a new city ordinance requiring the construction of two covered stair- '
wells or a sprinkler system in the building: The building had satisfied all require-
ments - prior to the new ordinance which was made retroactive. The tenants
unanimously expressed ‘the opinion that they did not feelthat the modification
was necessary and that they-did not want the added cost in the form of higher
rent. The city council rejected the dppeal of their landlord and. the tenants will
be forced- to- occupy higher cost ‘(higher’ standard?) accommodation than.they
would prefer. Also, since all similar accommodation: is- a.ffected by the new.law
~ they cannot avoid it by moving. : st
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- II THE SUPPLY OF HOUSING SERVICES

- (i) Current supply
The economics of the supply of housing is similar to the
economics of capital intensive industries like smelting, refin-
ing or paper manufacturing. In order to sell housing sefvices
in a given year a landlord must make a housing unit avail-
able. Whether this involves an existing structure, the reno-
vation of an existing structure, or the construction of a new
building, it always éntails a large capital investment and,
hence, a high capital output ratio. (That is, the cost of a
housing unit is high relative to current gross rents, which are
a rough measure of “output”.)

In addition to capital, the provision of housing services
. entails various current costs that amount to about a third of
“the total: the wages of labour (for maintenance, and jani-
torial services), materials (oil, gas, paint, etc:) and mana-
gerial ‘and entrepreneurial talents. The supplier/landlord
also incurs a property-tax cost that is related, more or less,
tothe amount of housmg service that he produces 8

A fixed supply

-Because. the supply of housing is prov1ded from a fi xed -

number of houses or apartments. at a‘given time there is a
natural tendency to regard the supply of housing services
as fixed in the short run. That this is not strictly true, how-
ever, can be inferred from the fact that roughly 38 per.cent

~ of .the costs incurred in the provision of rental housing are

current costs unrelated to the provision or maintenance of
capital.® Thus it is possible for the supply of housmg services
“to fall ‘to some extent, even in the short run.!0 It is not as

,8Property taxes~ are asséssed on some appraised value that ultimately depends on
rents and accordingly an increased flow of housing services leads to increased
. taxes.

9J.G: Cragg, “Rent Control Report”, Page 51, Table 2. This report ‘was commis-
sioned by the British Columbia Rentalsmahi to determine what the “Allowable

Rent Increase” under the province’s rent control’ legislation ought to be. Other.

similat -evidence on the current costs associated with the supply of housing services
_are to’ be found in L.B. Smith, Housing in Canada, Central Mortgage and
“Housing Corporation, Ottawa, 1971, Pages 16, 17.

o[t is important to_distinguish between the supply of housing. services and the
consumption of .housing. services. It is possible, for example, that ‘a landlord’s
reduction in janitorial services will be offset by the tenant providing more services
himself. This clearly represents a reduction (Shlft) in the supply of services but no
fal] in consumption.
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' obvrous that: the supply can be very greatly increased but

_some increase is possible, Lower average vacancy rates
amount to increased production of services — i.e. more in-
‘tensive utilization of the stock — as do increases in services
and amenities and reconstruction or decoration of existing.
suites: The proliferation of “basement suites” in tight hous—
ing markets is a case in point.

An 1nterest1ng example of the extent to which the supply,
of housing services can rise in the short run under the pres-
sure of events is to be found in Professor Milton Friedman’s,
analysis of the San Francisco earthquake. of 1906. :(Re-
printed in this' volume). During the three days that the
tremors and fires lasted the city lost about half of its housing
units. And, even though there was a substantial exodus of
people from the city, the half of the housing stock that
survived the earthquake had for many months to absorb
about a fifth of the population in addition fo former inhabi-
tants. In other words, each house: had to provide shelter
_for about 40 per cent more people than it-had before the
earthquake!

In general however a51de from margmal adjustments
increases in-the supply of housing services depend on in-

* creases in the basic stock of housing units. Investment in
housing units in turn-depends on. a variety of factors, -only
. some of which are determined in the housing market. In
_the next section, therefore, we identify some of the elements:..
that appear to determine the level of housing investment.

(n) Investment in housing units

There is a supply of housing services generated in the private
sector because -investment in the production of housing
services yields (or did yield) an attractive rate of réturn, In_
order to isolaté the principles involved we will consider
the position of a landlord (or a prospectlve landlord) at a
partlcular point in time. ‘

(a) 'Will there be a dem‘and for the units once they are built? -
-(b). What will the market rent be at the time they are ready
(assuming that they can be rented at the market rent)?
(c) . ‘What will the variable costs be at the time when the
* _units are ready?
(d) - What rate of return could be reahzed on some other
‘ form of 1nvestrnent" ,
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(e) .- What tax policy will apply in the calculation of net
income tax payable on the income from the investment?

The basic uncertainty

The first question addresses the basic uncertainty that is
associated with rental housing from the point of view of the
. landlord. Not only must a prospective landlord guess what
future demand in general will be, but he must also attempt
to forecast the demand for the particular kind of units that
he is proposing to build. In order to assess the future
~course of demand a landlord would, in theory, -have to
calculate thé net increase in demand resulting from the net
increase in the number of households, the rise in incomes -
and changes in relative prices. In practice, precise informa-
tion along these lines is not available. Landlords must there-
* fore rely on their own judgements about current indicators
of housing service demand.

* The competitive return on investment

Having determined that a demand for the units might exist
the landlord must then calculate the prospects for the rate of
return . on the investment. Most often this calculation is
based on current costs and current rents. A critical variable
in this calculation-is the rate of interest that must be paid
to obtain mortgage funds. If it- seems likely that the provision
of more housing services will yield a profit, the landlord
must then compare the net after-tax return on his equity
. (the down payment) with the return he could. get from other
“investments. Two special factors have influenced this. com-
parison in ‘the past: prospects for cap1tal gain and tax
“deferments. 7
The change in capital value is the difference between
the purchase price and the selling price of an asset. The
price at which-a housing unit will sell is determined by “the
discounted value of the future stream of net income that it
~will yield”.!" That is, since a dollar today is worth more than
a dollar next year, (because today’s dollar would yield in-
“terést if it was invested) next year’s dollar must be . dis--
Ther¢ is apparently a rule of thumb in the housing industry that a housing unit
should sell at, say, 8 times gross rents. This is equivalent to assuming that the

housing. unit is a perpetual bond and using a dlscount rate of 12.5% on gross
return to calculate pnce
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counted (or reduced) by the interest rate. Accordingly, a
general tendency for rents to rise, with no offsetting rise in
interest rates, would lead to a rise in the selling price of
existing units. If there has been a recent record of such gains
‘being realized a landlord might well take this into account
-in calculating the prospective rate of return on his 1nvest-
ment.

The opportunity for tax deferment arises to the extent
- that capital consumption allowances can be charged against
total income and if the landlord has income from other
sources. Thus, for example, some professional people, with a
large income became landlords prior to 1971, simply be-
‘cauise the capital consumption aliowances, then permitted
under Federal tax law, could be used to reduce their gurrent
tax liability.12 In 1971, the tax law was changed to prevent
the ‘use of investment in rental accommodatlon as a tax
deferral device.

‘Having made the calculation of the “probable” after
tax return on his capital, the landlord would then compare
this return to those available on comparable investments. A
possible comparison might be that between ‘the rate. of
return on.investment in housing. and that .on long-term
- government bonds. If that comparison is made the landlord
would have to take into account the fact that housing invest-
ment involves -greater risk and greater effort than invest-
ment in government bonds.

Dlsmvestment

All of the foregomg discussion has been couched in terms
of prospective additions to the rental housing stock. It is
clear, however, that the outcome of the financial arithmetic
might be a decision not to invest or a decision to convert
existing rental housing to other uses. Since the potential
for conversion is limited, the potential for disinvestment is
correspondingly. limited in the short run. However, this does
not imply that the supply of rental housmg services cannot
fall — as was demonstrated above.

One method of disinvestment that has become popular
2Upon sale of -the asset, the taxes on the accumulated ‘capital consumption were

recovered by the government. Unless, of course, the proceeds were reinvested
in another rental property,  which postponed the recovery. until that property was

. sold.
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4in- Canada in recent years is the saleTof apartments. as
conidominiums. A combination of consumer -acceptance and ..
‘the" development of legal provisions have made this pos-
. sible. This innovation has had a fairly substantial impact on
+ the.eéconomics of housing investment — particularly, on the
price of urban land — about wh1ch more 1s said in a followmg
"“section. :

: (iii) The dynamics of rental housing investment

- One implication of the sort of investment. behawour out-
~'lined above is that the pattern of investment in -any one -
“:'market .area -is inherently cyclical.  Surges in the demand
for housing services produce a reduction in vacancy rates
which, in turn, produce a surge in investment (assuming,
‘of course, that rates of return and the availability of ¢apital
permit the investment to be realized). The uneven advance
of incomes -and family formation together with changes in
patterns of migration are reflected in uneven rates of invest-
ment in different areas.
; This inherent cyclical pattern . is, by turns offset and
amp11f1ed by the effects’ of national monetary policy and -
other developments that change relative rates of return by
altering costs.and expected tevenues. In particular, the costs
_and avallablllty of mortgage funds could well stem an ad-
vance in housing investment that. is due to an expected
surge in demand for housmg services.

III. SOME REMARKS ON OWNER-OCCUPIERS AS
LANDLORD-TENANTS

- The market for housing is formed by the-interaction of

--supply behaviour with' demand behaviour. In Canada, six
< out of ten dwellings are owner-occuped.’3 So in 60 per
“cent of the cases ‘both the supply and the demand for
- housing services come from the owner—occupler who is, in,
b effect his own landlord. ~

s '3Perspecnve Canada Statistics Canada, Informatlon Canada, l974 Page 214. The
:"‘extent. of-owner-occupation ranges from 76% in the Atlantic Provinces. to 51% in
‘Quebec. Latest data is for 1971, but- there is no reason. o think that either: the.
.~ magnitudes or:the relatibnships: have changed substantially. In 1971, B.C. stood
.. -at67%, the Prairie'Provinces at 70% and Ontario at 68%.
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In such cases the general- model outlined above still
applies, but it is necessary to modify both the demand and
the supply sides of the market to account for the effects
that ownership itself has.

For example, the flow of housmg services y1e1ded by a
house that is owner-occupied is probably subjectlvely higher -
than that yielded by an identical house that is rented.
Owner-occupiers receive what one might call a “psychic .
satisfaction” from home ownership (a “person’s” home is
“its” castle). Assuming that this is the case and that the
amount of psychic satisfaction varies with the quantity of
housing services, we can safely assume that owner-occupa-
tion increases the measured demand for housing services
at every price. Owner-occuplers should, for. this reason, be
willing to pay a hlgher price for a given marketable quan—
tity of housing services than tenants are willing. to pay.

v The owner-occupier as a supplier/ consumer of housing
services will also tend to behave differently with respect to
measured variables than the landlord. This is* due tothe -
fact that the income from a house that is owner-oeccupied
is not taxed. Assuming that ‘a landlord and an owner-
occupier have the .same access to capital, face the same
maintenance and repair expenditures, and have similar ex-"
pectations -of capital -gain, they will receive identical before
tax income from-a given house (assuming that they both
“rent” the house at the gomg rate). -However, the owner-
~occupier pays no tax on the income from his house whereas
the landlord must pay -tax. Therefore; the landlord’s after-
tax return on his capital will always be less than that of
the owner-occupier. The implication- of this is that housing
investment by owner-occupiers will be less sensitive to varia-
tions in the rate of return than investment by prospective
- landlords. v

A digression on condominiums L ‘ -

The condominium phenomenon is a good illustration ‘of the
impact of owner-occupation. Tenants who have access to
capital and high enough incomes are increasingly switching
to -owner-occupation. of condominium apartments, where
they effectively pay “rent” at a higher level than they would -
have if they had been tenants in the same building. They are

3
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. Wllhng to pay d hlgher rent because of the factors mentioned
. above "and ' because currently there ~“are prospects for a
"“‘capital gain-on re-sale — gain that is not subject to-tax:

Quite- apart from the standard attractions of owner-
T obcupation,'the federal and provincial governments have for
“years .(and increasingly, recently) encouraged home owner-
_sh1p with a variety of tax advantages, special mortgage
arrangements and direct grants. ‘

The impact of the shift toward condominium ownershlp
" is most obvious in the price of urban land, which is largely
determined by the value that people place on its “services”.
In the case of rental apartments, the price that people are
> willing to pay in rents to acquire an apartment in a particular
location determines the price that a landlord/developer
can afford to pay for land. Given that an apartment in a
_condominium project in exactly the same location will at-
“tract a higher “rent” (or what is the same be valued more
highly by an owner-occupier). a developer who is building a-
. condominium can afford to bid a higher price for the land
than he could if he were building a rental apartment. Thus,
the net impact of the condominium phenomenon has béen -
to increase the price of urban land and in the process, to’
increase the rents that must prevail before apartment con-
- structlon can profltably be undertaken:  °

Iv. RENTS,

The price of houses, like that of other.expensive, durable

commodities such as automobiles, is difficult to analyze —

: particularly'over a period of time. In most markets the price
. is readily observable and relatlvely easy to analyze. To take

~-an everyday example; the price of bread in 1975 is readlly

. observable and can easily be compared with the price of
“bread in 1950. — the product hasn’t changed.

A rent, however, is the result of multiplying a given
set of housing characteristics by the prlce of each of these
- characteristics.” Accordmgly, a change in rents can reflect
“either a change in-the price of some of the characteristics
-ora change in the composxtlon of the set.14

B '4See Muth, Op. Cit.
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The dlfflcultles become obvious in comparing rents-in
1950 and rents-in 1975. A two-bedroom apartment in 1975
in_a 10-storey apartment building with swimming pool,
recreation areas, elevators; underground parking, enclosed
fire escape, etc. is clearly different than a two-bedroom
apartment in'a 3-storey walk-up such as might have been
considered good quality accommodation in 1950.15 There-
fore, it would not be appropriate to compare the rents on
these two units without somehow adjusting for the change
in the characteristics.

A change in rents on a glven housing unit implies ‘a
change in the supply-demand conditions for the characteris-.
tics of that housing unit. That is, what we have been calling
housing services amounts to characteristics of housing units
and a rent represents some flow of services (or list of char-
acteristics) multiplied by the price of each of these char- .
acteristics.

) For example, location is a very 1mportant characteristic

of .housing because it influences the amount of time that-
people must spend travelling to and from their place of work.
There is typically a high demand for “proximity” and, for
this reason, “apartments near the activity centre of a city
usually have- high rents relative to the amenities—supplied.
For the same reason, efficient rapid transit systems usually
have the effect of reducing the price that people must pay
" for proximity. That is because rapid transit effectively. in-
creases the supply of apartments within, say, 20 minutes
- from the .activity centre. Number. of* bedrooms, height of
building and proximity to natural environments are other
_ identifiable characterlstlcs that have a more or less well-
defined price.

As the demand for, and supply of, these characteristics
rises.and falls; the prices of the characteristics change and so
~ the rents on the apartments involved change.

~In terms of our supply and demand model, then, chan-
ges in the price of housing services that lie behmd changes
in rents perform two functions:

1. They cause tenants to reassess their demand for housmg
~ services of all kinds. :

5In constructing its rent index Statistics Canada makes an ad]ustment to .take
this sort of development into account.
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2. They alter rents ona grven sort of housrng unit and hence
lead landlords or prospective landlords to reassess the
supply of housing services that they bring on the
market: (Provided that the change in rents is viewed as

_ permanent).

V. A HOUSING SHORTAGE?

A concept that appears regularly in the debate about housing
is that of a shortage. This concept is sometimes misused and
“often confused ‘with the notion of scarcity. Everything is

- Scarce owing, if not, as we are told, to the indiscretions of
Adam and Eve, then to the nature of things. There are

-shortages of very few things.

One of the most remarkable aspects of North Amerlcan
society is the fact that such a large variety of products are
available in exactly the right volume. Seldom is it that one’
hears of a long-standing shortage or surplus of commod1— ‘
- ties. Notable exceptions to this general rule aré those com:
modities that are the subject of government regulation, are:
produced by government or depend upon a resource that is
subject to government control. L

The principal -reason for this remarkable fact is that
price movements, in general, are permitted to “clear the
market”. Just as nature will not permit a vacuum to exist,

. a market (which is nothing more than the interaction of
-people wanting to séll and people wanting to buy) will
“eradicate surpluses and shortages. if it is permitted to do so.
- It does this by - signalling to consumers ‘and producers by

means of changes in prices that they should alter their

- behaviour.

The notions of ‘surplus” and “shortage” have meaning
~ only with respect to- inappropriate prices.” A surplils exists
- because the price is too hrgh a shortage exists because the
pr1ce is too low.

: Housmg shortages produce rising rents that lead to a
decrease in the quantity of housing services,demanded and

- an increase in_the quantity of housing services supplied

until the shortage is elrmlnated Surplus housing produces
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’ fallmg rents that lead to a reductlon in the quantity sup-
plied and an increase in the quantity: demanded until the
surplus is eliminated.16 17,

_ VL. PRICE CONTROLS

In general, since both shortages and surpluses are the result
of an inappropriate price it is not surprising that artificially-
maintained prices lead to either surpluses or shortages. We
are all too familiar with the effects of government price

maintenance programs for agricultural producers; surplus'

eggs, chicken and wheat have fed many newspaper stories
and Parliamentary debates in the last decade. A price held
above the equilibrium price (that is, the price that con-
sumers and producers would_ jointly determine in the ab-
sence of controls) is bound to create a surplus. This is be-
cause it encourages consumers to demand less and producers
to supply more than they would if the price' were allowed
to fall.

Similarly, a price that is set too low encourages con- ‘

sumers to buy more_than they would at'a higher price and
producers to- supply less than they would at a higher price.-

16Take, for example, a surplus. of televisions. The first indication that a surplus is °
developing (because of either overproductlon or a fall in demand) is a buildup in’ -

dealer inventory. Dealers, finding themselves with excess stocks, do two- thmgs
First, they reduce their orders and secondly, they reduce their prices.

The reduction in price causes consumers to reassess and ircrease their expendi-

tures on televisions. At the same time, the reduction in orders and the lowering of
" dealer margins causes a reduction in the production of televisions. Although all of
this takes time, eventually the -surplus is eradicated. "

The shortage situation is a mirror image of a surplus. Dealer inventories fall the

dealers are forced to wait for shipments and they find that they can sell all. -

“the. televisions they want at or above the. “suggested retail price”. -Radios and

other ‘sweeteners are no longer offered to purchasers of televisions and discounts

are few and far’ between. In other words, the effective pnce of telev:smns tends
to rise. : .

/
For their part,  consumers reassess their desire to ‘purchase a television given the -

effective price-and at least some decide that- they can do without a new set. The
net effect of theése interactions. is a: reduction ‘in' the quantity of telev151ons
- demanded, and an increase in:the supply until the shortage is eliminated.

For an excellent dlscusswn ‘of the notion of a housmg shortage see the artlcle by
Professors Friedman and Stigler in this' volurne:
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What is rhe p’rob'ler'n?“'
A pnce control is a tax

~ Another way to look at this is that if a price is kept low by
legislation, the low price becomes, in effect, a tax on the
supplier. The amount of the tax is the difference between

: " the controlled price and the market. price. The only way the

supplier can avoid the tax is by not supplying the commodity

or service. On the side of the consumer, the low price
“amounts to-a transfer payment or subsidy which is equal
" to the difference between the market price and the control

. -price. Furthermore, the more of the product a consumer
‘buys, the larger is the dollar amount of the subsidy. The
consumer is, thus, encouraged to buy more of the commodlty
or ‘service.

Can there be any doubt that such a policy, that directly
taxes suppliers and gives the proceeds to consumers,’leads
inevitably to a widening gap between the amount demandedv
and the amount supplied — i.e. a shortage?

That these are always the consequences of price con-

~trols follows from simple logic. If a price ceiling was set
higher than the market would have determined, then the
_consumers in the market (who usually provide the political
" pressure for price ceilings) would certainly not have pressed
- for the ceiling in the first place. Alternatively, if both con-
sumers and producers would have been willing to do busi-
ness at a lower price (i.e. assuming that the market price
is lower) they would simply have done so and the ceiling
price would have become yet another bureaucratic curiosity.
A ﬂoor_ (minimum) price, on the other hand (usually

" championed by inefficient producers), would not be effective

- unless it maintained the price above the market price. Cer-
- tainly if the market price were above the floor price, pro-

ducers, would want to sell at the market price.
In-the short run price controls usually confer benefits
on one side of the market or the other. Price ceilings confer

. benefits on consumers, while minimum prices (commonly

agricultural “support” prices) confer benefits on the pro-
ducer. In each case ‘the -benefit that ‘'occurs on one side of
the market is at the expense. of the people on the other side.
:" 7+ .The long-term effects of legislated ceiling prices are
“'seldom directly. observable in the case of perishable com-
modities. This is because effective price ceilings on perish-

52 e



‘.t_,

What are the concepts’ :

ryables have never lasted for any length of time: Shortages

caused by control, -either create pressures for the aban-’
donment of the control — as happened after the Second
World War — or black markets develop and the control
price becomes inoperative..In the particular case of rent.
control, the evidence on the long—term effect of control is
abundant, largely because housing is durable. | ‘

The essays in Part II of this volume provide a W1d,e :
range of experience with the effects that price control ¢an

~have in the long-term. Accordingly, nothing about- these

effects need be said here, except to note that in the long-term -
there appears to be no benefits to either side of the market.
In fact, the evidence is that the short-term gains for tenants
are turned to substantial losses in the long-term.

The boomerang effect

It is possible for price controls to 'have, on average, an
effect on prices in the short-term that is exactly opposite
from that intended. Take, for example, the case where
a ceiling price- has been imposed on a market that does
not have a homogeneous price structure — that is, a
market where the same product sells-for different prices in
the same market area. (A situation that can arise either
because people- buylng and selhng don’t know what the price
of the product is elsewhere i the market, or because there
are special circumstances in the relationship between: the . -
buyer and the seller.) In this case, the effect of a publicly-*
announced ceiling on the price w111 often be an immediate
rise in the average prlce' :

- The rise in the price occurs: under these circumstances v
because prior to the official price-fixing, some. — maybe a
relatively large number — of' the transactions in the market
were being conducted: at a level below the announced price. .
In the cases where that was due to lack of information, the
public -announcement produces  immeédiate - effects. In the -
cases where "a special  relationship existed between the
buyer and the seller, the seller can now say, “the govern-
ment made me do it . :

In those instances where the prlce control is stated in

percentage increase terms, the sting of the boomerang
effect is particularly painful because, not only does the level
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‘The rate of mcrease in rents, as measured by the
_Statistics Canada rental index (Exhibit 1), was for 1963
to- 1973 about .3 per cent.lower in Vancouver than it was in
- Toronto. On average, over’ the period ‘1961 to 1973, the "
_increases in rents in Vancouver was 2.4 per cent, while the
average increase for Toronto was 2.5 per cent. Thus, the.
pattern of rent inflation in the two cities was broadly similar
over the period ending 1n 1973, w1th Vancouver 1nﬂat1ng at’
a slightly slower rate.

In 1972, the housing markets in.both cities began to
" tighten and the rate of rent inflation, which had been gen-
erally falling from ‘its peak rates in 1967, 1968, stabilized
and began to rise. In 1971 and 1972, the rate of increase
in rents was about the same- in the two cities, but in 1973,
the rate of inflation in Vancouver advanced much more

Exhibit 1 — Comparison of. Rents Toronto-Vancouver

Toronto 27 Vancouver

Rental % Increase Renfal _ % Increase
fndex > in Rents *- Index in Rents
1963 9.3 s Lo T9e7 . sz
1964 -, 99.6 S 3 100.1 Co4
“1985 100.8 ) 1.2 100.9 8
1966 % 1034 .- 29 1020 11
1967 1089 - 53 ° 1073 52
1968 . 1144, 51 82, 55
1969 : 119.6 4.5 S116.9% - 33
1970 - . 1236 33 1221 44 -
1971 % 0. T 126.0. ¢ . 1.9 " ; 1246 . 2.0
1972, 4 o 1277 1.3 126.4 14
1973 1207 1.6 12909, 5 28 .
1974 133.3 i 28 - 1363 4.9 -
1975 - . 138.5 . 3.9 . 143.9. - ' 5.6
Average annua[percehtage ’ S : ) ) T
increase, 1963-1973 25 ‘ A 2.4
Average ‘annual percentage : B
increase:1974-1975 34 S .~ 583
Increase 1963-1973 <7 308 . " 303
Increase 1974-1975 - 6.8 ... 108

*Numbers for 1975 estirﬁated on the basis of the first five months

Sources: Statistics Capada, Prices and Price Indices, (62¥002), 197;1, 1975.

Statistics Canada, Canadian Statistical Review, 1970,
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quickly, thanin. Totonto and the government of British
“€olumbia instituted the first of a series of rent control
"measures. retroactive to the end of 1973. One would have
~expected this to cause a deceleration in Vancouver rents
relative to those in Toronto — given that both housing mar-
kets  were “‘tight’.- As the data clearly show, precisely the
opposite happened.

In 1974, rents in Vancouver inflated at a rate 75 per
" cent faster than rents in Toronto. The estimates for 1975
that have been made on the basis of the first five months
" of the year, suggest that by the end of the year rents will
. have increased about 11 per cent over their 1974 level in
.- Vancouver and by only 7 per cent in Toronto.

, On the basis of this information it seems at least ‘plau-
, sible to suggest-that the observed difference between Tor-
onto and. Vancouver rent inflation is-due to a “boomerang”
“effect from the rent control legislation.!9

N\

.‘ W91t is certain that Vancouverites have seen a faster rate of rent inflation under

“.rent’ control than Torontonians experienced without rent control. One is, there-
fore; caused to. wonder why Torontonians are currently pressuring the Ontario
government: for rent ‘control. Caveat ‘rentor’!
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VII. SUMMARY — WHAT ARE THE CONCEPTS?

The demand for housing “services” is determined by
the “wants” for social standing and recreation as well
as by the need for shelter. Accordingly, family income
and the price of housing relative to the price of other
thmgs have a substantial impact on the quantity of
housing demanded.

The supply of housing “services” arises principally
~ from the relatively fixed number of houses or apart-
.- ments in existence at a particular- point in time. How-
- ever, new construction, renovations (basement suites
-etc.) and a reduction in the average time that apart-
ments stand vacant provide substantial flexibility in the
supply of services, even. in the short-term: The principal
determinant of the supply of housing services is the
expected rate of return on investment in housing rela- -
tive to the expected rate of return on comparable.
investments. Rents are a principal determinant of the :
tate of return on housing.

About sixty per cent of housing services in Canada are
provided by owner-occupiers . who are, in effect, their
own landlords.

The price of land is principally determined by the value
that consumers place on the services of the land either
in the form of the-rents that they are willing to pay
- or in the form of prices that they are willing to pay
for houses or condominium apartments: Because home- -

owner-tenants are willing to pay a higher price for
housing services than tenants, the “condominium phen-
omenon” has caused the price of land to rise more
quickly than it would have otherwise. As a consequence;
rents will have to rise if landlord-developers are to be -
able to compete with condominium developers for land.

The notions of “surplus” and “shortage” have meaning’
only with respect to inappropriate prices. A surplus
‘exists because the price (or rent) is too high: a shortage
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exists because the price is too low. The .concept of
“shortage” is sometimes confused with the notion of
“scarcity”. Everythingis scarce owing, if not, as we are
-told, to the indiscretions of Adam and Eve, then to the
nature of things. There are shortages of very few things.

- Price control produces shortages because if the price is

"~ kept below the market price the control becomes, in.
“effect, a tax on the supplier. The amount. of the tax is

the difference between the market price and the con-
trol price. The only way the supplier can avoid the tax
is by not supplying the commodity or service. 'Since
-the proceeds of the tax are, in effect, given to the con-
sumer, the consumer is encouraged to demand more.
Thus, since price control taxes suppliers and gives the
proceeds to consumers it leads inevitably to a widening

gap between the amount demanded and the amount

supphed — i.e. a'shortage!

Sometlmes a. prlce control leads to a boomerang effect -

in the short run i.e. prices, on average, rise more quickly
than they otherwise would ‘have.

Rents in Vancouver appear to have “boomeranged”
under the influence of rent control. Hlstoncally rents in
Vancouver have risen slightly less than rents.in Toronto.

(In the perlod 1963-1973 Toronto rents rose 30:6 per.

cent. whereas in Vancouver the increase was -only 30.3
.. per-cent). Since the time rent controls became effective

7 (1974-1975) rents have risen by-59 per cent more in.

‘Vancouver than they have risen in Toronto.
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Introduction |

F.G. PENNANCE
McRobert Professor of Land Economy,
University of Aberdeen

' )
The essays by distinguished economists assembled in this

section span five countries-and 50 yéars of national housing . «
policies. In such circumstances it would hardly be surprising -

to discern irrelevancies for modern problems or disagree-. .
ment among the authors on policy issues. On the contrary,
“the essays are remarkable in two respects: first, for their
‘topicality and relévance for current housing policy;- second,

for their broad agrecment on the economic effects of rent .

~ control.

" The lesson

Their common message is simple, but ‘devastating in -its
criticism of policy. It is that in every country examined, the
introduction and continuance of rent -control/restriction/
regulation has done much more harm thari-good in rental
housing markets — let alone the economy at large —by

perpetuatlng shortages : .

encouraging immobility, . : {

swamping consumer preferences,

fostering dilapidation of housmg stocks and eroding.
production incentives,

distorting land-use patterns and the allocatlon of scarce = .

resources,

and all ‘in the name’ of the distributive Justlce it has mani--
festly failed to achieve because at best it has been related

*An earlier version of some .of the. material in this essay appeared in Verdict on
Rent Control, Institute of Economic Affairs, 1972, |
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only randomly to the needs and 1nd1v1dua1 1ncome circum-
stances. of households.

" Has it been learned?

It would be comforting to think that the lessons delivéred so
graphically in these essays had now been learned. Super-
- ficially at least, there might-appear to be some evidence
for this impression. Despite considerable differences in
individual approaches, all five countries appear to have
been ‘moving away from the more rigid forms of rent
"control in favour of more general forms of income supple-
mentation to enable poorer families to enlarge their housing
~expenditure. The paradox of diametrically opposed policies .
— first, rent control creating additional demand and reducing
available supplies; second, the use of widespread production
- subsidies to stimulate new building or restoration — is not..
so blatant as.it was 30 years ago. But equally, there is
plenty of-evidence that the lessons have not yet been fully
learned. The dilemmas of contradictory policies remain.
. The refusal to face squarely the fundamental issues of rent

control is still piling up trouble for the future.

Canada on the brink

The topicality and relevance of the following essays has
been, if anything, increased by recent events in Canada.
The essays are offered in the hope that, taken in conjunction

. with recent British experience, they will provide a signal

' warning to those Canadian provinces whose feet are already
tentatively placed on the slippery slopes of rent control

University of British Columbia F.G.P.
August, 1975
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- The Repercussions*
of Rent Restrictions

F.A. HAYEK

Visiting Professor of Economics,
University of Salzburg

1. INTRODUCTION

The problem of rent control is still frequently judged only
in terms of its impact on landlord and tenant, so that other
far-reaching repercussions on the whole economic system are
largely ignored or underrated. Even when some notice is
taken of them, a distorted and sometimes totally false view
spills over from popular misconceptions even into learned
debates. It is here that some drastic re-thinking is needed.
What I shall try to do, therefore, is to deal in turn with
the major consequences of statutory rent restrictions and the
reduction of rents below market prices through the govern-
ment financing of building construction. I shall start with
their impact on the general supply of accommodation to
rent and on the main types of dwellings, then go on to
consider their effects on how the supply is distributed among
people in search of a home, on income distribution and on
the pattern of production in general, with particular refer-
ence to the supply of capital and the effect on wage levels.
My terms of reference require me to concentrate entirely on
the control of domestic rents, without going into the closely-
related and most important question of the impact of rent

*This essay was adapted with the author's permission by the Institute of Economic
Affairs from a lecture delivered ar Kinigsberg in 1930 and was originally
published in Schriften des Vereins filr Sozialpolitik 182, (Munich, 1930). This
version was first published in Verdict on Rent Control, /. EA., 1972 and is re-
printed with the permission of the Institute of Fconomic Affairs.

It was freely translated from German and simplified by several hands, and the
final result is a less elegant prose sivle than the author used later in writing in
English.
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regulation on business premises, which I have previously
discussed in a similar context.!

If my account of the impact of rent restrictions seems
exaggerated in any particular, I would emphasise that my
thoughts are attuned to the Viennese scene. The ways in
which these conditions differ from those in Germany are
well known. The best way to dramatise this contrast is by
pointing out that it will be another two years before the
average Viennese rent reaches a temporary peak equivalent
to 30 per cent of pre-war rents, despite there being at present
no government powers to allocate or assign accommodation,
in brief, no thoroughgoing state control.

Even so, I believe my principal reflections to be equally
valid in a German context. Basically, deductions which can
more easily be drawn from Vienna than elsewhere must also
hold good where less severe forms of rent restriction are
practised. The theory can be worked out by pure reason; all
that Vienna provides is a convenient source of illustration.
Far from exaggerating the consequences, they would be still
more striking were it not for the decline in Vienna’s popu-
lation.

II. THE UNIQUE CHARACTERISTIC OF HOUSING

A unique feature of price control in housing compared with
that in other goods and services is that war-time housing
regulations have been retained and enforced ever since. The
reason is not that housing is more ‘necessary’ than, say,
food, nor that it has become harder or more costly to supply
than other necessaries, but simply that, unlike almost all
other consumer goods, it is a durable commodity which,
once produced, remains available for many decades and is
therefore in some ways more vulnerable to state control
than, say, bacon or potatoes.

It is precisely because of this unique feature of housing
that the most unwelcome of all the effects of price-pegging,
its effect on supply, is neither generally felt nor even
generally recognised. We are faced with the problem of

'F.A. Hayek, ‘Das Mieterschutzproblem: Nationaldkonomische Betrachtungen’,
Bibliothek fiir Volkswirtschaft und Politik, No. 2, Vienna, 1929. To a large extent
the paper which follows is based on the earlier, more detailed study.
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evaluating the significance of rent controls not merely as
temporary but as permanent expedients. On a shorter view
we could allow ourselves to assess their effects ‘'on the distri-
bution and enlargement of the existing housing stock. In-
stead we must tackle the underlying problem, that of meeting
indefinitely an emergent demand for homes at repressed
rents.

Elasticities of demand and supply

We pay too little attention to the phenomenal rise in demand
for homes which must occur every time rents fall below the
level at which they would settle in an unfettered ‘market.
It is not merely a matter of the undoubted elasticity of
demand in the housing market, reacting as it does every time
lower building costs enable rents to be reduced ‘with a
corresponding rise in demand. The housing shortage which
inevitably follows every statutory limitation of rent levels
is directly related to the difficulty of finding new accom-
modation. It turns the occupation of a dwelling into a
capital assci- and encourages a tenant to hang on to his
home even when he would surrender it at the reduced price
provided he could be sure. of finding another home when he
wanted one. .

In these circumstances a large unsatisfied demand ror
housing was obviously bound to emerge even without an
increase in population, and the only way to bridge this gap
was by the government financing of house-building. When,
as in Vienna and Austria generally, there is in addition a
big difference between statutory rents and rents which would
prevail in the open market, the prospect of fully satisfying .
the demand for homes at depressed rents seems totally
illusory. Despite a decline in population of one-seventh and
an increase in housing stock of something like one-tenth
(there are no reliable figures), no-one can pretend that the
demand for housing is less than it was. That depressed rents
are largely responsible for the increased demand for homes
in Germany as well, and that the current housing shortage
is to that extent a product of rent restriction, can also be
seen from the decline in population density in almost every
city in the country since the war. I shall return to the chang-
ing contemporary significance of such estimates of average
population density.
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Government supply in long run

Over and above this supply gap, which can be met only by
government (or municipal) building schemes, we have to
take into account the demands generated by population
expansion, and further — and here are the basic problems
of housing controls as a permanent institution — the whole
range of demand created by the misallocation of the avail-
able stock of rentable accommodation. State control as an
emergency measure could jog along contentedly enough
with new building intended to supplement the housing
stock built by private enterprise. In the long term, however,
if public finance is being used to build homes the demand
for which has increased due to a lowering of rents, it will
ultimately have to be applied to all new building of houses
to let. Hence — and the literature on the subject shows that
this is worth emphasising — it is not enough to build publicly-
financed homes in the hope that they will constitute an
- additional supply; if the aim is to keep rents permanently
- depressed, then for as long as rents are held below market
. rates it will be necessary to use public money to provide
the total supply.

This development not only raises complex financial
questions. . Very few government authorities will want to
assume responsibility in this way for all types of housing.
In general, it will prove necessary to limit government build-
ing to the more modest types of dwelling, with the natural
corollary that they will be the only types to enjoy rent
protection. Limiting the applicability of rent regulations in
this way to particular classes of dwellings, however, gives
rise to other difficulties too often overlooked. For if public
building operations and the supply of below-cost homes are |
to be confined, as they must be, to the classes of dwelling
for which society is prepared to shoulder full responsibility
indefinitely, they must also inevitably cater for the social
class whose lot society wishes to ease, and not for the
better-off. Hence it is futile to think that resources currently
deemed appropriate to public expenditure on building can be
used both to make up the short-fall of homes for the poorest
sections of the community and at the same time to erect
homes of better than average quality for the majority of the
population. Better standards can be achieved with public
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funds (where there is sufficient surplus finance) to put up
a number of model homes. But every attempt to depress
rents even in this latter category below the levels required
to pay off capital and interest will founder, unless there is
available enough public money to meet the demand for all
housing in this class indefinitely.

It is worth noting an unfortunate side-effect of some
significance which will occur even when government finance,
is confined to building homes for the poorest sections, that
is, those whose needs alone it can hope to satisfy. I refer
to the relatively large gap that will emerge between rents
for the best housing that government money can build and
for the privately-constructed alternative. A large number of
people will therefore inevitably settle for a home of poorer
quality than they would have occupied if rents had shown a
smooth progression instead of such a disproportionate
variation.

III. EFFECTS ON DISTRIBUTION -

So much for the ways in which rent restrictions affect the
quantity and composition of available housing. How do they
affect its distribution? Most experts have gone no further
than to repeat and briefly illustrate the cliche that housing
conditions are ‘fossilised” by rent controls. An associated
phenomenon seems to account for most of the ‘far-reaching
effects’ I have mentioned.

The assumption of this further argument is that rent
regulations will continue as at present for homes of all
classes, and that the housing shortage created by rent
restriction will inevitably persist. While this situation con-
tinues, the attitude to changing circumstances of anyone with
a low-rental home will be governed by the conditions before
rent regulation came into force. Clearly, such a distribution
of available homes to rent, understandable though it may
be on historical grounds, must conform less and less to
diverse changing needs the longer the controls have been in
force. Clearly, also, the implications of such a limitation
for the mobility of manpower must be harmful.
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Extent of ‘fossilisation’

Before I examine these implications, however, I should first
like to consider the true extent of this ‘fossilisation’, and
where we should look for a thaw, if any. Some adjustment
is made, for example, when the occupier of a controlled
tenancy sub-lets or ‘sells’ his tenancy (in fact if not in law);
in other words, when he transmits his controlled tenancy in
exchange for money, and in cases — and these are in the
majority — where an exchange takes place between two
homes of different standards. For reasons explained, by no
means all the tenants who would take smaller homes, given
the chance under free market rents, will sub-let the cor-
responding portion of their existing dwellings or welcome an
exchange. The only possible result is that a proportionately
smaller share ‘of the housing stock becomes available to
those who mus: depend on satisfying their requirements by
sub-renting, buying, or exchanging property than if they
were competing freely for their share with all the other
home-seekers on the open market.

Thus the interplay between supply and demand must be
weighted against the tenant in those partial markets where
prices are free and here too rents demanded will be higher
than in an open market. The growing section of the com-
munity which neither enjoys controlled tenancies nor is
catered for by government-financed building is thus worse
off than if there were no protective legislation at all. In
practice this means that many younger people pay a form of
tribute to their elders still living in their pre-war homes;
and this subsidy may amount to more than the rent they
would be paying a landlord if there were no controlled
tenancies.

In practice very few can avail themselves of this
means of restoring mobility, and it therefore plays only a
minor role. For the majority, it is a harsh and rigid fact
of life that tenants cling to their dwellings, thereby prevent-
ing the adaptation of housing on offer to changing require-
ments in terms of size, position and standards. As a result,
while there are isolated instances of population densities
so divergent as to make a mockery of statistical averages,
there are disproportionately more acute housing shortages
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where average densities are truly comparable, that is, where
the number of homes on offer is comparable, than there
would be in the open market.

Immobilising labour

The restrictions on the mobility of manpower caused by
rent controls mean not only that available accommodation
is badly used to satisfy diverse housing requirements. They
also have implications for the deployment and recruitment
of labour to which too little attention is paid.

In normal times regional switches in industrial man-
power requirements entail considerable labour migration
and, despite the unusually large changes in industry in the
past decade, migrations have been blocked by rent controls.
Left to itself, and given an unfettered wage structure, this
immobility would prevent wages in different regions from
evening themselves out, and cause marked variations be-
tween the regions.

As things stand, however, collectively-negotiated wage
settlements largely rule out such variations, and two other
results therefore follow. First, the wage-earner will choose
to commute rather than move whenever his new place of
work is within reach of his home, either on a daily or a
weekly basis, even though he may find this mode of living
by no means satisfactory. The wage-earner who is prevented
from moving will have to spend extra time and money,
which represent a cut in pay, further aggravated because
regional differences have been eliminated. From the econ-
omic standpoint, this and all other expenditures incurred by
people because they are ‘wedded’ to their homes are down-
right wasteful. B. Kautsky? points out that the cause of -
Vienna’s increased tram traffic, which doubled between 1913
and 1928 at a time of diminishing population, can only have
been this inhibited mobility. P. Vas,3 admittedly with some
exaggeration, estimates that ‘the additional fares squeezed
out of the Viennese public by rent control alone’ amounted
to at least two-thirds of the annual outlay on new building
in the city.
2B. Kautsky, Schriften des Vereins fiir Sozialpolitik, 177 111, 1930, p. 70 et seq.
3P. Vas, Die Wiener Wohnungszwangswirtschaft von 1917-1927, Jena, 1928, p. 35.
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Commuting or unemployment?

Commuting, however, is not always a feasible alternative
to moving house, and if it is not, the result is unemployment.
Joseph Schumpeter, writing in Deutsche Volkswirt, once
gave forceful expression to the importance of the correlation
between lack of mobility of labour and unemployment, an
importance which cannot be rated too highly. I shall merely
mention one example of it which came to my notice recently.

A manufacturer of my acquaintance with a factory in
a small town some five hours from Vienna and an office in
Vienna itself went to the labour exchange in Vienna to ask
for an electrical fitter for his provincial factory. Twenty or
so fitters, some of whom had been out of work for a long
time, applied for the vacancy, but every one of them with-
drew rather than give up a protected tenancy in Vienna for
unprotected works accommodation. Weeks later the indus-
trialist had still not found his fitter. Every manufacturer in
Austria with a factory outside the main industrial centres
can tell you countless similar stories. -

I would -almost go as far as to say that when the re-
duced rents policy succeeds in providing low-cost homes for
all-comers the repercussions will be even more disastrous.
We should not forget that city-dwellers, who form the bulk
of those living in rented accommodation, are not the only
ones who move. Every successful attempt to provide low-
cost rented accommodation in an urban area must also
accentuate the drift from the countryside to the towns. No-
one would wish, whether for economic or for social reasons,
artifically to encourage the growth of mammoth cities.
Yet such is the inevitable consequence of inhibiting rent
increases which act as a useful brake on this drift to the
towns. The greatest harm must come from aiding it in
boom periods, as unemployment must inevitably shoot up
in any subsequent recession. In practice, even when rents
have been buoyed up by a flourishing economy, this has
also had its good side.

Incidentally, it is questionable, to put it no stronger,
whether one should set out to make it easier for the poorer
sections of the community to have children at the expense
of the more prosperous, or to improve the lot of the urban
population at the expense of the rural. Yet this is the in-
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evitable outcome of a policy of federal or provincial sub-
sidies which aid city growth and prevent the size of house-
holds from adjusting naturally to incomes.

(There is one last aspect closely connected with the
wasteful distribution of available accommodation: the way
it obscures genuine trends in demand both for location and
quality. I deal with it below.)

Effect on income distribution

There is only one more point I should like to consider fully
about the effects of rent restrictions on income distribution:
their effect on wage levels. On no subject is there more
muddled thinking. Intractable this problem in analysis may
be, especially allowing for the indirect effects, but it is
nonetheless vital to show how groundless is the popular
belief that rent protection results in lower wages. It is aston-
ishing to see even Pribram,* in his contribution to the earlier
literature on the subject, propounding this belief as self-
evident, with no attempt at substantiation.

What I have in mind are wage levels relative to other
values, not increases in purchasing power for the individual
wage-earner relative to the cost of housing. One can under-
stand the lay person construing the proposition ‘If I have to
pay more in rent then I must be paid more in wages’ as
meaning that higher wages must follow in the wake of higher
rents. But an economist who comes to this conclusion must
suddenly have abandoned his scientific thought processes.
Pribram’s remarks indeed show this clearly, for he writes:

‘since . . . after controlled rents had been adjusted by
law to wages . . . statutory rights and not economic
justice were what determined rents, all those commodi-
ties in whose cost wages were a component went down
in price . . .

This passage suffices to show that Pribram has decided not
to analyse wage formation, on the ground that there is no
need for it, and to substitute a notional ‘just’ wage. Indeed
this is the only way his argument can be made to hang
together; yet on it is based the popularly-held belief in the
efficacy of rent control as a stimulus to production.

4Pribram, Schriften des Vereins fiir Sozialpolitik, 177, 1, 1930, p. 48.

75




Rent Cohrrol — A Popular Paradox

In my own mind I am clear beyond all doubt that a cost
theory such as Pribram probably has in mind, even as a
relatively short-term expedient tailored to fit the present
circumstances, does not stand up to the evidence. If we
appraise the present state of the labour market, ruled as it
is by collective bargaining, our starting point is that to
every wage bracket there corresponds a given number of
earners. It follows that the scale of wage increases the unions
can push through depends on the strength of “workers’
solidarity”, that is, on whether unemployment benefit is
generous enough to deter those who would be priced out of
their jobs from accepting work for less than the new rates.
There is no need to point out that even if rents were higher
industry could not employ more than a given number of
work-people within a given wage bracket. Nor should it be
assumed that an all-round increase in rents and other prices
would substantially alter the position of the unions.

Conversely, what is certain is that to an unemployed
worker a controlled tenancy is the equivalent of a substan-
tially higher unemployment benefit. In other words, rent
controls have the same effect as a rise in unemployment
benefit in reducing pressure on the labour market from the
unemployed. Accordingly, it can be argued more forcefully
that wages are raised rather than restrained by rent control —
and that this is more important than its effect on the supply
of workers.

Admittedly this applies only if there is an all-round
increase in rents and all other prices, and it is probable
that, -if rents were suddenly to soar, as they would do if
controls were abruptly lifted, such a psychological change
would come over the working population that the unions
might venture to press wage claims leading to a rate of
unemployment higher than would previously have been
tolerated. However, this has nothing in common with the
generally accepted view that rent controls help to keep pro-
duction costs down.

Indirect effects on demand
Moreover, the direct effects of rent controls on the supply

of manpower through their influence on wages are grossly
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. exaggerated, in whichever direction one believes them to
operate. V

A far larger role is played by specific indirect effects
on demand, which influence industry’s ability to pay higher
wages. This form of wage-pegging, which is ultimately due to
rent control, is totally different from its depressant effect
on wages, which has been given such prominence, and can
only be regarded as harmful. The effects I have in mind are
principally those which come into play in a rather round-
about way, via the investment of capital. They are reinforced
by a host of other uneconomic practices, some already touch-
ed on and some that remain to be mentioned, such as the
distortions and inefficient deployment of available productive
resources which rent control brings in its wake; such practices
inevitably bring down the demand price of human labour.

IV. EFFECT ON SUPPLY OF
CAPITAL FOR INVESTMENT

Current housing policies affect the supply of investment

capital to the economy in two ways. First, the supply of new

capital is reduced because income from housing is insuf-

ficient to repay existing loans. This is of much importance to

industry, since in present circumstances a good deal of this

amortisation would not have been'ploughed back into housing

but would have become available to the rest of the economy,

at least for a transitional period. Second, and more import--
ant, as a result of public building schemes immense sums

were used at one time for purposes other than those best -
designed to increase human productivity, that is, those which
would have been served in the normal course of events but
for the housing policies followed.

Public building investment distorts resource allocation

The importance of the absorption of resources by public
building is best shown by comparing the amount spent in
Vienna alone on domestic building (at least 700 million schil-
lings) with the market value of Austria’s entire share capital
as quoted on the Vienna Stock Exchange which, the Austrian
Institute for Market Research has calculated, amounted to
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961 million schillings in 1929. Given the subsequent 25 per
cent drop in share prices, the total value cannot now be much
over 700 million schillings.

Even so we are very far from having bridged the housing
‘gap’. Can one doubt that, allowing for federal and provincial
expenditure on domestic housing and for all the adminis-
trative expenses of operating the present policy, an outlay
which exceeds the total value of Austria’s industrial invest-
ment capital must have major repercussions? Even assuming
that, after taxation, only part of this capital would have gone
to industry, this state of affairs cannot fail to affect human
productivity, and hence wage levels.

When we try to assess this deployment of capital, or
indeed to assess housing policies as a whole, our attitude to
one question is crucial. Anyone who believes that the econ-
omic difficulties, especially the heavy unemployment, of
the post-war period can successfully be combatted by stimu-
lating consumption, that there is no shortage of the means
of consumption but that the obstacle to the fullest use of
available resources is that consumers’ incomes are too low,
and who consequently looks to public works of every kind
to tone up the economy in the long term, takes a more bé-
nign view than I do of the present outlay on housing and
the tendency inherent in present-day housing policies to push
up consumption at the expense of capital formation.

There is unfortunately no space for a criticism of this
most dangerous of the prevalent errors of economic theory
which, originating in America, is steadily gaining more
ground.

Homes not provided for the right people

Quite apart from the repercussions of draining off capital
from other sectors of the economy, a further question is
whether the present outlay on housing succeeds in satisfy-
ing housing requirements as well under the present restrictive
system as would an identical outlay under a free market
system.

This brings me to the question postponed earlier, and
by the same token to one of the gravest problems-of present
housing policies. For what we saw earlier of the uneconomic
distribution of existing accommodation applies with equal
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force to building operations with no free market prices to
guide them. My argument is in no way affected should rent
restrictions not be applied to new building. It is rather that
the needs of those who happen not to have any accommoda-
tion at present and who accordingly head the queue for new
construction do not coincide with the needs which would
come to light if existing accommodation were distributed
rationally. It would make sounder sense to apportion some of
the available accommodation among the homeless, and to
build new homes on a completely different pattern and in
different areas, that is, homes for which real demand exceeds
supply.

At present we really have no idea how much housing is
required, of what size, or where. So instead of building with
a view.to supplementing the existing range of homes, we
carry on as if new home-seekers had no interest whatever
in existing accommodation, and as if the housing needs of
tenants in controlled dwellings were immutably fixed for all
time. For example, suppose that quite fortuitously a rural
or urban district has a number of young couples looking for
homes; in present circumstances homes will be built even
though far more people are already living there than want to
do so and even though the homes required would soon be-
come available if mobility were restored. Alternatively, homes
may be built for families with children simply because there
are many such families without suitable accommodation; but
at the same time there may be many older couples occupying
homes which no longer correspond to their needs and which
would be suitable for families.

The tremendous waste entailed in such arbitrary building
must call seriously in doubt the proposition, partly supported
by C. Kruschwitz,5 that rent restrictions should only be
abolished when supply and demand have balanced them-
selves out; indeed it leads us to question the very idea that
this balance can ever be achieved in such conditions. Before
the war, that is, independently of restrictive legislation, Adolf
Weber noted that

‘the basic cause of housing difficulties is . . . the variance

between the extreme flexibility of present-day economic

relationships and the rigidity of the housing market’.6
sCarl Kruschwitz, Schrifien des Vereins fiir Sozialpolitik, 177, 1, 1930, p. 48.
$Adolf Weber, Die Wohnungsproduktion, Tiibingen, 1914, p. 354.

79




Rent Control — A Popular Paradox

Do we really stand a chance of eliminating our present
housing shortage while we persist in denying even to new
building the possibility of responding to changing needs?

Value of theoretical analysis

The specific object of my paper was to give a systematic
picture of the repercussions of restrictive rent legislation. If
this account seems to boil down to a catalogue of iniquities
to be laid at the door of rent control, that is no mere coinci-
dence, but inevitable because it stems from both a theoretical
and a liberal treatment of the problem, which are one and
the same. For I doubt very much whether theoretical research
into the same problems carried out by someone of a different
politico-economic persuasion than myself could lead to dif-
ferent conclusions. Therefore, if theory brings to light nothing
but unfavourable conclusions, it must indicate that though
the immediate benefits of rent control, for which it was
introduced in the first place, are obvious to everyone, theory
is needed to uncover the unintentional consequences which
intervention brings in its wake.

That these unlooked-for consequences are incidentally
unwelcome should surprise no one. Everyone is naturally at
liberty to weigh for himself the benign against the damaging
consequences of rent control. Nor is recognition of the
damaging consequences in itself tantamount to opposition
to rent control. What is necessary is to know them for what
they are before venturing an opinion for or against.

However if in my concluding remarks 1 am to draw
any lessons for future policy from our investigations, then I
am bound to say that, having weighed the advantages against
the drawbacks, | have come to the conclusion that the indis-
pensable condition for an escape from our present troubles
is a speedy return to an open market in housing.

V. TRANSITION TO AN OPEN MARKET

Even so, given agreement on that ultimate goal, we are still
left with the question of how best to use our knowledge of
present conditions to regulate the transitional perod. A
conviction that an open market is per se the most desirable
condition is of course far from an assertion that the immediate
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abolition of rent control as things are is the most effective
method of achieving it.

Dangers of sudden lifting of controls

Indeed, precisely because rent control means so much more
than that tenants pay less rent than they would do otherwise,
because it means that available accommodation is distributed
quite differently from the way it would be in an open market,
it follows that the freeing of the market would not only bring
an extra charge on the tenant but also cause changes in the
pattern of distribution.

Were controls to be lifted suddenly, these changes would
inevitably take place on such a scale that the market would
be utterly disorganised, with all the resulting dangers. It
would suddenly become apparent not only that there was a
serious imbalance between supply and demand, but also that
prices for a particular kind of home in particular localities
had risen out of all proportion to their value. The worst of
the pressure would doubtless fall on small dwellings, as the
demand for them by people obliged to leave their larger
homes owing to rent increases would be considerably higher
than the demand from those with the means to move into the
relatively cheaper larger homes thus vacated. This pressure
would be aggravated by the absence of a ceiling on rents.
Attempts would undoubtedly be made to push rents up to
grotesque levels, and in the initial confusion they would
probably succeed.]

In my view, the remedy is not to raise rents gradually,
as is generally suggested, up to the critical point, by which
I mean the point which would establish prices on the open
market, and thus harmonise supply and demand, which
would provide freedom of movement, and which would be
reached virtually instantaneously. For the transition to go
through smoothly, some prior correction of existing distribu-
tion patterns is called for. :

The only solution I can envisage is to try to create as
large an open market as possible alongside a temporary
retention of controls in specific cases. In other words, the
proposal is progressively to enlarge as far as possible the
existing free-market sector catering for non-controlled tenan-~

tEditor’s Note: For an analysis of an actual decontrol situation that does not
support this view, see the essay “Decontrol” in this volume.
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cies, sub-letting and home-buying. A basis for this already
exists since, as explained earlier, an ever-increasing propor-
tion of the population no longer enjoys the benefits of rent
control. What is now needed is to block the transfer of pro-
tection, so that new home-seekers start off on the right foot-
ing, thus avoiding misdirection of future demand and also
putting the maximum number of existing dwellings on the
free market, but without creating a new demand by the
eviction of tenants.

I hope this basic outline of the subject will be found
adequate. It leaves me free to indicate in ‘verbal shorthand’
those measures which I think offer the best hope of achieving
this end.

Practical measures

Plainly the first step must be to detach tenancy protection
from property and attach it to persons, by which I mean to
an occupier or his bona fide dependents. The inheritance or
transmission of a protected tenancy would then cease. The
next stage would be to remove controls from the largest
dwellings, followed by dwellings large in relation to family
size, and lastly from homes previously sub-let or sub-divided,
when a landlord chooses to divide up a building rather than
to let it as a self-contained unit. The conversion into flats
of existing large dwellings ought to be especially encouraged,
although probably little encouragement would be needed to
persuade landlords to let freely part of a building formerly
wholly subject to rent control. The supply of homes could
be speeded up by the imposition of a tax or similar levy on
the rental income not only of occupied but also of unoccu-
pied property. Another move designed to ease the tenant’s
position transitionally vis-g-vis the market in the face of
legislation weighted in favour of the landlord would be to
require landlords to give long notice periods, while allowing
tenants to give shorter ones.

What is of supreme importance, however, is that all
subsequent building operations should align their prices with
the rents which emerge from these partial markets. With this
in view some public aid might need to be given to building
merely to stop rents in particular areas and for certain types
of housing from rising above the levels to which private
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enterprise building could ultimately be expected to bring .
them. )

Even so, money from whatever source should be applied
only where at least a market return on investment is to be
expected, and when public money is used the rents asked
should be no lower than foreseeable average rents after the
abolition of rent control. And if, in order to keep rents down,
public money is to be used at all, the lesson we must draw is
that it should be used exclusively to build the very smallest
and cheapest of homes.
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1. THE BACKGROUND

The San Francisco earthquake of 18 Apnl 1906 was followed
by great fires which in three days utterly destroyed 3 400
acres of buildings in the heart of the city.

Maj. Gen. Greely, commander of the Federal troops in
the area, described the situation in-these terms:

‘Not a hotel of note or importance was left standing.
The great apartment houses had vanished . . . Two
hundred and twenty-five thousand people were . . . ’
homeless’.

In addition, the earthquake damaged or destroyed many
“other homes.

Thus a city of about 400 000 lost more than half of its
housing facilities in three days.

Various. factors mitigated the acute shortage of housmg
- Many people: temporarily left the city — one estimate is as.
" high as 75,000. Temporary camps and shelters were establish-
ed and at their peak, in the summer of 1906, cared for about
30,000 people. New construction proceeded rapidly.
- *Reprinted with revisions from Popular Essays ori Current Problems, Vol. I,

No. 2, September 1946 (published by The Foundation /or Economl( Education,
Inc., Irvington-on*Hudson, New York).
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" However, after the disaster, it was necessary for many
. -months for perhaps one-fifth of the city’s former population

" to be absorbed into the remaining half of the housing facili-

ties. In other words, each remaining house on average had -
: to-shelter 40 per cent more. people.

§ Yet when one turns to the San Francisco Chronicle of
24 May, 1906 — the first available issue after the earthquake —
there is not a single mention of.a housing shortage! The

. classified advertisements listed 64 offers (some for more
than one dwelling) of flats and houses for rent, and 19 of
houses for sale, against 5 advertisements of flats or houses

~ wanted. Then and thereafter a considerable number -of all

. types of accommodation except hotel rooms were offered

for rent.

Rationing by rents or chance?

Forty years later another-housing shortage descended on
San Francisco. This time the shortage was nation-wide. The
situation in San Francisco was not the worst in the nation,
but because of the migration westward it was worse than .
average. In 1940, the population of 635,000 had no shortage
of housing, in the sense that only 93 per cent of the dwelling
units were occupied. By 1946 the population had increased
by at most a third — about 200,000. Meanwhile the number
- of dwelling units had increased by at least a fifth.
Therefore, the city was being asked to shelter 10 per
cent more people in each dwelling-unit than before the war.
_‘One might say that the shortage in 1946 was one-quarter as
acute as-in 1906, when each remaining dwelling-unit had
to shelter 40 per cent more people than before the earthquake.
In 1946, however, the housing shortage did not pass
unnoticed by the Chronicle or by others. On 8 January the
“California state legislature was convened and the Governor
listed the housing shortage as ‘the most critical problem fac-
ing California’. During the first five days of the year there
were altogether only four advertisements offering houses or -
" apartments for rent, as compared with 64 in one day in May
1906, and nine advertisements offering to exchange quarters
in San Francisco for quarters elsewhere. But in 1946 there
" were 30 advertisements per day by persons wanting to rent
" houses or apartments, against only five in 1906 after the great
-disaster. During this same period in 1946, there were about
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60 advertisements per day of houses for sale, as agamst 19
in 1906. .

- In both 1906 and 1946, San Francisco was faced w1th :
the problem "that now confronts the entire nation: how can
a relatively fixed amount of housing be divided (that is,
rationed) among people who wish much more until new con-
struction can fill the gap? In 1906 the rationing was done -

by higher rents. In 1946, the use of higher rent ceilings, and - i

the rationing is by chance and favouritism. A third possibility
would be for OPA to undertake the rationing.
. What are the comparative merits of these three methods?

I1. THE 1906 METHOD: PRICE RATIONING

War experience has led ‘many people-to think of ratlonmg as
equivalent to OPA forms, coupons, and orders:

But this is a superficial view; everything that is ‘not as -
_abundant as air or sunlight must, in a sense, be rationed. That
is, whenever people want more of something than can be had -
for the asking, whether bread, theatre tickets, blankets, or
haircuts, there must be some way of determining how it shall
be distributed among those who want it.

Our normal peace-time basis of rationing has been the"
method of the auction sale. If demand for anything increases,

competition among buyers tends to raise its price. The rise'in -~

price causes buyers to use the article more sparingly, care-
fully, and economically, and thereby reduces. consumption
to the supply. At the same time, the rise in price encourages
producers to expand output. Similarly, if the demand for any
article decreases, the.price tends to fall, expanding consump--
tion to the supply and discouraging output. :
In 1906 San Francisco used this free-market method to
deal with its housing problems, with a consequent rise -of
rents. Yet, although rents were higher than before the earth-
quake, it is-cruel to present-day house seekers to quote a’
1906 post-disaster advertisement: ,
‘Six-room house and bath, with 2 additional rooms in
basement having fire-places, nicely furnished; fine piano;
.$45°. .
The ‘advantages or rationing by higher rents are clear
from our example:
.1.- In a free market, there is always some housing im-
mediately available for rent — at all rent levels.
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2 The b1dd1ng up of rents forces some people to econo-
mise on space. Until there is sufficient new construc-
tion, this doubling up is the only solution.

3. The high rents act as a strong stimulus to new
construction.

4. No complex, expensive, and expansive machinery is
necessary. The rationing is conducted ‘quietly -and
impersonally through the price system.

The full significance of these advantages will be clearer when
we have considered the alternatives.:

Objectlons to price ratlomng

Against these merits, which before the war were scarcely
questioned in the United States, three offsetting objections
are now raised: . ;

(a) The first objection is usually stated in this form ‘The
rich will get all the housing, and the poor none’.

This objection is false: At all times during the acute
shortage in' 1906 inexpensive flats and houses were available.
What is true is that, under free-market conditions, the better
quarters will go to those who pay more, either because they
have larger incomes or more wealth, or because they prefer
better housing to, say, better automoblles

. But this fact has no more relation to the housing problem
of today than to that of 1940. In fact, if inequality of income
- and wealth among individuals justifies rent controls now, it
provided- an even stronger reason for such controls in 1940.
The danger, if any, that the rich would get all the housing
was even greater then than now. .

Each person or family is tiow using at least as much
housing space, on the average, as before the war (below,
- p- 98). Furthermore, the total income of the nation is now
_distributed more equally among the nation’s families than

before the' war. Therefore, if rents were freed from legal
control and left to seek their own levels, as much housing
as was occupied before the war would be distributed more
equally than it was then.

That better quarters go under free-market condmons to
* those who have larger incomes or more wealth is, if anything,
simply a reason for taking long-term measures to reduce
the inequality of income and wealth. For those, like us, who
would like even more equality than there is at present, not
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just for housing but for all products it is surely better to
attack directly existing 1nequaht1es in income and wealth at
their source than to ration each of the hundreds of com-
modities and services that compose our standard of living.
It is the helght of folly to permit individuals to receive un-
equal money-incomes and then to take elaborate and costly
measures to prevent them from using their incomes.

(b) The-second objection often raised to removing rent con-
trols is that landlords would benefit. Rents would certainly
: nse, except in the so-called black market; and so would the
. incomes of landlords. But is this an objectlon? Some groups
will gain under any system of rationing, and it is certainly
true that urban residential landlords have benefited less than
almost any other large group from the war expansion. ¢

The ultimate solution of the housing shortage must come
through new construction. Much of this new construction will -
be for owner-occupancy. But many persons prefer to. or must.
live in rented properties. Increase or improvement of housing
for such persons depends in large part on the constructlon of
new properties to rent. It is an odd way to encourage new
rental construction (that is, becoming a landlord) by grudging
enterprising builders-an attractive return.

(c) The third current objection to a free market in housing is
that a rise in rents means inflation, or leads to one.

But price -inflation is a rise of many individual prices,
and it is much simpler to attack the threat at its source, which
is the increased family income and liquid resources that
finance the increased spending on almost everything. Heavy
taxation, governmental economies, and control of the stock
of money are the fundamental weapons to fight inflation.
Tinkering with millions of individual prices — the rent of
house A in San Francisco, the price of steak B in Chicago,
the price of suit'C in New York — means dealing clumsily
and ineffectively with the symptoms and results of mﬂatlon '
instead of its real causes.

Yet, it will be said, we are not invoking fiscal and mone-
tary controls, and are not likely to do so, so the removal of
rent ceilings will, in practice, incite wage and then price
increases — the familiar inflationary spiral. We do not dispute
that this position is tenable, but is it convincing? To answer,
we must, on the one hand, appraise the costs of continued

91




Rent Control — A Popular Paradox

rent control, and, on -the other, the probable additional
contribution to mflatlon from a removal of rent controls. We
shall discuss the costs of the present system next, and in the
conclusion briefly appraise the inflationary threat of higher
rents. .

The present rationing of houses for sale

The absence of a ceiling on the selling price of housing means
that at present homes occupied by their owners are being
rationed by the 1906 method — to the highest bidder. The
selling price of houses is rising as the large and increasing
demand encounters the relatively fixed supply. Conséquently,
many: a landlord is deciding that it is better to sell at the
inflated market price than to rent at a fixed ceiling price.
The ceiling on rents, therefore, means that an intreasing
fraction of all housing is being put on the market for owner-
occupation, and that rentals are becoming almost impossible
to find, at least at the legal rents. In 1906, when both rents.
and selling prices. were free to rise, the San Francisco
Chronicle listed three ‘houses for sale’ for every 10 ‘houses
or apartments for rent’. In 1946, under rent control, about
730 ‘houses for sale’ were listed for every 10 ‘houses or
apartments for rent’.
, The free market in houses for sale therefore permxts a
- ‘man who has enough capital to make the down-payment on
a house to solve his problem by purehase. Often this means
. that he must go heavily into debt, and that he puts into the
".down-payment what he would have preferred to spend in
" other ways.

Nevertheless, the man who has money will find plenty
of houses — and attractive ones at that — to buy. The prices
will be high — but that is the reason houses are available. He
is likely to end up with less desirable housing, furnishing,
and other thlngs than he would like, or than his memories
of pre-war prices had led him to hope he might get, but at
least he will have a roof over his family.

. The methods of rent control used in 1946, therefore,
do not avoid one of the chief criticisms directed against
rationing by higher rents — that the rich have an advantage
in satisfying their housing needs. Indeed, the 1946 methods
“make this condition worse. By encouraging existing renters to
use space freely and compelling many to borrow and buy
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who would prefer to rent, present methods make the price
rise in houses-for-sale larger than it would be if there were

.no rent controls.

» One way to avoid giving persons with capital first clalm
to an increasing share of housing would be to impose a
ceiling on the selling price of houses. This would reduce still

further the area of price rationing and correspondingly extend
present rent-control methods of rationing rental property.
This might be a wise move if the present method of rationing
rented dwelhngs were satisfactory.

But what is the situation of the man who wishes to rent?

III. THE 1946 METHOD: RATIONING BY

CHANCE AND FAVOURITISM

The prospective renter is in a position very different froi that
of the man who is willing to buy. If he-can find accommoda-
tion, he may pay a ‘reasonable’, that is, pre-war rent. But
unless he is wxlhng to pay a considerable sum on the side —
for “furniture’ or in some other devious manner — he 1s not
likely to find anything to rent.

The legal ceilings on rents are the reason why there are
so few places for rent. National money-income has doubled,
so that most individuals and families are receiving far higher
money-incomes thah before the war. They are thus able to
pay substantially higher rents than before the war, yet legal-
ly they need pay no more; they are therefore trylng to get
more and better housing.

But not all the millions of persons and famllles who have
thus been trying to spread -out since 1940 can succeed, since
the supply of housing has increased only about as-fast as
population. Those who do succeed force others to go without
housing. The attempt by the less fortunate and the new-
comers to the housing market — returning service men,
newly-weds, and people changing homes — to get more hous-
ing space than is available and more than they used before
the war, leads to the familiar spectacle of a horde of appli-
cants for each vacancy. -

Advertisements in the San Francisco Chromcle again
document the effect of rent ceilings. In 1906, after the earth-'
quake, when rents were free to rise, there was one ‘wanted
to rent’ for every 10 ‘houses or apartments for rent’; in 1946,
there were 375 ‘wanted to rent’ for every 10 for rent’.
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-A veteran looks for a house

. ‘The New York Times for 28 January, 1946, reported the”

experience of Charles Schwartzman, ‘a brisk young man in
~his -early thirties’; recently released from the army. Mr.
- Schwartzman hunted strenuously for three months,

‘riding around in his car looking for a place to live . . .
He had covered the city and its environs from Jamaica,
Queens, to Larchmont and had registered with virtually
every real estate agency. He had advertised in the news-
papers and he had answered advertisements. He had.
visited the New York City Veterans Center at 500 Park

- Avenue and the American Veterans Committee housing
sub-committee; he had spoken to friends, he had pleaded
with relatives; he had written to Governor Dewey ’
The results?.

‘An offer of a sub-standard cold-water flat. An offer of
four rooms at Central Park West and 101st Street at a
rental of $300 a month provided he was prepared. to
‘pay $5,000 for the furniture in the apartment. An offer
of one room in an old brownstone house, repainted but -
not renovated, at Eighty-eighth Street off Central Park:
West by a young woman (who was going to Havana)
at a rental of $80 a month, provided he buy the furniture
-for $1,300 and reimburse her for the $100 she had to pay
an agent to obtain the “apartment”.

‘And a sub-let offer of two commodious rooms in a
West Side hotel at a rental of $75 a month only to find
that the hotel owner had taken the suite ‘off the monthly
rental list and placed it on the transient list with daily
(and higher) rates for each of the rooms’.

Who gets the housing?

" Rental property is now rationed by various forms of chance
. and favouritism. First priority goes to the family that rented

_ before the housing shortage and is w1llmg to remain in the
~same dwelling.

Second p prlorlty goes to two classes among recent arriv-

als: (i) persons willing and able to avoid or evade rent
- “ceilings, either. by some legal device or by paying a cash
supplement to the OPA ceiling rent; (ii) friends or relatives
of landlords or-other persons in charge of renting dwellings.
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Prospectlve tenants not in these favoured classes
scramble for any remaining places. Success goes to those who
are lucky, have the smallest families, can spend the most
time in hunting, are most ingenious in* devising schemes to
" find out about possible vacancies, and are the most desirable
tenants.

Last prlonty is likely to go to the man who must work to
support his family and whose wife must care for small chil-
dren. He and his wife can spend little time looking for the
needle in the haystack. And if he should find a place, it may
 well be refused him because a family with small children is
a less desirable tenant than a childless family. '

Socio-economic costs of present methods .

Practically everyone who does not succeed in buying a house
or renting a house or apartment is housed somehow. A few
are housed in emergency dwellings — trailer camps, pre-
fabricated emergericy housing units, reconverted army camps.
Most are housed by doubling-up with relatives or friends, a
solution that has serious social disadvantages.

The location of relatives or friends willing and able to
provide housing may bear little or no relation to the desired
location. In order to live with his family, the husband must -
sacrifice mobility and take whatever position is available in .-
the locality. If no position or only an inferior one is available
there, he may. have to separate himself from his family for
an unpredictable period to take advantage of job opportuni-
ties elsewhere. Yet there is a great social need for mobility
(especially at present). The best distribution of population
after the war certalnly differs from the war-time distribution,
and rapid reconversion requires that men be willing and able

_to change their location.

The spectre of current methods of doublmg—up restricts
the movement not only of those who double up but also of
those who do not. The man who is fortunate enough to have
‘a house or apartment will think twice before moving to an-
other c1ty where he will be one of the disfavoured recent.
arrivals. One of the most easily predlctable costs of moving
is likely to be an extended separation from his family while
he hunts for housing and they stay where they are or move in
on relatives.

The rent ceilings also have 1mportant effects in reducmg
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the efﬁcwncy with which housmg 1S now bemg used by those

"who do not double up. The incentives to economise: space

. are much weaker than before the war, because rents are now
- lower relatively to average money-incomes. If it did- not

seem desirable to move to smaller quarters before the war,
or to take-in a lodger, there is no added reason to do so now,

_except patriotic and humanitarian impulses — or possibly

the fear .of relatives deScending on the extra space!
Indeed, the scarcity resulting from rent ceilings imposes

new impediments to the efficient use of housing: a tenant

will not often abandon his overly-large apartment-to begin
the dreary search for more appropriate quarters. And every
time a vacancy does occur the landlord is likely to give pref-
erence in renting to smaller families or the single.

The removal of rent ceilings would bring about doubling-
up in an entirely different manner. In a free rental market
those people would yield up space who considered the sacri-
fice of space repaid by the rent received. Doubling-up
would be by those who had space to spare and wanted extra
income,-not, as now, by those who act from a sense of family
duty or obligation, regardless of space available or other
circumstances. Those who rented space from. others would

‘be engaging in a strictly business transaction, and would

‘not feel that they were intruding, accumulating personal

obligations, or imposing unfair or unwelcome burdens on

" benefactors. They would be better able to find rentals -in

places related to their job opportunities. Workers would
regain their moblhty, and owners of rental propertles thelr
incentive to take i n more persons. . -

IV. THE METHOD OF PUBLIC RATIONING
The defects in our present method of rationing by landlords

- are' obvious and weighty. They are to be expected under

. private, personal rationing, which is, of course, why OPA

assumed the task of rationing meats, fats, canned goods,
and sugar during the war instead of lettlng grocers ration
them. Should OPA undertake the task of rationing housing?
Those who advocate the rationing of housing by a public
agency argue that this would eliminate ‘the discrimination
against new arrivals, against families with children, and in

. favour of families with well-placed friends.
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Problems of ‘political’ rationing v
To be fair between owners and renters, however, OPA

‘would have to be able to tell owners that they had excessive

space and must either yield up a portion or shift to smaller
quarters. One’s ear need not be close to the ground to know

_that it is utterly impracticable from a political viewpoint

to order an American family owning its home either to take
in a strange family (for free choice would defeat the purpose
of rationing) or to move out.

Even if this basic difficulty were surmountable, how

could the amount of space that a particular family deserves -

be determined? At what age do children of different sex
require separate rooms? Do invalids need ground-floor

- dwellings, and who is an invalid? Do persons who work in
their own homes (phys101ans, writers, musicians) require

more space? What occupations should be favoured by handy

“locations, and what families by large gardens? Must a

mother-in-law live with the family, or is she entitled to a
separate dwelling?

. How long would it take an OPA board to answer these
questlons and to decide what tenants or owners must ‘move
over’ to make room for those who, in the board’s oplmon
should have it?

The duration of the housing shortage would also be
affected. In fairness to both-tenants and existing landlords,
new construction would also have to be rationed and sub-
jected to rent control. If rents on new dwellings were séet
considerably higher than on comparable existing dwellings,
in order to stimulate riew construction, one of the main
objectives of rent control and rationing — equal treatment
for all — would be sacrificed. On the other hand, if rents
on new dwellings were kept the same as rents on existing
dwellings, private construction of properties for rent would
be small or non-existent.

- We may conclude that rationing by a publlc agency is

unllkely to be accepted on a thorough-going basis. Even if

applied only to rented dwellings, it would raise stupendous
administrative and ethical problems.

Sources and probable duration of the present shortage

The presevntk housing shortage appears.so acute, in the light

v
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of the moderate increase in population and the real increase
in housing since 1940, that most people are at a loss for a
general explanation. Rather they refer to the rapid growth
of some cities — but all cities have serious shortages. Or they

refer to the rise in marriage and birth rates — but these
numbers are rarely measured, or compared with housing
facilities.

Actually, the supply of housmg has about kept pace with
the growth of civilian non-farm population, as the estimates
based on government data show (Table 1). Certain areas
will be more crowded in a physical sense than in 1940, and
others less crowded, but the broad fact stands out that the

" number of people to be housed and the number of families
have increased by about 10 per cent, and the number of
dwelling-units has also increased by about 10 per ceit.

" Table 1 — Rise in Housing and
Non-Farm Population (USA 1940-1946)

Non-farm
Occupied Civilian Persons per occupied
dwelling-unit population dwelling-unit
(million) (million) (No.)
30 June, 1940 27.9 101 36
30 June, 1944 30.6 101 ) 3.3
End of Demobilisa- More than About Less than

tion (Spring 1946) 313 oMt 3.6

“ Two factors explain why the housing shortage seems
so much more desperate now than in 1940, even though the
--amount of housing per person or family is about the same.

1. The aggregate money-income of the American public
has doubled since 1940, so that the average family could
afford larger and better living-quarters even if rents had
risen substantlally

2. Rents have risen very little. They rose by less than 4
_ per cent from June 1940 to September 1945, whlle all other
items in the cost of living rose by 33 per cent.

Thus, both the price structure and the increase in
income encourage the average family to secure bettér living.
quarters than before the war. The very success of OPA in
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regulatmg rents has therefore contributed largely to’ the
demand for housing and hence to the shortage, for housing
. is cheap relatively to other things.

Future housing problems

Rent ceilings do nothing to alleviate this shortage: Indeed,

“they are far more likely to perpetuate it: the implications of.
the rent ceilings for new construction are ominous. Rent is
the only important item in the cost of living that has not
risen rapidly. Unless there is a violent deflation, which
no-one wants and no administration can permit, rents are
out of line with all other significant prices and costs, includ-.
ing building costs. New construction must therefore be
disappointingly small in volume unless

(1) anindustrial revolution reduces bulldmg costs‘dram-
atically, or

(2) the government subsidises the construction industry.

The industrial revolution in building methods is devoutly
to be wished. But if it comes, it will come much faster if -
rents are higher. If it does not come, existing construction
methods will, for the most, part, deliver houses only to those
who can afford and wish to own their homes. Homes ‘to
rent will become harder and harder to find.

Subsidies for building, in the midst of our high money-
incomes and urgent demand for housing,  would: be an
unnecessary paradox. Now, if ever, people are able to pay
for their housing. If subsidies were successful in stimulating
building, rent ceilings could gradually be removed without
a rise in rents. But building costs would still be  high
(higher than. if there had been no subsidy) -and so housing
construction would slump to low levels and remain there
for a long period. Gradually, the supply of housing would
fall and the population would rise sufficiently to raise rents.
to remunerative levels. A subsidy thus promises a depression
of unprecedented severity in residential construction; -it
would be irresponsible optimism to hope for a prosperous
“economy when this great industry was sick. *

Unless, therefore, we are lucky (a revolutionary reduc-
“tion in the cost of building apartments and houses), or
unlucky (a violent deflation), or especially unwise (the use
of subsidies), the ‘housing shortage” will remain as long as
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- rents are held down by legal controls. As long as the shortage
c¢reated by rent ceilings remains, there will be a clamour for
* continued rent controls. This is perhaps the strongest indict-
ment of ceilings on rents. They, and the accompanying
_shortage of dwellings to rent, perpetuate themselves, and
the progeny are even less attractive than the parents.

An incomplete and largely subconscious realisation- of
this uncomfortable dilemma explains the frequent proposal
that no rent ceilings or that more generous cellmgs be
e 1mposed on new construction. This proposal. involves a_
partial abandonment of rent ceilings. The retention of the
“ rest can then be defended only on the ground that the pres-

ent method of rationing existing housing by chance and
favouritism is more equitable than rationing by higher.
_rents, but that rationing the future supply of housing by
higher rents is more equitable than rationing by present

methods '

V. CONCLUSIONS

Rent ceilings, therefore, cause haphazard and arbitrary

“allocation of space, inefficient use-of space, retardation of
new construction and indefinite continuance of rent ceilings,
or subsidisation of new construction and a future depression
in residential building. Formal rationing by public authority
would probably make matters worse.

Unless removal of rent ceilings would be a powerful
new stimulus to inflation, therefore; there is no important
defence for. them. In practice, higher rents would have
little direct inflationary pressure on other goods and services.
The extra income received by landlords would be offset by
the decrease in the funds available to tenants. for the pur-
chase of other goods and services.

The additional inflationary pressure from higher rents
would arise indirectly; the higher rents would raise the cost
of living and thereby provide an excuse for wage rises. In

. an era of direct governmental intervention in wage-fixing,

- the existence of this excuse might lead to some wage rises
that would not otherwise occur-and therefore to some
further price rises.

"How important would this indirect effect be? Immedi-

* ately after the removal of ceilings, rents charged to new
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tenants and some existing tenants witnout leases would
-rise substantially. Most existing tenants would experience
moderate rises, or, if protected by leases, none at all.
Since dwellings enter the rental market only slowly, average
" rents-on all dwellings would rise far less than rents charged -

" to new tenants and the cost of living would rise even less.

As more dwellings entered the rental market, the initial
_rise in rents charged to new tenants would, in the absence-
of general inflation, be moderated, although average rents -

on all dwellings would continue to rise.

© After a year or so, average rents might be up by as
“much as 30 per cent.i But cven this would mean a rise of -
only about 5 per cent in the cost of living, since rents
account for less than one-fifth of the cost of living. A rise
of this magnltude — less than one-half of 1 per cent per
‘month in the cost of living — is hardly likely to start a
general inflation.-

The problem of preventing general inflation should be -
attacked directly; it cannot be solved by special controls in
special areas which may for a time bottle up the  basic
inflationary pressures but do not- remove them. We do not
believe, therefore, that rent ceilings are a sufficient defence
against inflation to merit even a fraction of the huge social
costs they entail.

No solution of the housmg problem can benefit every-
one; some must be hurt. The essence of the problem is that
some people must be compelled or induced to use less
housing than they are willing to pay for at present legal rents.

- Existing methods of rationing housing are forcing a small
minority — primarily released veterans and migrating war
workers, along with their families, frlends and relatives — to
bear the chief sacrifice.

Rationing by higher rents would aid this group by.
inducing many others to, use less housing and -would, there-
fore, have the merit of spreading the burden more evenly
- among the population as a whole. It would hurt more people
: 1mmed1ately, ‘but less severely, than the existing methods.

This is, at one and the same time, the justification for using
high rents to ration housing and the chief polmcal obstacle
- to the removal of rent celllngs N

{Editor’s Note: “The actual increases that followed decontrol in 1949 averaged .
- only about 12%. See the essay “Decontrol” in this volume. .
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~ A final note to the reader; we should like to emphasise
- as strongly as possible that our objectives are the same as
yours — the most equitable possible distribution of the avail-
able supply of housing and the speediest possible resumption
of new construction. The rise in rents that would follow
-~ the removal of rent control is not a virtue in itself. We have
" no desire to pay higher rents, to see others forced to pay
them, or to see landlords reap windfall profits. Yet we urge
the removal of rent ceilings because, in our view, any other
solution of the housing problem involves still worse evils.

102



- No Vacancies

BERTRAND DE JOUVENEL

Co 1948




THE AUTHOR

BERTRAND DE JOUVENEL was born in Parls in 1903. M de
Jouvenel is the descendent of a famous family which gave
France noted statesmen -and writers. He studied mathe-
matics and law. After graduating he enteréd French politics,
. but later went into journalism, becoming an active reporter
on international affairs. In the latter part of the Second
World War he took refuge in Switzerland where he com-
- pleted his great work, Du Pouvoir, an analysis of present-
day totalitarianism. In 1947 he was appointed to the Uni-
versity of Manchester where he lectured on society and
sovereignty. He is now president of a bureau of. economic
research in Paris (SEDEIS), and -editor of Analyse et
Prevision.

Among his many writings are: The Crisis of American
Capitalism, 1933; Problems of Socialist England, 1946;
Du Pouvoir, 1945, published in English, On Power, in 1948;

" Ethics of Redistribution, 1951; The Political Good, 1955;
The Art of Conjecture, 1971.- - -

104



No Vacancies®

BERTRAND DE JOUVENEL

(

~ 1. A DOLLAR A MONTH :
A dollar a month will pay a wage-earner’s rent in Paris.
Our authority for this assertion is the Communist-dominated
Federation of Labour Unions, the CGT. In setting forth. its
demands for -a minimum wage to ensure a decent living,
. it produced a worker’s budget in which the expenditure on
rent was put at 316 francs. (In this analysis, all figures
will be stated in dollars at the rough valuation of 300 francs
to the dollar).

Against this figure one may set the estimate of the
conservative  Union of Family Associations. Thinking in
terms of families, this source sets the expenditure: on rent,
providing adequate space, at a dollar and a half for a man

and wife with a child and a baby; for a family of six the

expenditure on rent should go up.to a: little less than two
dollars. .

Artificially low rents

Such éheapnes‘s is amazing. In the CGT budget, rent is
reckoned as equal in cost to transport to and from work.
To put it another way, a month’s rent for an individual

S

worker costs little more.than six packets of the cheapest

cigarettes. For a large family of six it costs as much as
eleven packets of cigarettes (cigarettes, now unratxoned in
France, cost 15 cents a packet).

_ *First published in the USA by the Foundation /or Economic Education, Inc.,
Irvington- on-Hudcon N.Y., October 1948.. . .
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‘ Even in a worker’s very modest budget such an ex-

‘penditure absorbs but a small part of his income, 2.7 per
cent of the minimum income demanded by the CGT; as
little as 1.2 per cent of the income of a six-member family
as calculated by the Union of Family Associations.

Against such estimated blueprint budgets we can resort
.~to actual declarations of wage-carners canvassed by the
" French statistical services. It appears from their budgets
that, on average, rent makes up 1.4 per cent of wage-
~earners’ expenditures; for white-collar workers rent goes
up to 1.7 per cent of total expenditures.

In practice there are many rents lower than a dollar

a month; rents of half-a-dollar are not uncommon. Nor

should it be assumed that the lodgings are ‘necessarily
worse, for price and comfort, as we shall see, are unrelated.

Such low rents are not a privilege confined to wage-
earners. Middle-class apartments. of three or four main
- rooms will frequently cost from $1.50 to $2.50 per month.
Rents paid by important officials or executives range from

) - $3.50 to $8 or $10 a month. There is no close correlation

between income and rent. Rent seldom rises above 4 per cent
of any income; frequently it is less than 1 per cent.

It is not then surprising that Parisians spend on enter-
‘tainment every month far more than they pay. for three
months rent.

‘Here lies an apartment

This may seem a very desirable state of affairs. It has, of
course, its drawbacks.

While, on the one hand, you pay no more than these

“quite ridiculous' prices if you are lucky enough to be in
possession of a flat, on the other if you are searching for
- lodgings you cannot find them at 'any price. There are no
vacant lodgings, nor is anyone going to vacate lodgings
which cost so little, nor can the owners expel anyone Deaths.
are the only opportunity.

Young couples must live w1th 1n-laws, and the wife’s

‘major activity consists in watching out for deaths. Tottering -

old people out to sun themselves in public gardens will be
shadowed back to their flat by an eager young wife who
will strike a bargain with the janitor, the concterge SO -as
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to be first warned when the demise occurs and to be first
in at the death. Other apartment-chasers have an under-
standing with undertakers

IL. ‘BOOTLEG’ HOUSING

There are two ways of obtaining an apartment which death’

has made available. Legally, if you fulfil certain conditions
which give you a priority, you may obtain from a public
authority a requisition order; you will usually find that the
same order for the same apartment has been given to
pos51bly two or three other candidates. The illegal method
is the surest. It is to deal with the heir, and with his com-
plicity immediately to carry in some pieces of your furniture.
As soon as you are in, you are king of the castle.

Buying one’s way into an apartment will cost anythmg

from $500 to $1,500 per room. At such prices you may also-

v
E 1

share flats which the ‘tenants will agree to divide. As for -

wage-earners, they may as well give up hope of setting up

house; they will have to stay.with their families or live in

. very miserable hotels by the month.

_In short, rents are very low.but there are no lodgings
available. Nor are any being built. And practlcally none have
been built for the last 12 years.

|

There are some 84,000 buildings for habitation in Parls -

27.2 per cent of them were built before 1850, 56.9 per cent
before 1880. Almest 90  per cent of the total were built
before the First World War. Most of the additional new
building was carried out immediately after that war; then
it slackened, and by 1936 had practically stopped.

Parisian plight

Even a very lenient officialdom estimates that there are
about 16,000 buildings which are in such a state of disrepair:
that there. is nothing that can be done but to pull them down.

. Nor are the remainder altogether satisfactory. To go into

sordid details, 82 per cent of Parisians have no bath or
shower, more than half must go out of their lodgmgs to find

a lavatory, and a fifth do not even have runnmg water in
the Todgings. Little more than one in'six of existing buildings
is pronounced satisfactory and in good condition by the
public inspectors. Lack of repair is ruining even these.

s
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Owners can hardly be blamed. They are not in a
financial position to keep up- their buildings, let alone
improve them. The condition of the owners can hardly be
believed. To take an example of a very common situation,
here is a lady who owns three buildings containing 34

-+ ‘apartments, all inhabited by middle-class families. Her net

loss from the apartments, after taxes and repairs, is $80
a year. Not only must her son put her up and take care of
her, but he must also pay out the $80 She cannot sell there

- are no buyers.
When the owner tries to milk a little net 1ncome,from

~ his property by cutting down -the repairs, he runs, great

risks. Another person postponed repairs on his roofs; rain
filtering into an apartment spoiled a couple of armchairs.
He was sued for damages and condemned to pay a.sum
amounting to three years of the tenant’s paltry rent. -

The miserable condition of owners is easily explained.
While rents since 1914 have at the outside multiplied 6.8
times, taxes have grown 13.2 times and the.cost of repairs
has increased from 120 to 150 times the 1914 price!

1IL. RENT CONTROL TAKES ROOT

. The position is, of course, as absurd as it is disastrous. An
- outsider might be tempted to think that only an incredible
" amount of folly could have led us to this. But it is not so.

We got there by easy, almost unnoticed stages, slipping .

down on the gentle slope of rent control. And this was not

. ‘only thé work of socialist regimes but of successive parlia-
ments and governments, most of Wthh were considered to

be rather conservative. :

Legacy of Flrst World War - o

The story starts with the First World War. ]t then seemed
- both humane and reasonable to preserve the interests. of the
- families while the boys were.in the army or working for
victory. So existing situations were - frozen. It was also
reasonable to avoid disturbances at the end of the war. The.
. veterans’ home-coming should not be spoiled by evictions
 and rent. increases. Thus -pre-war situations were hardened

‘into rights. The owner lost — ‘temporarily’, of course — the
- disposition of his property, and the stipulations of law
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superseded agreement between the parties. This was only"
for a time.

But by the time: the situation was reviewed in 1922 retall
prices had trebled with rents still at their pre-war level. It
was then plain that a return to a free market would imply
huge increases, an index to them being provided by rents in
the smallish free sector, which hovered around - 24 times
the 1914 rents. The legislators shrank from this crisis, Wages
were by then three and a half times what they had been in
1914, and the expenditure on rent in the worker’s budget
had shrunk from something like 16 per cent before the war
to around 5 per cent. In our times habits -become ‘quickly
ingrained. Instead of regarding rent as constituting norm-
ally one-sixth of one’s expenditures, one took it now as being

normally one-twentieth. Also, a ‘right’ had developed, the

‘right’ to dig in. Always very sedentary, the French now
had struck roots-in their rented lodgings.

The legislators decided to deal with this matter in a
prudent, statesmanlike manner. So the tenant’s right to
retain possession was confirmed but the rent was raised
slightly. Successive increases were granted in further laws,
all hotly debated. A new owner-tenant relationship thus took
shape. The owner was powerless either to evict the tenant
or debate the price of rent with him, because the state took
care -of that. The price rose but slowly, while in the mean-
time the field of regulation was progressively enlarged to
bring in such ‘flats as had not been previously regulated.
New buildings put up since 1915 were alone left unregulated -
to stimulate construction. Thls exceptlon was not to endure
for long.-

The fear of liberty

No systematic view inspired this policy. It just grew from the
fear of a sudden return to liberty which seemed ever more
dangerous as prices rose. And, of course, if one had to
control the price of rent, one could not allow the owner to
dispossess tenants,:because in that case he might so easily
have made an agr sement secretly with the new tenant; so
" rent control im necessar11y the demal of the owner’s
right to evict.
What then happened to rents under this reglme‘? In
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1929, with retail prices- more than six times what they had
been in 1914, rents had not even doubled; real rents, that
is, rents in terms of buying power, were less than a third
of what they had been before the war.

Law-making on rent control continued; indeed no single-
~-subject has taken up so much of the time and energy of
Parliament. But the improvement in the condition of the
owners, when it came, was not the work of the legislators.
It was brought about by the economic crisis which lowered

B - retail prices. Thus, by 1935, rents then being almost threé

times their pre-war level, retail prices were down and owners
- -obtained almost two-thirds of their pre-war real income.
. Or rather they would have obtained it had not the Laval
government then decided on a cut of 10 per cent in rents
~ as one of the measures. designed to bring down the cost of
living and implement a policy of deflation.

When the Popular Front came to power in 1936, the
process of devaluations started again, retail prices soared,
and real income from buildings crumbled from year to year.
: Then came the Second World War. The return to liberty
which had been devised for 1943 was,.of course, shelved, and
all rents were frozen, including this time those of recent

- buildings which had till then escaped:

1V. THE BUSY LAW-MAKERS

Since the Liberation, an order in council of 1945 and two °
laws in 1947 have intervened, bringing up to 119 the number
of laws or quasi-laws on the subject since 1918. The new
laws have provided for increases jacking up rents. Apart-
“ments built before 1914 can now be rented at prices 70 per
cent above the 1939 price. But while rents increased 1.7
times retail prices rose more than 14 times. In other words,
the buying power 'of rents was set at 12 per cent of its 1939
- level, already greatly depressed as we have.seeh. The’
buildings put up-since 1914 were more severely treated on
" the assumption that the ruling rents in 1939 had been more
" "adequate. The permissible increase over 1939 levels was
'set at 30 per cent, thus keeplng the buying power of these -
rents at 9 per cent of what it was before the Second World
War. It was further specified; for buildings dating back to
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- 1914 or earlier, which comprise as we have noted nine out
of ten of the total stock, that their rents should in no- case
be more than 6.8 times the 1914 rent. This in spite of the
fact that retail prices were then 99.8 times as high as in 1914,

In short, owners of new buildings have been allowed
to get.in terms of real income less than a tenth of what
they got before the Second World War.

" Owners of old buildings, that is, nine-tenths of all
buildings, have been allowed to get in terms of real income
either 12 per cent of what they got in 1939 or a little less
than 7 per cent of what they got in 1914 — whichever is
the lesser, the law took care to specify! - :

The price predicament

If on:the other hand a builder were now to put up flats -
similar to those in existence, these new apartments -would
have to be let for prices representing from 10 ‘to 13 times
present rent ceilings, in order to reward the costs of con-
struction and the capital invested. Accordmg to an official
source, a report of the Economic Council, a wage-earner’s
apartment of three small rooms and a kitchen now renting
for $13 to $16 a year(!)- would have to be rented for $166 to
$200 a year; and a luxury apartment of 1,600 square feet
floor space would have to be rented for $55 to $70 a month,
compared with the current price of $14 to $17 a month.
Obviously, as long as the rents of existing buildings are
held down artificially far below costs, it will ‘be psycho]ogic-
ally impossible to find customers at prices 10 or 12 times
higher, and hence construction will not be undertaken.

Such is the differential between the legal -and "the
economic price of lodgings that even the most fervent ad-
vocates of freedom are scared at the prospect of a return to
it; they shudder at the thought of a brutal return to reality.
They feel that if the right to dismiss tenants were restored,
and the right to bargain and contract with them, evictions
could not be executed, the whole nation of tenants sitting
down to nullify the decision. The thing, they say, has now
gone too far, the price of rent is too far removed from the
cost.

Hence the strange plans which are now b‘emg,cons1der-
ed by the French Parliament. It is proposed to maintain a -
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right of occupation, a right to retain one’s lodgings, and it
'is proposed to arrive at a ‘fair price-fixing’. That is, the true
service value of every flat would be fixed according to floor
space, the value per square metre being multiplied by a
coefficient according to the amenities, situation and so forth.
Thus the ‘fair rent’ would be ascertained. But it would not
be wholly paid by the tenant. He would benefit by a special
subsidy, an.inflationary measure of course, as are all sub-
sidies. Nor would the larger part of this fair rent be paid-to
- the-owner. It would be divided in slices. A slice to correspond
" with the cost of upkeep would be paid to the owner, not
- directly but-to a blocked account to make sure it was spent -
on repairs. A much bigger slice for the reconstitution of the
‘capital investment would not go to the owner at all, but to
a National Fund for Building. Thus the dispossession of the

- ~owners would be finally sanctioned. They would be legally

turned into the janitors of their own buildings, while on the
basis of their dispossession a new state ownership of future
buildings would rear its proud head.

Road to rum

. Possibly the French example may prove of -some interest
and use to our friends across the sea. It goes to show that
rent control is self-perpetuating and culminates. in both the

_physical ruin of housing and the legal dispossession of the
owners. It is enough to visit the houses in Paris to reach-
conclusions. The havoc wrought here is not the work of the

" enemy but of our own measures.

\
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The Economlcs of Rent
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In view of the important part rent restriction now plays in
the economic systems of many countries, it is remarkable‘. ]
how little attention its economic aspects have attracted.
Apart from the brief though admirable discussion in Mr.
Roy Harrod’s Are These Hardships Necessary? there is
very little referénce to the subject in recent British economic
literature. It is quite understandable that politicians should
have avoided the subject, for the emotions it arouses are too
deep and too widespread to allow it to be discussed in
public with both frankness and safety; but it is a little
surprising that British economists, in the security of their
studies, should have shown so little inclination to-follow up
the many interesting questions which the subject raises. -
In the following article, after an outline of the history
of rent restriction and a glance at the legal difficulties of-
its enforcement, I approach the subject mainly from- two
points of view: the inequity of its results as between indi-
vidual tenants and individual landlords, and even more
as between those with houses and those without; and its
-economic effects in discouraging the adequate maintenance
of house property and in reducing the mobility of labour.
I shall put forward suggestions for changes in the law which

would, in my opinion, constitute a great improvement on the *

existing system from both points of view, however unlikely
it may be that any party would find it polmcally expedlent
to adopt them.

* Reprinted by permission of the author and publishers from Lloyds Bank Review.
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Rent Control — A Popular Paradox
o I.ITHE HISTORY OF RENT RESTRICTION

0ld control

The history of rent restriction in England begins very nearly
35 years ago, with the passage of the Increase of Rent and
Mortgage Interest (War Restrictions) Act in December 1915,
This Act made it generally illegal for landlords of unfurn-
ished houses, or parts of houses let as separate dwellings,
of which elther the rent charged in August 1914, or the
_ net rateable value did not exceed £35 in London or £26
elsewhere, to charge rents higher than those charged in
August 1914, except in so far as improvements had been
"made or the rates increased. It also prohibited the calling-in
of mortgages on rent-restricted property or the raising of
interest rates on them. The general principles of this Act
have been maintained in all subsequent legislation.

- After the 1914-18 War, some concessions were made to
help the landlord to meet the greatly increased cost- of
maintenance and repair. In 1919, increases of 10 per cent,
and in 1920, of 40 per cent, were permitted in the 1914
‘standard rent’, provided that the premises were kept ‘in a
reasonable state of repair’. On the other hand, the scope of

o the Act was extended in 1919 to cover-all houses of which

neither the standard rent nor the net rateable value exceeded
£70 in London and £52 elsewhere, in 1920 increased to £105
in London and £78 elsewhere. Thus, all except the largest
- houses were. made subject to control. At the same time, the
o protectlon of the Act was extended, not only to the ‘statutory
" tenant’, but also to his widow or any relative who had been
' re51dent in his house for six months or more at the time of
" his death, though these in turn could not pass on their
“rights to yet another generation.

- In 1923, after the short but violent depression which -
- -ended the post-war boom, the first steps were taken towards
" the withdrawal of rent control. Under the Act of that year,
-~ any house of which the landlord obtained vacant possession,

‘or of which the sitting tenant accepted a lease of two years
_hor ‘more, becai;ne automatically decontrolled. When, ten
. ‘years later, the iresults of the 1923 Act were reviewed, it
" .was - considered that, whereas the release of the larger
houses had been proceeding too slowly, that of the smaller
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houses had been too fast. Under the Act of 1933, therefore,
controlled houses were divided into three groups. Those of
-which both the recoverable rent (standard rent plus permit-
ted increase) and the net rateable value were above £45
in London and £35 elsewhere were decontrolled immedi-
ately; those below these values, but with a net rateable
value of £20 in.London and £13 elsewhere continued to be-
come decontrolled as they fell vacant; and those with still
lower rateable values ceased to be decontrollable. In 1938,
the second of these groups was in turn sub-divided. The
upper section, consisting of houses with net rateable values

above £35 in London and £20 elsewhere, was decontrolled B

at once, while the lower ‘section became permanently con-
trolled.

Thus, in August 1939, all pre-19l4 houses with net
rateable values above £35 in London and £20 elsewhere had .
been excluded from control, together with a substantial -
though unknown number of smaller houses. The number of -
these decontrolled houses was estimated by the Ridley
Committee in 1945 at 4.5 million. Also ‘outside the control .
were .some 4.5 million houses built since 1919, of which
some 3 million were in private ownership and were mainly
owner-occupied and 1.5 million were owned by local authori-
ties. Thus, out of a total of about 13 millioni houses and
flats, only about 4 million, all with net rateable values not
exceeding £35 in London and £20 elsewhere and.almost.
entirely owned by private landlords, were still subject to
control. The recoverable rents of these housés were usually
from 20 per cent to 30 per cent lower than “the uncontrolled
rents of similar houses.

New control

-On 1 September, 1939, all dwelling-houses not subject to the -
old control and with net rateable values of not more than

£100 in London and £75 elsewhere were made subject to a i

new control, with standard rents fixed at the rents which
were being paid on the date of the Act, or, if not let on that
day, at the last previous rent paid. All new houses, or those
never let before, were to have as their standard rents
whatever was charged at their first bona fide unfurnished
letting. This Act is still in force, though it has been. supple-
mented by the Furnished Houses (Rent Control) Act of
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1946,. which established Rettt Tribunals to review rents of .

furnished accommodation, and by the Landlord and Tenant
(Rent Control) Act of 1949, which gave to these same tri-
-bunals power to fix the rents of unfurnished houses let for
the first time. The recommendation of the Ridley Committee,
that rerit tribunals should have the power to adjust in either

direction anomalies in the existing standard rents of con--

-trolled houses, has never been adopted No attempt has so
far been made to control the prices at which houses may
be sold. :

" IL. LEGAL DIFFICULTIES AND INJUSTICES

i The results of this long series of Rent Restriction Acts
cannot be regarded with satisfaction from any point of
-view. It has long been realised that they have serious legal
difficulties. Apart altogether from’the question of evasion,
and even after the immense case-law developed by 30 years
of litigation, the legal position in any particular case is
often.still obscure.

What exactly is part of a house let as a separate dwell- ‘

ing? Just how many acres of land must go with a house to
make it a farm and therefore outside the scope of the Acts?
Just how much furniture-is needed to constitute a furnished
house? Does a man automatically convert his office into a
dwelling-house by keeping a camp-bed in it, and if not,
how frequently must he sleep there to bring it within the
Acts? Would an owner, with an invalid wife ‘and three
* young children, who wishes to obtain occupation of his own
‘house, suffer more hardship if his requést were refused than
the tenant, with only one child but a bed-ridden mother-in-
law, would suffer if it were granted?

These are a very small sample of the thousands of cases
decided yearly in‘the courts. Apart from such questxons it
is often a matter of great difficulty to discover what is the
standard rent of any particular house, especially if it has
“been owner-occupted for any considerable time. If a house
~was last let in 1815, then the rent paid at the time of the
battle of Waterloo is the standard rent today.

Tenants and landlords
If the Rent Restriction Acts are a lawyer’s mghtmare, they
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offend at least as much against the .ordinary standards of
equity. . Of three identical houses in the same road, one
may be let at 10 shillings a week under the old control,
the second at 15 under the new control, while the rent of
the third, let for the first time since the war, may be 25

" shillings or more. There is no guarantee that the poorest -

s

tenant rents the cheapest house, or that the poorest landlord
owns the dearest one. Indeed, the landlord of the cheapest
house may well be poorer than his tenant, for before 1914
small house property was a favourite medium for the in-
vestment of small savmgs

Those without houses

But the inequity of the present system as between tenant
and tenant, or between tenant and landlord, fades into
insignificance compared with the inequity as between those
who are lucky enough to have rent-restricted houses and
those who. have no houses at all. It is an economic truism
that the fixing of maximum prices without the imposition
of rationing normally results in part of the demand at the
fixed price going unsatisfied. Even if the maximum- rents
fixed were completely consistent as between themselves
this difficulty would remajn. Since 1939, money: earnings
and most prices have approximately doubled; controlled -
rents (apart from increases in rates) have not risen at all. -
Thus, in real terms, the rents of some 8% million out of the
13 million pre-war houses have been approximately halved.
Is it to be wondered that the demand for houses ‘to let at
controlled rents is enormously in excess. of the supply? Is
it surprising that. rent-restricted houses are used less econ- .
omxcally than they would have been if rents had- risen in
proportion with other prices and incomes, and that an un-
satisfied demand is squeezed out, to be concentrated on the
other sectors of the market — local authorities’ houses,

furnished accommodation, and houses available for purchase\ e

with vacant possession?.

Of the sectors not covered by the Rent Restrlctlon Acts,
rents of local authorities’ pre-war houses, though frequently
higher than before the war, are in general held at a level

far below that necessary to equate supply and demand; while .

rents of their new houses, though higher than those of their .

“older ones, even allowing for their improved amenities,
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.are held by subsidies at a level far below current market
““values. Thus, a- great unsatisfied demand is concentrated
" on the two remaining sectors, pushing prices there far above
-what they would have been if prices in all sectors had been
allowed to find their market level. Sometimes tenants of
furnished rooms (often in rent-restricted houses) will venture
“ ‘to bring cases of unusually high rents to the notice of the
rent tribunals set up under the Furnished Houses Act, even
though the tribunals cannot give security of tenure for more

© . than a few months at a time. But such-controls, even.if -

successful, cannot provide accommodation where ‘it does

" not exist; and even if they could be universally enforced,

their only result would be to reduce the supply and expand

the demand for furnished rooms until there remained, for

those left over who were unable to provide the deposit on

‘a purchased house, the choice only between the hospitality
-of relatives and the hardly warmer welcome. of- a public

) mstltutlon

Houses for sale

- There- remains only one sector of the market where no
_attempt has yet been made to control prices — the market
-in houses for sale. In spite of the fact that the demand here
is limited to those able to provide at least the minimum
“deposit, prices for houses with vacant possession, especially
“for the-smaller houses, have been forced up to a level far

.. above that of most other prices, It is difficult to generalise

. the increase in house prices since 1939, but perhaps it

 would not be far from the truth to say that in many parts

“of the country small houses are costing from three to four
times, and larger houses from two to-three times, what
"they would have cost before the war. Only for the largest
“houses, unsuitable for conversion into commercial premises
and requiring more service to run than is within the power
‘of most post-tax incomes to command, is the rise in prices

“*not -abnormal.

The rise in the price of small ‘houses cannot, however
be taken as an indication of the rise in rents which would
follow the withdrawal of rent restriction; for much of it is
due to the concentration upon the only completely free
‘sector of the market of the excess demand created by the
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“artifically low rents ruling in at least two of the other sectors.
The “repeal of rent restriction would almost certa.nly be
followed by a sharp drop in the prices of at least the smaller
houses - offered for sale- with vacant possession.

- IIL. ECONOMIC ‘EFFECT‘S

Inadequate maintenance

The economic aspects of rent restriction reveal disadvant-
ages at least comparable with those of its legal and equitable
aspects. They are mainly two: the impairment ‘of the land-
lords™ ability and incentive to maintain premises in good
condition, and the 1mped1ments whlch the Acts place in the
~way of the mobility of labour.

As regards the first of these, it is common ground that -
the cost of maintaining and repairing houses has. risen

markedly since before the war, probably more than twice .

everywhere, and in some areas three times or more. At
these prices, many landlords are unable to pay for adequate
repairs out of the controlled rents and leave themselves
any income at all, while others; especially owners of older
property unsuitable for owner-occupancy, find that it pays
them better to collect what income they can wuntil their
property - becomes actually uninhabitable than to spend
money on repairs which will never yield a reasonable: return
_on the expenditure. The probability that property will .be
treated in this way is increased by the tendency of the better

landlords, faced with the choice between running their

property at a loss and allowing it to decay, to sell it for what
it will fetch to those who are less scrupulous in their methods
of management. Thus, much property is being allowed to
degenerate into slums, or at best maintained ata level much
below that which is economically desirable and which it
would have paid landlords to achieve if rents had been
allowed to find their market level. For the ultimate results
of this policy we have only to look across the English Chan-
nel, where inflation has gone considerably further than here
and the gap between controlled rents and -those which would
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enable property to be kept in good repalr is, therefore even
- wider.!

Reduction in mobility

The second of the economic disadvantages of rent restriction,
at least in the short run, is probably even more serious than -
~ the first. Rent restriction involves what is in effect a tax on
the landlord and a sub51dy to the tenant. But it is a subs1dy
which the tenant receives only so long as he’ stays in his
existing house. Should he leave it for any reason, he is
deprived, not only of his subsidy, but also of his. right to
rent another house even at the full market price. If he
happens to live in a council house it may be possible for him,
by arrangement with the local authority, to exchange houses
with someone else in the same district, or even to be allotted
a new house on surrendering his old one. But if he lives
in a privately-owned house, or if he wishes to move outside
his district, his chance of renting another within a reasonable
“time is small unless he either has access to some .special
favour or -is prepared to break the law by -offering some -
consideration in additjon to the controlled rent. Otherwise,
he will have to make do with furnished lodgings until first
- he qualifies to be regarded as a resident and then his name
/has slowly climbed to the top of the local authority’s housing
list. It is little wonder that the much-needed increase in the. -
mobility of labour is so difficult to achieve.

Expedients to restore mobility

If, however, a tenant inhabits a privately-owned house
suitable for owner-occupancy, there are ways in which he
may be able to retain at least part of the:benefit of his rent
subsidy - after leaving his present house.” So long as he
remains a statutory tenant, the selling value of his present
_house is probably a good many hundred pounds less than it
would be if the landlord were able to offer it with vacant
possession. It may sometimes be possible for the tenant to
obtain a share of this margin between-the ‘sitting-tenant’
rand the ‘vacant-possession’ values of his house, either by

Hllustrations of this phenomenon can be found in Bertrand de Jouvenel’s essay .
. on France’s experience of rent restriction, especially in pages 108-109 Ed.
. . i -
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agreeing to leave in exchange for a cash payment, or by
buying his house for something more than its ‘sitting-
tenant’ value and subsequently re-selling it for its full market
value with vacant possession. How much of the margin he
will be able to secure for himself, and how much he will
"have to leave for his landlord, will depend on their relative
bargaining powers; the tenant will no doubt do his best to
conceal his desire to leave until the bargain has been com-
pleted. If in either of these ways he can make a substantial

profit, he can use this to pay part of the purchase price of °

a house in the district to which he wishes to move, borrow-
the remainder from a building society or other source.

Fewer houses to let

It should be noted that every time this sort of transactlon'

occurs a house is permanently transferred from the letting
market to the selling market. The same is true whenever a
house falls vacant on the death of a tenant; for it will usually
pay the landlord to sell it to an owner-occupier rather than
re-let it at the controlled rent. Thus, despite the delay due
to the right of a resident wife or relative to succeed to the
tenancy for one further lifetime, it seems probable that the
‘indefinite continuation of the present system will result in
the gradual withdrawal from the letting market of all
privately-owned houses suitable for owner-occupancy.

The demand for houses to let will therefore become ‘

increasingly concentrated on the new houses built by public
authorities. The satisfaction of this demand, at subsidised
rents, would require not only a-long-continued diversion

to housing of resources urgently needed in other fields but -

also a continually mounting annual charge on the Exchequer
and local governments for.subsidies. This cost, for pre-war
-and post-war houses, is already in the neighbourhood of
£40 million a year (in addition to the subsidies on temporary
houses) and is rising by something like £5 million a year.

IV. PROPOSALS FOR REFORM

Repeal of Acts

While, however, it is easy enough to see the defects, legal,

s socxal and economic, of the system of rent restriction into
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‘which the country has been allowed to drift, it is much less

easy to suggest an acceptable remedy. The mere repeal of
the existing Acts, though a solution of the economic dif-
ficulties and in the long run likely to prove highly beneficial
to the country as a whole, would in the short run frustrate:
many justifiable expectations, and bring about a sudden
redistribution of incomes which the electorate would certain-

" ly not desire nor the individuals affected in ‘many cases

deserve. While some of the landlords who would benefit
from repeal have no doubt suffered unjustly as compared
with receivers of income from other types of property, there
are - others, such as recent purchasers of rent-restricted -
property at the ‘sitting-tenant’ price, who would make large-
windfall profits; and on the other side, while many tenants
could no doubt afford to pay higher rents without real dif--

ficulty, others, especially those with children or living on

small. pensions, would suffer the most serious hardshlp
Simple repeal would therefore give rise to so many hard
cases and obvious injustices that it would offend against
the principles of equity almost as much as do the existing
Acts, and agamst the pubhc sense of equlty probably far
more.

Other proposals
Various suggestions have been made which, while main-

" taining the Rent Restriction Acts in force, would mitigate

some part of their ill-effects. The Ridley Committee Report
of 19452 among recommendations for minor improvements
in the working of the system, made three suggestions on

. points of substance. The first of these was that the various -

Acts should be consolidated and their legal anomalies
cleared up; the second was that rent tribunals should be
set up to overhaul the whole system of standard rents and
remove their inconsisténcies with each other; and the third
was that after three years a committee should be appointed

_ to report on the cost of house repairs, with a view to a pos-

sible increase in the level of permitted rents. None of these

recommendations touches the central problems, and, apart.

*from the power given to rent tribunals to review post-1939

rentals, none has been acted upon.
2The Rent Restriction Acts, Cmd. 6621, HMSO, 1944-45 |
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The recommendatlons of a report publlshed in Nov-
* ember 1949 by PEP3 come rather nearer to dealing with
the real difficulties. The report looks, not too hopefully, to.
the Local Government Act of 1948, with its-programme for
- re-assessing rateable values on a consistent basis throughout
“the country by 1953, to provide a means of. carrying out
the Ridley Committee’s recommendation for the elimination
of inconsistencies between restricted rents; and it urges
some relief to landlords, by means of increased rents and/or
special tax .allowances, to provide the means of carrying
out repairs: This last recommendation would do something
to prevent large stretches of low-rented premises from de- -
generating into slums,: while the first would help to remove
the inequity as between one tenant of .a ‘controlled house
and another. But neither would do anything towards solving
.the problem either of the inequity between those with.
houses and those without or of the immobility of labour.
Various suggestions have been made to deal with the
problem of immobility. It might, for instance, be possible
to make people more mobile by giving to anyone who sur-
rendered the tenancy of a house priority for a new tenancy,
‘whether in his own district or elsewhere. Such a measure,
however, would  encounter insuperable pohtlcal difficulties;
- for to give a newcomer m a district priority over existing
inhabitants, some of whom had waited perhaps for years,"
would reveal far too plainly the injustice of the present
system towards those who are not lucky enough to have a
* house."No solution which does not make a serious attempt
to- deal with this injustice either has or ought to have any
chance of acceptance. .

"Mr. Harrod’s plan

A similar ob)ectlon can be made to the otherw1se most
valuable suggestions made by Mr. Roy Harrod in his book
" Are These Hardships Necessary?* Mr. Harrod suggests that
the ‘Acts should be repealed and rerits be allowed to'rise to ~
their full market level, but that. for a period of 10 years the
landlord should be taxed the whole of the increase and the
proceeds handed back to the tenant, who would receive
them whether-he stayed in that house or not. At the end of
3Rent Control Policy, Broadsheet No. 305. ’

‘Rupert Hart-Davis, London, 1947.
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 the 10 years,

‘some readjustment of wages or taxes could be made, so
as to avoid any transfer of income from the poor to the
rich that the abohtlon of the old system might entail’.

‘This scheme would clearly have great advantages over the
present system. So long as the tenant stayed in his existing
house, his extra rent would be exactly equalled by his extra
income, and he would be neither better nor worse off than
before. But he would now have the choice between spending
the whole of his new allowance on the increased rent and
‘moving to a cheaper house, thus freeing part of his new
allowance for spending on other things. Further, since rents
- of other houses would be at their full market level, he would
~be able to find another house at a rent, no doubt higher
than its previous controlled level, but lower than the new
rent of his existing house. The tenants most likely to move
in this way would probably be elderly people, who are at
present both enabled by the low rents they are.paying and
compelled by the difficulty of finding other accommodation
to stay on in a house too large for them now that their
_children have grown up and left home; but, no doubt, there
* .are many other people who would find that they preferred
to spend. some part of their increased moneyymcomes in
other ways and would move to smaller and cheaper premises.
Thus, the demand for house-room, now artificially stimulated
by the reduction in real rents;, would fall to a normal market
level, and the unfortunates who compose the surplus de-
~mand, now squeezed out of the market, would be able to
get a house. No existing tenant would. be ‘worse off if he
stayed, and since any move he made ‘would be voluntary,
he would move only if he thought that he was thereby mak-
ing himself better off.

‘Disadvantages
While Mr. Harrod’s scheme would do much to remedy the -
disadvantages of the present system, and would largely
solve the problem of mobility, it has three serious deficienc-
ies. First, it does nothing, for at least 10 years, to make the
landlord better able to provide for the increased cost of
repairs; for the heavy tax would be just as efficient a pro-
" moter of slums as the present restriction on rents.
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Secondly, it perpetuates the random distribution of
" the sub31dy,between tenants, regardless of their means, so.
~that-a tenant with a larger income -or smaller responsibilities
might well receive a larger grant than one poorer or more
- burdened.

: Most serious of all is the dlfflculty that while the in-
: just1ce to the man without a house would in fact be some- .
what reduced by making it possible for him to. get one at the
full. market ‘rent; Mr. Harrod’s scheme would make the
remaining - inequity explicit and therefore ‘less acceptable
to ‘public opinion than the even greater inequity- implicit
in the existing system. We have only to think of the feelings
of a man who is on the point of getting a house, for which
perhaps he has been waiting for years, at a-controlled or
. subsidised rent, and who suddenly learns-that its.reht has -
risen by 50 or 100 per cent. He will receive no compensation
for the rise in rent of a house he has never inhabited, while
his next-door neighbour, who got his house perhaps a month
“ago, will receive an  allowance which is not only sufficient
to cover the rise in his present rent but which he will retain
in full if he moves into a cheaper house. The resentment
‘against treatment so obviously unfair would certainly. pre-
vent Mr.. Harrod’s scheme froin being put 1nto force as it
stands. :

V. A SUGGESTED SCHEME
"Any scheme, to be logically defensible, must endeavour to
deal with the difficulties which Mr. Harrod’s scheme ignores,
as well as with those which it resolves. Landlords must be
- given -a-sufficient share. of the increases in rent to enable
" them to maintain their premises in repair, and the benefits
of the amounts collected in tax must be shared, not only by-
existing tenants, but also by those who are without perman—
‘ent accommodatlon

Equitable distribution of tax

To meet these points would involve two substantlal depart- .
ures from Mr. Harrod’s scheme. In the first place, the land- -
lord, instead of passing on the whole -of the additional tax"
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ollected would be allowed to retain
the addition as provision for repairs, provided the premises
were Kept'in a condition satisfactory to the local authorities.
‘ The second difference would be that, instead of ‘using
“the proceeds_of the tax to subsidise only existing tenants,
' the: Treasury would use part of it to supplement incomes
" in-accordance with need, by increasing children’s-allowances,
" ‘old-age and other pensions, and so forth, and the remainder
to reduce the general level of taxation. They would thus
" increase all net incomes, but especially those of people least
"-able to pay the increased rents.. It might very well happen-
that . the incomes of people with large families would be
increased by more than the increase in the rents of their
existing houses, so that they would be able to afford to
move - into_the larger houses vacated by people without
~families now finding it advantageous to move into smaller
ones. , , .
Owner-occupiers - '

“There is one further measure that would be needed to make
this- suggested scheme complete. Since all members of the
population would benefit, in greater or less degree, from
the increased allowances and reduced taxation, to impose
the landlords’ tax only on the owners of rented houses
“~would mean subsidising owner-occupiers at the expense of
tenants. Owner-occupiers would, therefore, also have to be
“made liable for landlords’ tax on their own houses to provide
the means of financing the benefits. which: they, as a class,
“,would receive from higher allowances:and lower taxes.

. One of the major practical difficulties -of . the scheme
~would ‘be to assess the tax on owner-occupiers in such a
way- that it would be both fair as between different owner-
occupiers and would.yield an amount sufficient to finance
the benefits which they collectively would enjoy. This task
of assessment would be considerably eased after 1953, on
the completion of the re-assessment,.on a more consistent
“basis, of rateable Values throughout the country.

I

Fmancmg the scheme o ‘

The amount of revenue the Treasury might expect to receive
_from the landlords® tax cannot be estimated with any degree
yof accuracy. Tt is, however, possible to.make a guess at the -
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~order ‘of magmtude 1nvolved If rents of controlled houses‘ '
were allowed to rise to.--levels which effectlvely equated
supply. and - démand, the average increase per privately-
owned house let at-controlled rents would hardly be less than
“10s. per week. On 8% million houses this would y1eld about
£220 million a year, of which £55 million would remain- with'
the landlord and £165 million be passed. on to the Treasury.

If owner-occupiers paid a corresponding tax at the same
average rate of -7s."6d. a week, this, on 3 million houses'
would yield a further £60 million a year. R ’

The saving on.subsidies on local -authorities’ houses
would also be substantial. It is true that, even.at full market
rates, post-war temporary houses would have to be let at’
rents which would not cover more than a fraction of their
present subsidies, ‘which (on the basis of a 10-year’ life)
--.amount -to some £21 million a year on 157,000 houses, or
aBout £2 10s. per house per week. The same might well be

true, to a smaller degree, for the post-war permanent houses

built by local authorities, on which the present subsidies
are about £23 million on less than 700,000 houses, or about
13s. per house per week. On the. other hand, the raising to
“the full market level of rents on the nearly 14 million pre-
war council houses- would certainly yield more than the

present subsidies of £17 million, or about 4s, 9d. per house"

‘per week. Further, the local authorities would save the whole
of the increase in rents and not merely 75 per cent of it.

While, therefore, the rents of local authorities’ houses,
which are now on the whole higher than those of privately-
owned houses, would-rise less if they were let at full market
price, the net: gain.to the authorities-might be of about the
same magnitude; or about 7s. 6d. per house per week, except
.perhaps “ where - the class of tenants ‘permitted to ‘occupy
certdin houses. was narrowly restricted, as’.in some slum-
clearance schemes. On the 2% million of local -authorities’

houses, -this saving on subsidies. would yield about £45 = . .

million a.year.out of the present £61 million. How this saving -
was shared between central and local governments would
" not be of great importance, for the only question would be
whether the benefit was passed back to the. public in reduced
rates or:reduced taxes. If, however, we assume that the
local -authorities retained sufficient to free them altogether
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of their share of the subsidies — perhaps £20 million — this
might leave something like £25 million a year as the gain to
central government. Thus, the total yield to central govern-.
ment from landlords’ tax and subsidy savings might be
‘something like £250 million a year. If it were considered
‘expedient to continue to build local authorities’ houses in
the present quantities at costs which could not be covered
by full market rents, the remaining cost of subsidies, esti-
mated at about £16 million a year, would begin to rise again,
but only at the rate of some £2 million a year as compared
with the present rate of increase of about £5 million a year.

Advantages
"The proposals put forward here seem on the whole to con-
form fairly well to the three criteria enunciated above —
administrative convenience, equity as between persons and
classes, and economic desirability. To calculate the tax
payable on a rented house only two factors would need to
be known — the rent paid on the date on which the new
regulations came into force and the rent paid in the current .
year. The whole of the elaborate legal framework of the.
existing Rent Restriction Acts would fall away. -
Tax on owner-occupied houses would presumably have

to be based on rateable values. Until the results of the new
- “valuations under the Local Government Act, 1948, were
available, this- would lead to some inequities as between
one owner-occupier and another, but these would. presum-
"ably be temporary. Landlords would continue to be treated
more harshly than owners of other types of property, though
less harshly than at present. In due course, the tax would
no doubt come to be regarded as most unjust and high in
order of priority for reduction whenever the budgetary situ-
ation permitted. Pressure for its reduction would be all the
more effective because the tax would also be paid by owner-
occupiers, though these, unlike the landlords, would as a
class be receiving commensurate benefits in other ways.
For existing tenants as a whole the aggregate cost of in-
creased rents would be larger than the aggregate benefits
received, both as a result of the deduction to meet the in-
creased cost of repairs and because the remaining benefits
would have to be shared with those without houses; but the
benefits would be distributed in such a way as to prevent
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‘ ‘» cases of serious hardshlp, whlle some; espec1ally those with
‘large’ families, might be better off. Those without houses
would receive a-double relief of the injustice they are now
suffering: they would be able to find -houses to let, and their
.increased allowances and lower taxes would give them help
towards paying the full market rents.

The ‘economic advantages of the change would 1nclude o

" not only the restoration of mobility but also an increase in

the supply of the sizes of houses and flats most in demand.

As people in houses too large for them tried to economise

by moving into smaller premises, rents of the larger houses

would fall - relatively to those -of the, smaller ones. This

~would not only make it easier for people with large families

to .occupy the larger premises, but would make it ,more

profitable to convert the larger houses, with relatively lower

rents and therefore relatively lower landlords’ taxes, into
maisonnettes or flats for small families. Thus, the number

of dwellings available for lettlng would be increased at*a
fraction of the cost of building new houses. The tax on such.
converted premises would continue to be pa1d at the rate
appropriate to the whole house before conversion. -

It must be emphasised that this scheme, if: adopted at -,
all, should be adopted as a whole. The omission of any part-
of it would destroy its balance, so that the introduction of
the remainder might well serve merely to 1mport new in-
justices in, place of the old.

Difficulties .
Whether such a scheme, however loglcally satlsfactory,
would ever be acceptable to the electorate -of this country,
or-whether, even if accepted, it would meet with sufficient
co-operation from. tenants and landlords to render it work-
able, is open to-considerable doubt. A large number, perhaps
_a ‘majority, of tenants would be called upon to surrender in
favour ‘of other groups in the community some part of the
rent subsidy they now in effect enjoy, -and ‘it may well be
that the habit . of regarding money rents as fixed, whatever -
the fall in the purchasing power of money, is too ingrained
to be altered -by a change in the law, however -desirable in
the interests of the community as a-whele. _
‘It is not unlikely that, even if such:a measure could be
passed into law, many landlords would be deterred by fears

7
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U.,,of trouble from raising thelr rents, at any ‘fate to existing

“tenants. In this case; the Treasury would receive léss revenue
.and would be able to pass on'smaller benefits to taxpayers.
'Thus, tenants paying full market rents would receive less
“than approprlate compensatlon especially as the failure of
some -rents to rise would raise the market rents of the: re-
-mainder; owner-occupiers would suffer a similar injustice.
Mobility would also be less than fully restored, for those
with complaisant landlords would be reluctant to mové: No
doubt in course of time rents would gradually become
ad_]usted to their new level, but the injustice-suffered in' the
~meantime might well discredit the Whole scheme: :
‘To meet this ‘danger it might be necessary to compel
landlords to raise their reénts by asséssing them: on the basis
-of estimated market rents, but this would be an undesuable
- complication.

VI. POSSIBLE SOLUTIONS B

If the abolition of rent restriction could be made to coincide
- with a general reduction in taxation its path could be made

-much easier. An additional £100 million or so would enable

allowances ~to . landlords for repairs and to those without
hoiises to be given without reducing allowances to existing
tenants as a class below the level-required to meet the whole
- of their increases in rent. In this case it might be expedient -
to return to an adaptation of Mr. Harrod’s scheme. It is
true that this would. perpetuate the inevitably -inequitable
distribution of the rent subsidies now received by tenants. It
“is also true that difficulties would arise in fixing the rent
“grants given to persons without houses; for if the grant
were to be determined by the increase over the standard
rent of the first house subsequently occupied, it would
create a flctltlously expanded demand for the houses with
- the largest increases, which would drive their rents still
“higher. -After a decent interval the new tenant could move

to cheaper premises, taking his inflated grant with him, and

~leave -the “house free' for the: temporary occupation of a
similar tenant. Allowances to those without houses would
therefore have to be determined on some other basis, either
_in relation to need oron some kind of flat rate. Nevertheless,
" in spite of these objections, such a scheme ‘would represent
so gréat an improvement on the present system that if its
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chances of acceptance were better than those of a theoretic:*
ally more perfect scheme it wold be foolish to let them slip:

If neither of the schemc: suggested is regarded -as
politically practicable, the simplest alternative would be to
return to the methods of the Act of 1923. These would in-
clude some immediate increase in rent for landlords who
kept their premises in adequate repair and the release from
control of any premises which fell vacant. As a-statutory
tenancy-can be inherited only once, it.then should not take
‘more than two-generations to rid ourselvés of the dlsastrous-
“incubus of the Rent Restrlctlon Acts
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A Postscrlpt from 1975*

F.G. PENNANCE
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“University of Aberdeen

The purpose ‘of this essay is to provide an up-to-date. per-
“spective on the state of British rent control legislation. The
earlier- history of British rent restrlctlon is set out in Pro—
. fessor Paish’s essay. :

Post-war de-control — and re-control

The main change dilring the 1950’s was the Rent Act of
1957! which freed the more expensive properties from con-

trol. This experiment in de-control “from the ‘top™ was not -

repeated. Instead the Rent Act of 1965! effectively reversed
the process.. Practically all tenancies ‘of uncontrolled dwell-
ings with a rateable value of 400 pounds or less (in London)

. or 200 pounds (elsewhere) wére given security of tenure

similar to that afforded by the old rent control system. The
1965 system introduced a new cencept ~— rent. regulation —
under which - machinery was established for fixing “fair

rents” for regulated dwellings. Apphcatlon for a “fair” rent .

to be determined and reglstered could be made by.a land-
lord, tenant, or both to the local Rent Officer or, on appeal
from™ his- decision, to Rent Assessment’ Committees. Until
such a “fair” rent had been registered for a dwelling, -its
‘rent was’ effectively pegged at the level obtaining when the
~Act came into force. A registered “fajr’ rent:might raise,

lower or'simply confirm the: rent formerly payable; but once" o

"Now consolidated, for England and Walés, in the-Rent Act 1968.

*An earlier versi r)/ sume f the material in this ersm appeared in Verdict oh g

Rent Control, Institute of FEeonontic Affairs, 1972.

P , 137 -




fixed it held for three ‘years unless either a’ new “fair” rent
was apphed for jointly by both landlord and tenant “or a
-“change in circumstances occurred.

The Housing Finance Act, July 1972 sought to extend
this sytem by converting both (private) rent-controlled tenan-
‘cies and local government council tenancies into regulated
~tenancies at fair rents.2 Virtually.all rented property was
‘thus .placed under thé umbrella of rent regulation. The
.parallel changes. in the 1972 Act were -a rent allowance
‘payable to private tenants .in need (to. be financed, initially
-t least, by the Government)-and rent rebates for council
. tenants in need. Housing subsidies to local authorities, for-
merly used largely to reduce council rents indiscriminately,
were reformed to support the grant of rent.rebates accordmg
to-'need and to stimulate slum clearance.

-~ The explanatory White Paper accompanying.the Hous—
ing Finance Bill® recognized the failings of rent control in
“promoting disrepair and reduction of the avallable stock of
rentable dwellings by accelerated obsolescence and the
transfer of homes to the more 1ucrat1ve sale market It
agieed that:

‘rent legislation cannot-cure a housmg shortage It can

only mitigate the effects of the shortage by giving com-

fort to sitting tenants at ‘the éxpense of prospectlve

tenants’.?

. Yet it evidently saw no dissonance between these observa-

3 ‘"tlons and the statement that:

~‘so long ‘as ‘there is a shortage of dwelhngs to let,
tenants will need .to be protected by rent restriction and
- given security of tenure’.4 )

It saw the ‘fair rent’ system as the lifting mechamsm design-
“ed to remove the logical impasse. This belief was based on.

~the 1971 Report of the Francis Committee established in

1969 to examine rent regulation, which had offered ‘the -
‘- general view that the system is working well’.5 The rent

“.2The Rent_Act, 1968 and. the Hou‘singiAct, 1969 ‘contained provisions for-a form

‘of “creeping ‘decontrol’ by transfer of ‘tenancies from. control’ to’ regulation on

change -of tenancy, improvement of the property to minimum standards death of
“two successive statutory tenants, or by ministerial order.

~3Fair Deal for Housing, Cmnd. 4728, HMSO, July 1971.
> 41bid.;
. 5Report of the Cemmrttee on the Rent Acts, Cmnd. 4609, HMSO, 1971, p. 8:

138



allowance system would ‘mitigate hardship to needy tenants’
arising from ‘higher; rents.

‘Faxr rent for Buckmgham Palace?

The 1mphcat10n was clearly that the falr rent system if
generalized, was.capable of producing investment returns to.
landlords sufficient to maintain and encourage expansion of
the stock of private rentable homes. But no evidence was
produced to support this: article of faith. Certainly the
‘general view that it was working well’ ‘cannot count as
evidence. It is no surprise to find that it ‘works’. Reént Of-
ficers are no doubt sensible, hard-working and conscientious.
‘They have a National Association, write papers, hold con-
ferences: in short, they behave much like other responsible
public officers required to produce valuations according
to statutory rules, They would probably have no difficulty
at-all in fixing a “fair’ rent for Buckingham Palace if need
be. But this proves nothing except that operational rules
can be invented for any situation as long as the operators
are under no compulsion to consider the economic facts of
- life or the effects of their dec1s1on

Confusing the causes

The Report of the Francis Committee was painstaking and
thorough; with its appendices it runs to over 500 pages; yet
only four of them are devoted to the effect of rent regula-
tion on the availability of homes for renting! Even then, the
views-expressed were elliptic, to put it mildly:

. there can be little doubt that the broad picture is
a-gloomy one. . The supply of private unfurnished ac-
commodation for renting is continuing to diminish. It
would be wrong to attribute this solely or- even mainly
to rent regulation. The trend was there before the Rent -
Act 1965 did anything to halt it. The inference seems to
be that this trend is largely due to the advantages -of,
and the widespread de51re for, owner-occupation™.s -

It is of course true that continuing inflation, rising money
(and real) - incomes, and the substantial tax advantages
sIbid., p. 82. ) S
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0’ 'mortgagor - homeowners would be likely ‘'to " produce-
‘marked shift to home-ownership from rented homes. But
this is a far cry from concluding that rent regulation can be
whitewashed. It was responsible for the continuing shrink-
‘age- in rentable  accommodation. The Francis' Committee
“¢oncluded its four-page review of this crucial issue with a
_significant table: comparing vacancies - advertised in the
“:.London Weekly Advertiser during March 1963 and March
.-1970. . Unfurnished vacancies numbered. 767 in 1963 and 66
in.1970. Furnished vacancies increased from -855 to 1,290.
- Since at that time furnished homes represented virtually. the
_-only free sector of the rental market, there were: obviously
.- -forces at work other than an autonpomous shift in con$umer
-“preferences towards owner-occupation. It is strange that the
. Francis Committee forebore to draw the obvious conclusion
~— that rent regulation had affected supply. !

The economic fallacy — and economic incest

A ‘“fair rent’, as defined by the statutory rules for deter-
mining it, is in effect what the market rent would be if
. supply and demand for homes in an_ area were broadly in
.~ balance, and taking into account age, character, quality
"-and location. It thus specifically excludes from the reckon-
ing the one economic factor likely to produce any easing of
a situation of shortage. A “fair’ rent is therefore by defini--
tion' a restricted rent, except in the peculiar circumstances
where it is presumably unnecessary to bother with a fair
' rent! Unfortunately, there is also an inevitable tendency
for “fair’ rents to be determined by the “fair’ rents already
established for comparable properties in the area. This form -
/- of economic incest is-common to most forms of valuation
~‘based on statutory rules. What it means in effect is that
-~ situations of shortage are not only perpetuated but also
~likely to be exacerbated- unless further compensatory ‘rules’
_-.are established.
In these circumstances there is httle comfort to be
;7 drawn-from the observed result that many apphcatlons to
. Rent Officers have produced.increases in rent. What mat-
. ters for investment incentives is the return achieved: not.
~whether rent has been-increased but by how much. A re-
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) ductlon in a rate of slide downhill does nothmg much ‘for,

morale if everyone élseis chmbmg

Control continues to creep

The Rent: Act 1974 hastily introduced by the Labour gov-
ernment. in taking over from the Conservatives, began the "
process of dismantling the 1972 Act which Labour’s: elec- .
tion manifesto had promised. It halted even the weak moves
to rationalize council rents which the 1972 Act had imple-
mented and with impeccable logic, extended the range of
private rental regulation to include (effectively for the first -
“time- ever) furnished accommodation.

The results have been predictable and swift. Tenants

occupying. furnished accommodation have gained by ob-
taining greater security of tenure but at the expense of ‘a
significant erosion .in existing and an almost total freeze-up
of new supplies of furnished accommodation on the market.
“The recent correspondence columns of newspapers in Bri-
tain have been thick with recrimination -and counter-recrim-
ination on this score.

The overall picture has been further comphcated by the
one-year total freeze on all rents imposed as an anti-(?)
inflationary measure in March 1974, This was lifted in March
- 1975 but regulated rents have.since then been screwed

down relatively to other prices-in the eConomy by restric-
tions on the rate at which rents may be increased. The pro-
-visions of the Housing Finance Act 1972, which envisaged
- the gradual decontrol of -all properties still held in the vice
of the older rent control, have been scrapped by the Housing
Rents and Subsidies Act 1975. As a sop, landlords of rent-
controlled accommodation are now permitted to increase the
controlled rent by a proportion of the cost of -any repairs.

Rent regulation has been further amended-by. the 1975 . :

Act. Rent Officers are now required to disregard, in fixing
“fair” rents, any improvements (or deterioration) in the"

amenities of an area since the last rent registration. In time #

with other instructions te rent ‘officers, ‘amenity’ is left un-
defined by the Act. Rent companies complain that - regis-
tered ‘fair’ rents average only a half to three-quarters what
an open market rent would be. Taken.in conjunction with the
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March 1975 rhle's'relat‘ing to the phasing of any rent in-
creases (increases of over 80 p. (roughly two dollars) a week
must be phased over 2 years), this means in effect that

~_rent regulation is failing to provide landlords - with gross

incomes sufficient to warrant adequate maintenance ex-
penditure.
Even if the 1972 Act gcnerated mlsglvmgs, it also offer—
.- ed qualified. hope that things might in the end be changed
- for the better. Possibly there is still hope in the fact that:
more recent legislation has still retained the idea of housing
* allowances for needy renters in the private sector. Therein
" lies the seed of -a restoration of a free market in rental
housmg But presently it lies on stony ground and the
_private landlord in Britain is a threatened species more so

: "’than ever before

University of British Columbia - ‘ . -
August, 1975. ‘
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Introduction

On January 30, 1942, President Roosevelt signed into law
the Emergency Price Control Act. The rent control provi--
sions of this law were implemented in° New York City
(NYC) in November, 1943, setting the maximum rents for
all rental dwelling units at therr levels of March of that year.
The responsibility for rent control in NYC was transferred -
from the federal to the state government in 1950 and from
the state to the city government in 1962.° Almost everywhere
else in the United States, rent control ended. early in the
1950°s. :

To know. the effects of any government program is to
- know the difference between what.did happen in the pre- ‘
sence of the program and what would have happened in its
absence. Obv1ously it is no easy matter to know what would
have: happened in the absence. of rent control. Unfortunately,
there is. no other way to learn about its effects. '

This paper summarizes what is known about the effects ‘
- of rent control in NYC. Although there has been extensive
" experience with rent control throughout the world, much of
the reliable knowledge about its effects refers to NYC. There -
are several reasons for this. First, good methods for learning:
about rent ¢ontrol were not developed until the late 1960°s -
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rand NYC was one of the few cities- in the United States
having rent control at this time. Secondly, good data for
‘analyzing rent control is available for NYC, and thirdly, at
least some members of the city government wanted to know
the effects of the program.
; In a sense it is misleading to talk about the eﬁ‘ects of
rent - control since different rent control ordinances have
different provisions and these differences can lead to dif-
ferent results;- furthermore, the effects in the first year
may be different from the effects in later. years. The major

. provisions of 'NYC’s rent control ordinance are presented

in the appendix. Most of the results reported in the paper .
refer to the effects of the ordinance  twenty-five years after

its -imposition. These caveats should * be kept in mind by

anyone interested in predicting the effects of a proposed

rent control ordinance. .

EFFECTS OF RENT CONTROL IN NEW YORK CITY

This section will answer several important questions about
rent control based on empirical evidence from NYC. It is.
essentially a summary of the technical work done by myself
and others and represents a-fairly, exhaustive treatment of
available 1nformat10n o

A. Is rent control a selution to a housing shortage?

Rent control is almost always proposed initially as a solution
to .a housmg shortage, the manifestations -of which are
rapldly rising rents and a low vacancy rate. (Rapidly rising
prices of owher-occupied houses are strangely ~ignored).
There is little doubt that in the short-run rent control can
slow the rate of increase in rents. However, this does not
" mean that it is'a solution to the problem of inflation. Money
that tenants would have spent on housmg is spent on other.
. 'goods and services, driving up their prices: There is no

- Teason to expect the overall rate of inflation to be affected -
by rent control. Perhaps because this argument is obvious
once said, no one has ‘attempted to provide empirical evi-
dence to support it.

_In the case of the vacancy rate we¢ are more fortunate.
Rent control in NYC must be terminated if the vacancy
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rate in the controlled sector exceeds five percent. That is,
-a’ low vacancy rate in. the controlled sector-is the official
rationale for- the -continuation  of rent control. Obviously,
this rationalé would make no sense if decontrol would -lead
to a higher vacancy- rate. Table 1 suggests that. this is

exactly what would happen. In 1940, when neither NYC nor

Table 1 — Combined Renter and Owner Vacancy Rates

New York City . Other Cities
1940 T 73 47
1950 A1 Co14
1960 - - . 20 4.0
Notes: In 1940 other cities consisted of all cities.of 50,000 inhabifants or

more;-in 1950 ail cities of 100,000 inhabitants or-more;-in 1960 central
cities of all SMSAs.

Sources: Sixteenth Census of the United States: 1940, Table 73.
U.S. Census of Housing: 1950, Table 27.
~ U.S. Census.of Housing: 1960, Tables 9°and 15.

»

other U.S. cities. had rent control ordinandes, the vacancy

rate in NYC was greater than-the vacancy -rate in other

cities. In 1950, when almost all of these cities were covered

by federal rent controls, the vacancy rates were much lower

than in 1940 and about the same in NYC as in other cities.
By 1960 almost all other cities had long since decontrolled
rents, but NYC still had a.rent control ordinance. The
vacancy -rate in NYC was half of that in other cities and
the disparity in the rental vacancy rate (2.2% versus 6.2%)
~ was even greater. Furthermore, Table 2 indicates that the
vacancy rate in uncontrolled housing in NYC is typically

Table 2 — Rental Vacancy Rates by
" Control Status in. New York City

‘ - 1960-1962 1965 1968
Controlled . - 0.8 : .20 1.0
Single Room Occupancy 76 13.0 . 83
Decontrolled ' ‘ 4.3 S B9 : 2:
Never controlled 3.9 44 0.7
Note:. The vacancy rates for 1960—62 were obtained by d|wd|ng the number

of vacancies in 1962 by the number of avaxlab!e umts in 1960.

Sources: Kristoff, pp. 1and1 10; Niebanck, p. 185.
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“greater- than in controlled housmg Therefore the evidence
ﬁjom NYC strongly suggests.that rent control- exacerbates
'rather than solves a housing shortage.

E B Should rent control be supported by people who support A

-housing-subsidies?

Smce many people continue to support rent control decades

after it was imposed in response to ‘a temporary shortage,
~there must be other reasons for ‘their support. I think that

many supporters. view it as a way of prov1d1ng Jhousing

subsidies.

The purpose of housmg subsidies is. to induce elrglble ’

_families -to live in better housing than they would joccupy

if they were given the ‘choice (and equivalent income). AT

subsidy is tied to housing expendltures and differs from an
unrestricted cash grant which is a *no strings attached”
‘income supplement The principal difference between sub-
sidies ‘and grants is that the former has the objective of

forcing the recipient to accept a higher standard of housing .

- while cash grants permit the recipient to choose between
housing and "other things. The effectiveness of a housing
subsidy is”judged by the extent to which the subsidy- is

- actually spent on housing. ' °

The basic question, then, is whether or not rent control

‘raises the standard of housing that people occupy? The
evidence from NYC suggests that rent control does not
produce this result and hence does not attain the primary
"goal of a housing subsidy program. In separate studies (Ref-
erences 1, 8) using slightly different samples and  assump-

tions, Joseph DeSalvo and I found that, on average, occu-

pants of controlled housing in 1968! lived in apartments
about as good as the ones that they would have occupied
in the absence of rent control.

" The studies essentially posed two empirical questlons
“First, how much would a given family occupying a rent
~.controlled apartment spend on housing in‘the absence of
control? Second, how much would a given controlled apart-
ment tent for in the uncontrolled market? By comparing

"The information for these studies was derived from the ‘special New York City
Housing and Vacancy Survey undertaken in 1968 This survey collected” many

pieces ‘of information for about 35,000 housing units.
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the answers to these questlons we are able to say whether
or not persons-living-in rent controlled apartments “would
have occupied a more desirable or a less de51rable apartment
1n an uncontrolled market.-

In our:studies, we used market rent as our measure of :
the desirability of -an apartment. That is, if one apartment
would rent for twice as. much as another on the uncontrolled
market, then we considered the former to be twice as de51r—

) able as the latter.

* The.market rent of the apartment that the famrly would
have occupied in the absence of rent control is the sare as
the amount that-it- would have spent on housing if controls
had been absent. We predlcted this amount for each family-
in controlled housing by using data on the housing eXpendl- ,
tures of families who had the same characteristics and lived
in uncontrolled housing. Similarly, we predicted the market

rent of each family’s ‘controlled apartment by using data on '
" the rents of uncontrolled apartments with s1m11ar character-

istics.

DeSalvo found that the sumh of the predicted market
rents. exceeded the sum of the predicted housing expendi-
tures by only 1.6- percent; I found that the latter exceeded
the former by 4.4 percent. For the typical family, the benefit -
of rent control stems from its effect on consumption of non- -
housing goods and services. 1 estimated that, in aggregate,
occupants. of centrolled housing spend 9.9 percent more on

" non-housing goods and services than they -would have spent
‘in the absence of rent control. DeSalvo d1d not make thls

comparison. :

The only other estimates of these magmtudes calcu-
lated by Elizabeth Roistacher. in her.doctoral thesis, present
a different picture. [Editor’s Note: Although Roistacher’s”
results on this particular issue are different than Olsen’s and .
‘DeSalvo’s, her conclusions are that New York’s “rent con-

-trol has:undesirable redzstrzbutzonal effects among tenants

of the -controlled. sector”, and that - “discrimination against -
minorities is likely to be ‘more prevalent -in a- controlled .
market “She further concludes that “given the social goals

. of income redistribution, increased housing consumption for
“lower income households, and the removal of urban decay

and related social problems; .it is clear that rent control is
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‘ '~'ﬁéi an’ideal policy for protecting tenants. from inﬂationary
rents” (P. 284, Reference 10)]. Roistacher concludes: that

' the aggregate market rent of controlled units in New York in

1968 was 19.7 percent greater than the aggregate market
~rent of the apartments that these families would occupy
in ‘the absence of rent control and that they spent-8.6
percent more on non-housing goods and services. Unfortun-
ately, her ‘study contains a statistical bias which can be
expected to result in.-ani overestimate .of the improvement
in housing. Specifically, she ‘was able to identify certain
. controlled units for which it was reasonable-to believe that
market rents had been undefestimated. She adjusted these -
‘predictions upward by a reasonable amount. However, she
 failed to realize that there were certainly. other apartments
where market rents had been overestimated. Correctmg
some underestlmates while ‘doing nothing about overesti-
mates, results in an overestimate of the aggregate market
rent of controlled units. Therefore, we' can only conclude
from her study that the improvenient in housing is likely
to be less than 19.7 percent while the increase in non- -
housing consumption is in the neighbourhood of 8.6 percent.
. In short, the evidence from New York City suggests
- that rent control causes tenants in the controlled sector.to
spend most of their resulting increase in disposable income -
‘on items other than housing. Consequently, little improve-
ment in their housing condition océurs. Therefore, ‘surpris-
.ing though it might seem, no one who favors housing: sub-

sidies should support rent controls.

C. Should people who favor unrestncted cash grants to low-
~"income families favor rent control? :

‘It is often argued that rent control is simply a way of re-
distributing income from the rich to the poor because land-
lords ‘are richer than tenants. For this reason rent control
. -is-'supported by many people whe favor unrestricted cash
- grarts to low-income families. Of course, it is not true that
every tenant is poorer than his landlord, but even if this
“Wwere 'the " case, rent control would 'be a very poor re-
- distributive device.

- One important reason is -that it dlstorts consumption
“patterns substantially. Many occupants of controlled housing
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live in -apartments much less. desirable than they would

choose if they were given unrestricted cash grants each -

month, equal to the difference. between the market rent and
the cortrolled rent of their apartment, and required to live
in uncontrolled housing. Other occupants of controlled hous-
ing live in much more desirable apartments. o

DeSalvo, Roistacher, and 1 could have predicted the
housing expenditures of families in controlled housing had .
rent control been replaced by unrestrlcted cash grants in .~
these' amounts. We could then have calculated the. differ-

.ence between this predicted housing expendlture and the - -

- predicted market rent of the controlled apartment occupled

by each family. The size of this difference indicates the -

extent of the distortion in a family’s consumption pattern.

- Unfortunately, this comparison.did not occur to us.  How-
ever, I did make another comparlson which shows the extent

of the distortion.

For each occupant of a controlled apartment I esti-
mated the annual unrestricted cash grant which, if given to
the family in place of the benefits of rent control, would
make the family neither better nor worse off than it ‘was
under rent control. My estimate of the average cash grant
for 1968 is $213. If rent control were equivalent to a pro-
gram of unrestricted cash grants and hence did not distort
consumption patterns, then -the average difference be- -
~ tween the market and actual rent of -controlled apartments
would also have been $213. In fact, it was $406. In other
words, the cost of rent control to landlords:is about twice
its value to -tenants. Rent control is, .therefore, a very in-
efficient redistributive device.

Rent control is not only an 1neff1c1ent redistributive
device but also a grossly inequitable one. There is undoubt-
edly a great variance in the cost borne by equally wealthy
families. Rent control is not limited to low-income families
and does not serve all such families. Among families who. .
occupy controlled housing and are similar in’ many respects,
there is.an enormous variance in benefits. In short, there is
nothing approaching equal freatment of equals under rent
control. _ ~
While there 1s no evidence on the distribution of the
cost -of rent control in NYC, the following propositions are -
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falmost’certainly true: A) The majority of families at each
income level do not-own rental housing. B) The cost of rent
control is borne overwhelmingly by people who own: rental
“housing. C) Equally wealthy owners of rental property do not
_bear the same cost because they hold different proportions
~'of their assets in this form.

Two important questions flow from these propositions.
.1, Why should rent control, which allegedly serves a public
- purpose, be financed by an implicit tax on such a small
proportion of the population? 2. Why should the magnitude
of this tax on equally wealthy people depend upon the pro-
portion of their assets held in the form of rental heusing?

Table 3 presents the distribution of income in controlled
and uncontrolled housing in NYC in 1968. .Clearly, rent
control is not limited. to low-income families and dogs not
serve all such famllles

Table 3 — Distribution of Renter Households in
- Controlied and Uncontrolled -Housing by.
Income:; New York City, 1968

Income of Head and . .
Related Persons Controlled Uncontrolled

" Under-$2000 12.2%° . 4.1%
-2,000-3,999 . 218 ) . 8.0
. .4,000-5,999 225 14.8 -
. 6,000-7,999 . 17.3 16.9
8,000-9,999 <107 - - 15.1
10,000-14,999 10.7 24.6
15,000-24,999 : 3.8 11.7
25,000 or more - 1.0 3.9
TOTAL L . 1000 100.0
Source: Lowry, DeSalvo, and Woodflll, p. 249.

Even among families who occupy .controlled housing
<. -and "are ‘the same with respect to income, family size and
- the age, sex and race of the head of the household, there
is ‘an enormous variation in benefits because the excess of
.. market rent over actual rent is different for different con-
~ trolled -units and because some families experience greatér
distortions in their consumption patterns than other families.
L have estimated that the mean benefit for families' with aver-
- age characteristics was $213 during 1968 and that the stan-
dard deviation in benefits is- $261.

- 152




“@Igns New York City':
‘Conclusnons o O ; S

Rent control is a cause of rather than a'solution to, a housmg' ,
shortage. Unlike housing subsidies it does not result in

- better housing for its beneficiaries. It is an inefficient and in-
equitable redistributive device. Even though New York City
has had more experience with rent control than any other
place in thé United States, there are still many unanswered
questions concerning its effects in New York. My conclusion
from. the experience of -‘New York City is that no area
should adopt a rent control ordinarnce unless there is com-
pelling evidence that it will have different -effects than the
" New York City ordinance. This ordinance appears. to have
no-redeeming social value. :
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. v - APPENDIX .
Major Provisions of NYC’s Rent Control Ordinance

This appendix provides a summary of the major provisions
of NYC’s rent control ordinance as of 1968, the year for.
-which major data sources are available. Recently, there have
been important changes in the law. However, all of the
studies of the effects of rent control in NYC rely on data for
1968 or earlier. - '
In 1943, virtually all prlvate rental housing in NYC was
covered by rent control. By 1968, only 69 percent of such
units were covered and the percentage of all units that were
~owner-occupied had risen from about 16 to 24. The next
few paragraphs will describe provisions which influenced
this change in the composition of the stock. -

" When the war ended, dwellings built after February I,
. 1947 were exempted from confrols, presumably in order
- 'to stimulate new construction: By 1968, twenty percent. of
all private rental units had never been covered by rent
control.

: Between 1943 'and 1968, about 460,000 units were,
removed from the controlled inventory: About half of these
units are now rented in the uncontrolled sector. The numbers
of units decontrolled for various reasons are presented in
~Table 4.

Some of the other half have been converte_d ,fr-om‘
renter to owner occupancy.:The number of such units is not
known  but is probably -small because -there were only-
93,000 cooperative and condominium apartments in NYC in
1968 and many of these were undoubtedly never a part of

the rental inventory. It appears that no one has sought-an

explanation for the surprisingly small number of changes
in tenure. Certainly, one reason is the occupants of con-
trolled apartments cannot beé evicted in order to-allow an
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owner to convert his building into a cooperative or con-
dominium. The rent ‘control ordinance severely limits the

grounds on which a tenant may be evicted and for all but-

a few of these grounds (e.g., nonpayment of rent) the pro-
, cedures for.evicting a tenant are costly and the probability
_of -success is low. Of course, the owner could wait until
‘his units were vacated. However, it is probably difficult to
convert some but not allof the apartments in a building to
owner occupancy-and, if the owner waited until all tenants
“ voluntarily vacated thelr units, the forgone rental revenues
might be substantlal v :

Table 4 — 1965 Decontrolled Dwellings in NYC
by Reason for Decontrol f

°

_Total Decontrolled B “ 199000 100.0

“Apartments’in 1 and 2 family : 135,000 67.8
houses without businesses that became vacant '

~ after May, 1953 and automatlcally

“decontrolled-

Dwellings once part of a larger apartment ' 3i;000 . ) 15.6

which was subdivided irito'smaller units
Dwellmgs occupled by Iandlord for at least . 22,000 1.1
- one.yearand subsequently rented to a tenant ’ . . :
’ ngh rent decontrol (monthly rent greater i .. .7,000 »3.5'
than $250) - - o
" Reason unspecmed ) . ) - 4,000 . 2.0

Source: Rapkin, p. 17. -

The other units covered by rent control and not a part of
. the Tental inventory in 1968 were demolished to make way
. for-new residential buildings -and non-residential" uses.. The
~number of such units: is not: ‘known. The :rate. at’ which
“this ‘demolition. occurred was, undoubtedly slowed “by the
-restrictions on-evicting tenants.

"'As a result. of new construction, decontrol;, demolition,
and changes from renter to owner occupancy, the composi-

tion of the stock by tenure and control status has changed
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substantlally Table 5 dlsplays these changes for the. 1960’

- The prov151ons mentioned in the preceding paragraphs
"-concern which units .are covered by . rent .control. Other:

provisions concern the conditions under which the con-
trolled .rent may be changed. Petitions for. increases and
decreases in maximum rents are handled in the offices of
the District Rent Directors. Their decisions may be appealed
to the office of the City Rent Administrator and then through

Table 5 — Available Housing Units in NYC by
Tenure and Contro! Status: 1960, 1965 and 1968
{(NUMBERS IN THOUSANDS )

Tenure and Control ) ) Housing Units c !
Status 1960 1965 : 1968

Number = Percent Number Percent Number ‘Percen}

“Total o 2699 100.0 2792 100.0 ° 2798 . -.100.0

Renter A 2115 784 . 2145 76.8 2122 75.8°
Controlled . 1628 60.3 1476 52.8 1359 486 ¢
Decontrolled ' 170 6.3 199 7.1 224 - 8.0
Never Controlled | 207 . 77 333 1.9 . 395 . 144
Public Housing 111 4.1 138 4.9 144 - 5.2

Owner 583 216 647 23.2 676, 242

. VHomeow,ner .n.a. " na. 570 204 583 20.8

Cooperative - n.a. n.a. 77 c27 93 33

g Note: n.a. refers to data which are not available.

Source: Nlebanck p. 28.

about 660,000 cases. About one percent of these cases were
appealed to the City Rent Administrator and 600 of -these

“ cases were brought up for court review. .

The major provision accounting for increases in con-
~trolled-rénts’ allows tenants to voluntarily agree to a two-
-. year lease calling for a rent increase of up to 15 percent.
Almost all such agreements occur' when a family is trying

to obtain occupancy of a vacant ¢ontrolled apartment. Even
with an increase in rent, most of these apartments are

renting ‘in " the uncontrolled - sector:. Since the landlord is
f’ree to choose his tenants, he is able to get these families
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_bargains for many families compared with the alternative of -




shown in Table 6.
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Tablé 6 — Selected NYC Rent Changes Granted.from
May 1, 1962, through December 31, 1968

to agree to an increase in the controlled rent. In the 1960’s,

““about half of the dollar value of the increases. in controlled’
‘rents was atttibutable to this provision. The numbers and

‘average amounts of rent. increases for other reasons are

Average ‘ .
Number of - Monthly . Average
Units with - Dollar Percent
Rent Ch y Adjustm
Selected Increases A
Granted ) 7
Total for improvements 1,350,823 4.83 6.5
Increased Services or Facilities 955,246 5.22 71
. Major Capital Improvements 168,070 413 56
Substantial Rehabllltatlon 227,500 . 3.84 t 4.8
Other 7 2.00 33
Total for Costs 84,263 10.26 10.1
Net Annual Return ‘ ) 82,413 10.23 10.2
Increaged Costs: Small Structures, :
Hotels, etc. 1,850 11.48 7.4
Selected Decreases Granted
Y Total, Painting and other Services - 1,005,731 10.53 174

- Source: Niebanck, p. 124.

,;1‘ L - A tenant is entitled to a rent reduction if there is any

“ fourth are denied.

- ing -seriously . deteriorates.
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decrease in -essential services (such as refrigerators, stoves
and heating), if equipment is not. maintained, or if the build-
‘ There are detailed- provisions
concerning how often the landlord must paint. Table 6 con-
tains -the number. and ‘average amount- of rent -decreases
granted. About half. of the tenant. applications for: rent. de-
creases are settled by the landlord _restoring services.

Flnally, as a condition’ for renting an apartment it is
illegal for a landlord or supermtendent to (1) accept a cash
bonus, (2) accept any gift of value, rental fee, or commis-

-
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sion, (3) réquiré a newi,,tcnant‘ to buy furniture, (4) charge .
- “the rate for a furnished. apartment if the tenant has been.
_ permitted to bring in his own furniture, or (5) require more
- than one month’s rent.as a security deposit.’
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The R|se and Fall of Swedlsh
~ Rent Control

'SVEN RYDENFELT.

Lecturer in Economics,.
University of. Lund,
‘Sweden

‘Ecanomics does not say that isolated government interference with thei prices of

only one commodity or a few commodities is unfair, bad, or unfeasible. It says that

such interference produces results contrary to its purpose, that it makes conditions

worsé, not better, fron the point of view of the government and those bad«mg irs™

’ mlerjer('m( . - )
- ’ LUDWIG VON MISES!

1. A ‘TEMPORARY’ EMERGENCY REGULATION'
- " MADE PERMANENT

When rent control was introduced in Sweden in 1942 in

. accordance with almost unanimous support in Parliament,
the decision was founded on a conviction that it was an
emergency regulation that would be abolished as fast as
possible after the Second World War. It was believed that
war-time inflation would -be followed by a deflation with
sharp declmes in prices, as happened after the First. World
War. ‘

- However, the strong deflation which followed the First’
World War did not recur after the Second. For this reason
rents in Sweden after 1945 remained at a level far below

“the prices of other commodities. And while rental costs of
apartment houses remained for a long time almost un-
changed, salarles and wages rose rapidly, as Table 1 demon— )
strates. : \

'Human Actiori: A ‘Treatise on  Economics, Yale University Press, New Haven
1949, p. 758 - ‘
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Table 1.— Rental Costs and Wages (Sweden 193911975)

’ o . Average Annual
1939- 1942 1945 . 1950 1960 1970 1975  -Rate of Growth

Rental Costs BS{ 100 103 - 104 - 166 .253° .370 | 42%

(1942=100) o E N

Wages . 80 100 108 162 - 391 917 1600 8.7%
{1942=100)

'_Sources: . ‘Reﬁtal‘ costs”: rents; fuel and light based on thé cost-of-living index

of the Board of Social Welfare. ‘Wages” paid to workers in industry,
communications, public services, etc., ‘based-on the statistics- of the
Board of Social Welfare. The 1975 figures are preliminary.

In spite of all the good intentions to abolish rent control
“.soon’ after the war it succeeded in surviving until 1975,
when'its last remnants were finally removed (350,000 out of
2,000,000 housing units in apartment houses). The moral is
that rent control is easy to introduce but hard to abolish.

A housing shortage develops

To the economist, it seems self-evident that a price control
like the Swedish rent control must lead to a demand surplus,
-that"is, ‘a housing shortage. For a long period the general
public was more inclined to believe that the shortage was a
result of ‘the abnormal situation created by the war, and .
this ‘even in a non-participating country like Sweden. The

defenders of rent control were quick to adopt the ‘opinion -

~~held by the general public. All attempts by critics to point
to rent control as the villain in the housmg drama were
; fxrmly rejected. -

.The foremost defender of rent control in Sweden was
for many years Alf Johansson, .Director-General -of the
Royal Board of Housing, who has been called ‘the father
" of ‘the Swedish housing ‘policy’. In an-article in 1948 he
- described the-development of the housing shortage thus:

‘An_acute shortage of housing units developed as early
"as 1941. In the following year the shortage was general

and reached approximately 50,000 units .in the’ urban
. communities, i.e:; somewhat more than the house con-

structlon durlng a boom year’.2 :

ZS;/ensk sparbankstidskrift, No.2, 1948.
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1In a'~lec’t‘u're e ‘desc“ri'b’ed the situation in 1948 as follows:"
‘We have the ‘same shortage as at the end of the war,

. but the situation has not deteriorated in spite of a:very
great increase in demand’.?

Accordmg to Mr. Johansson’s rough sketch the housmg
shortage ‘in Sweden reached its peak as-early as 1942 —
50,000 dwellings — and remained practlcally unchanged in
the following years.

The actual .development was quite dlfferent a$ was
revealed in the reports of the Public Dwelling Exchange
offices. Only Malmé — the third largest city — had an ex-
change of this kind during the early war years; its reports
.provide a detailed account of the development (Table 2).

Table? — Development of Housing Shortage in Malmg, 1940-1973

APPLICANTS

Vacancies : Total Without a Dwelling
1940 1,144 - : 58
1941 1,047 — : 129
1942 593 - 138
1943 165 - - - : 205
1944 i 44 301 247
1945 LM 300 288
1946 22 - 323 221"
1947 8- 539 B 418
1948 . — . 2,409 1,698
1949 - — 6,693 3,472
" 1950 — " 9,939 4,803
- 1960 - 74,901 - 4,254 "
1970 — 34,478 10,660

1973 2,086 40,326 11,343

Source: - - Reports of the Dwelling Exchange Officé

“In 1946 ail ‘old" applications were deleted from the records and a new purge is
goung onin1975. ~

- Stockholm, the capital of Sweden, opened a Dwelling
Exchange Office for the first time in 1947, Its reports give
an illuminating picture of a rapidly deteriorating situation .
in the housing market. Families with two children, which in

*From the minutes of .the Congress of the Swedish Real Estate-Owners’ Associa-
tion in Malmg. ~ )
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1950 obtained a housing unit through the Exchange Office,
experienced an average waiting -time of nine months. The
- development during the following years is shown in Table 3.

‘Table 3 — Average Waiting Period for Dwellings'in Stockholm

Monxhs Months

1950 9 1954 © 7 26

1951 . 15 1955 i 23

1952 ) 21 1956 : 30
1988 24 . 1957, . - . 35

: 1958 Coo40

Source:. - Reports of the Dwelling Exchange Office. The serles was riot continued
. after 1958. :

Conclusron

“Thus;, the popular opinion’ encouraged by defenders. of rent
control, that the Swedish housing shortage was a product
. of the war, does not accord with ‘the evidence demonstrated
*_‘either by the Malmé data or the Stockholm data. In fact,
all of the data indicate that the shortage during the war years

was insigm'ficant compared with- that after the war. It was

only in the post-war rent control era that the housing short-
age assumed such proportions that it became Sweden s
" .most serious social problem.

gid HOUSING AND POPULATION

The 'rapidly ‘increasing housing shortage after 1945 soon
ripened into.a situation which could no longer be attributed
““to the supply dislocations that were supposedly created by
 the war. New explanations were needed. That most common- -
ly adopted by the-general public was. the assumption that
the shortage was a consequence of insufficient construction
activity. If population ‘increased at a faster rate than the
. number of housing units, there was bound to be a shortage,
- people ‘thought; and- they therefore adopted ‘the untested
. assumption that construction was lagging: behind. Among
the ' defenders of rent control this population growth ex-
planation became for a long time the most fashionable.

~
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Fallacy of the populatlon growth explanatlon '

The defenders of rent control were anxious to emphasize
that special consideration must be given to the rise in the
tharriage rate -after 1940, since most - housing - units are
occupied by married couples. The following quotation from,
an article by Mr. Johansson is significant: - ° :

‘During 1945-46 the number- of marriages in the cities
was 50 percent higher than the:average for the 1930,
“Under such conditions it is not difficult to explain why -
the addition of new housing units, even though large,.
has been absorbed ‘and the shortage left unaltered’.4

Let us confront this “model” with statistical data on housmg
“and population (Table 4).

Table 4 — Housing and Population in Sweden, 1940-1975

. : Numberof  Number of
No. of No. of dwellings per dwellings per

Housing Total married 100 100 married
_Units Population couples - inhabitants” - couples
1940 1,960,000. . 6,371,000 1,330,000 31 147 :
1945 2,102,000 6,674,000 1,463,000 32 144
. 1960 2,675,000 7,498,000 1,783,000 . 36. 150
1965 2,875,000 7,778,000 1,869,000 37 154
1970 . 3,180,000 8,080,000 1,927,000 ~ 39 - 165
1975 -« 3,480,000 8,200,000 1,975,000 42 175
Sources: .~ Number of housing units in' 1940 according to official estimates ‘in

SOU -1945: Table 63, p. 228; data.for other years from official cen=
suses. The 1975 figures are preliminary.

During the war years the rate of housing construction
~ was relatively low, but still high-enough to increase, margin-
" ally, the number-of housing units per 100 inhabitants. The
number of housing units per 100 -married couples, however,
declined slightly (from. 147 to 144) due to the exceptionally
high marriage rate during the war years. During the years
after ‘1945, when the big shortage developed, the number of
" dwellings in Sweden increased at a considerably. faster rate-
than both the total population-and the number of married
couples. S

Svensk sparbankstidskrift, op. cit.
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‘Conclusion ; o

In the light of the above data it seemed- sensible to reject
the explanation that the housing shortage was a crisis product
of the war years. We have now found that the population
e)gplanation does not stand the test either,

T heory and forecasting- o

: Human life .is a walk into a future ﬁlled w1th uncertainty.
~“The purpose of science is to illuminate, like a searchlight,

" the road in front of us. Therefore, the touchstone of -all
knowledge is its ability to anticipate the future —. the fore-

7~ cast. When our astronomers can forecast hundreds .of years

~ahead the moment for an eclipse- of the sun, they prove
that their conceptlon of reality, their “model™ of the uni-
verse, is a realistic one.
The famous sociologist, Florian Znaniecki, has express—
“ed this thesis in the following way: .
‘Foresight of the future is the most conclusxve test of
the validity of scientific theories, a test perfected in
experimental science. “Prediction” is. thus the essential
, link between theory and practice’.
The need for knowledge and forecasts about society is far

. :stronger in a centrally-directed ‘planned’ economy than i a

liberal market economy. The British economist, .Sir Roy

" Harrod, -has formulated this concluswn in the followmg

terms:’
‘Lack of economic comprehension may not matter so
much if the system is largely self-working. But when
the working of the machine necessitates the constant
vigilance of the supervisor, and the supervisor does not
understand the mechanism, there is bound to be serlous
trouble’.6

Judging from d1fferent forecasts, the decmon—makers be-

-~ hind* the Swedish ‘rent- controls “had highly imperfect

v»fknowledge about the structure and: function of the housing
market.. For several years they thought -that. the housing

- “shortage. was a product of the war and for many years

sProximate Future of Sociology: Controversies in Doctrine and Method, American

""Joumal of Sociology, May 1945 p. 516.

6Bmam Must Put Her House in Order, World Rewew, December 1951 p.. 13.
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' 'afterwards they thought it to be a product of population
changes. From such models of the housing markeét they -
made very optimistic forecasts, according to which the
-shortage after the war would quickly disappear.

The following “forecast’ shows how Sweden’s leading
official expert on housing pOlle ‘anticipated’ future develop-
ments as of 1944: .

‘The liquidation of-the housing market shortage 1s a
once-for-all business, which ought to be accomplished
in a relatively short time, though not over so short a
" period as.one year. 7 . :

As we have seen, subsequent developments were very much
- different. ., K

g A forecast of an entirely different nature was publlshed
by Professor Eli F. Heckscher, at that time the doyen -of
Swedish economic history and economics: .-

‘It is probably a general opinion that the housmg short-
~age is due to insufficient construction activity. But this
is, by and large,an enormous mistake. In a free liousing
market no shortage would®exist at the present rate of
construction. On the other hand, no rate of construction -
activity can eliminate the shortage under .the present.

order. It is like the tub of the Danaids, from which water
was constantly ﬂowmg out at a faster rate than it couId
be poured in’.%

I myself published a similar forecast a few months earlier:

“The “cause of the housing shortage is to be found en--
_tirely on the demand side. As a consequence -of rent
control and the relative reduction of the rent — the
manipulated low price — demand has increased to such
an _extent that an ever-widening gap between "supply -
- and demand has developed in spite of the high level
of construction activity. Our great mistake is that we
.always seek the cause of a shortage on the supply side,
while it is as frequently to be found on the demand side.
The housing shortage will be ‘our-companion forever,

7A1f Johansson in Ett genombrdtt, 1944 (a dedlcatlon vo]ume in honour of Gustav
Maller, Minister of Social Affairs). L
8Dagens Nyheter, 15 May. 1948. - -
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“unless we prevent demand from runnmg ahead of
production’.’-

"It will be convenient to conclude this section with a now-

classical statement by the late Professor Frank- H. Knight,
the ‘grand “old - man’ of the Chicago School of Economics:

‘If educated people can’t or won't see that ﬁxmg a price
below the market level inevitably creates a “shortage”
(and one dabove a “surplus”), it is hard to believe in the
usefulness of telling them anything whatever in- this
field of discourse’.!0

B

.- IIL'SINGLE PEOPLE INVADETHE HOUSING MARKET

“You need not eat the whole egg to feel it is rotten’
Russian proverb -

As indicated in Table 4 the number of housing units in
Sweden during the period 1940 to 1975 rose by 1,520,000
(net), .while the number of married couples increased by
only 645,000. Even if every married couple had -obtained
their .own home, there would still ' have been 875,000 dwell- " -

) mgs avallable for other groups.

Table 5— Number of Persons by Groups and Percentage
" Occupying Own Dwellmgs

- X .

Married Previously - Unmarried

couples %  marrled persons % . adults L%
1940 1,330,000 98 435,000 65 1,453,000 23
1945 1,463,000 98 457,000 65 - 1,337,000 25
1960 1,783,000 - 98 575,000 75 1,047,000 36
1965 1,869,000 98 . 628,000 77 1,051,000 43
1970 © 1,927,000 98 _ 717,000 80 1,073,000 50
1975 1,975,000 98 815,000 82 1,300,000 55
Sources: Offlclal housing and populatlon censuses. The 1975 figures are pre-
liminary. [ :
Note: ‘ The 'sum total of occupied dwellings, calculated from -Table 5 is not

equal to the sum total of housing units-in Table 4. At every time, even

. during shortage periods, there is a reserve of unoccupied -empty
dwellings. According to the housing census. this reserve was 93,000
in 1965 and 129,000 in 1970.

VHandelsndmngen 16 December, 1947,

- Fruth and Relevance at Bay, American Economlc Review, December l949

P. 1274
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Whlch are the groups-in Swedish society that have in-
creased their occupation of dwelling space to such an éxtent
that a serious shortage has developed? There are three
groups of consumers in the housing market: married couples,
previously married people (widows, widowers and the div-
orced), and unmarried adults (20 years .or older). Table 5
shows the size of each group at various years and the per- -
centage living in dwellings (houses or ﬂats) of their own.,

Growth of demand among unmarried adults

All- housing censuses indicate that,- with few . exceptlons
married couples hiave always occupied housing-units of their '
own. However, it is also true — even in a free housing
market — that there is some ‘doubling up’; for example,
young married couples living with their parents for a while.
The ma]orlty (65 per cent) of the previously married also
“lived in dwellings of their own in 1940. Their share had in-.
creased by 17 per cent by 1975.

The only dramatic change has been for unmarried adults
of- whom only one in four occupied a dwelling of his own
in 1940, while 35 years later more than one in two did.
Thus the supply of dwellings available for unmarried adults
must “have rapldly improved durmg the 35-year period
(Table 6, which: is another way of viewing the 1nformat10n
contamed in Table 5).

Table 6 — Persons without Dwellings of their Own
(In Absolute and Relative Numbers; 1940-1975)

Married Previously Unmarried
Couples % Married %. - Adults %
1940 27,000 2 152,000 - 35 1,119,000 77
1945 29,000 2 160,000 35 1,003,000 75
1960 36,000 2 144000 = 25 708,000 64
<1965 ¢ 37.000 2 144,000 23 611,000 57
L1970 - 39,000 T2 143,000 20 592,000 50 -
1975 39,00(_) ’ 2 147,000 18 - 585,000 45
Sources: Official housing and population censuses. The 1975 figures are pre- -
liminary. B -
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Table 6 shows that'in both 1940 and 1945 over 1 million
unmarried adults lacked housing units of their own. The rea-

son why the housing shortage — the demand surplus — was .

~relatively small as-late as. 1945 in spite of this.enormous
reserve of demand was that only a small proportion of these
persons were actively:seeking dwellings -of their- own. The

majority either lived — and were satisfied to live-— W1th their.

“parents, or they rented furnished rooms.
The majorlty of cunmarried adults from the beginning

“accepted a passive role. The explanation of ‘the housing -

shortage must be sought in-the fact that this majority was
later- progressively transformed into active dwelling-seekers
who invaded the housing market and -with- energy and
success hunted and occupied homes. As indicated in Table 5,

the share of residents with own dwellings in this group has.

increased from 23 per cent in 1940 to’55 per cent in 1975.
The implication of this strongly-increased demand for dwell-
ings among unmarried adults is that they occupied 416,000

i ~ more homes than they would have done had only the same
proportion (23 per cent) as in 1940 ‘occupied their own.

. dwellings. As the number of dwellings in. Sweden increased

by-a‘net 1,520,000 from 1940 to 1975 more than 25 per cent

" of the increase has thus been disposed of excluswely to
satisfy the ‘extra demand. of unmarried adulfs.

. What has brought about this upsurge in the demand of
single persons for private dwellings? The reason of course is

that the -normal relation between income and rents has

been entirely distorted by rent. control. In the period -1942

to 1975 industrial wages grew to 16 times what they were

“in 1942 while. rents less than quadrupled. ,The distortion

was particularly ‘marked between income ‘and rents of
apartment houses built before 1942 (see Table 1).

That the share of persons. with housing: units of their

own in the unmarried adult group increased from 23. per

" cent in 1940 to 55 per cent in 1975 by no means implies

that the demand for dwellings by this group was satisfied.

The longest queue at the housing exchange offices was,.

L during all the shortage years, made up of unmarried adults.
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RespthiveneSS of housing demand to charnges in price
Would nota strong: reduction in the rent-income ratio have
"occurred even in the absence of rent control and the demand

. for dwellings have increased as aconsequence?  Certainly,

- but the demand increase would have been less accentuated -

and, in particular, it would have been less among unmarried

adults. It ‘all depends on the “price elasticity” of demand.

“According to common experience, the price and income |

_elasticity of demand for dwellings is low, as it is for other

~necessities like food ‘and clothing. {It is on this basis that

the supporters of rent control have attempted to build up a

defence. If the demand for dwellings has-a low elasticity,

‘they argue, a relative reduction in rent levels could not have

increased demand very: much. . i

This general reasoning, however, is valid only for ‘the
married and previously married groups. For members of
. these groups private dwellings are a necessity and, as a
result, prlce and income elasticities are relatively low. The
_situation is different for unmarried adults. For the majority
in this' group a self-contained housing unit is: somewhat of a
luxury, a non-necessity. Young people will often hesitate if
they have the choice. between going on 11V1ng cheaply and
comfortably with their parents or moving out and acquiring
~a-dwelling of their own._

‘"That unmarried adults occupy self—contamed housmg
units of their own to a lesser extent than the married is not
due to I6wer. income. In fact, a comparison of income levels,

* taking account of the obligations of family men — that is,

“the number of persons living on one income — shows that
the incomes of unmarried adults are as high as those of the
married. The unmarried have demanded. dwellings .to a
lesser- extent because they assign a. higher priority to other
things, such as clothing, amusements, travel, education, etc.

For the majority of unmarried adults a dwelling is a
relatively dispensable commodity, and: the demand for a
commodity-of this kind is normally highly sensitive to chan-

- :gesin price or income. The strong reduction in. rents: rela~
tive to other prlces and to incomes- (resulting from rent -
{Editor's note: Price (or mcome) e]astlclty of demand for a commodity is high'if a
given percentage change. in: price (or. income). leads ‘to a - greater ~percentage

change in the quantity demanded Elasticity is low if the quantlty demanded
changes less' (in percentage terms) than the change in pnce or incomie.
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control) -has; for this reason, cons1derably stxmulated the
demand for homes on the part of unmarried adults. :

The data in Table 6 indicate that in 1945 more than a
million unmarried adults in Sweden lacked housing units of
their own. This represented a very large potential demand
reserve-that rent control unleashed on the housing market.
The influx of this group into the housing market naturally
created a demand which far exceeded supply.

1V. HOUSING PRODUCTION GROSS AND NET

‘In many cases rent control appears to be’the most
efficient technique presently known to destroy a city —
except for bombmg

Assar Lindbeck!!

De'terioration of the housing stock

It is well known and documented that rent controls result in . |
poorer maintenance, fewer renovations and modernisations
and, therefore, in the long run in a serious deterioration in
the quality of ‘dwellings. Because some requests for rent in-
creases have been granted, the defenders of control have
persistently contended that deterioration and slum develop-.
. ment have not occurred. This argument is fallacious.

‘Rent control breeds slums

As a result of control and lower rental income, owners’
ability to maintain their apartment houses has declined. In
particular, theif incentive for such upkeep which -is moti-
vated by an aesthetic or- comfort point of view has dwindled.

In a free market there is'always a surplus of dwellings
and flats to let. If the owner in such a market does not keep
“his .property in good condition he runs the risk of losing
his tenants and being- left with empty flats and losses in
rental income. In a controlled market with severe shortages,
the ‘owner is under no such compulsion, However badly
maintained his property, there are -always long queues of
homeless people willing to rent his sha,bby,' poorly main-
“tained flats.

WThe Political Economy of the New Left, 1970 (Harper & Row, 1972). Lindbeck,
a professor -of economics in Stockholm is, like Professors Oskar Lange and Abba P:
Lerner, both a socialist and (partly). a supporter of a market economy. -
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Since there is ‘no economic mcentrve to-encourage the

- owners to repair, ‘even basic upkeep, which in the long run

is necéssary to prevent serious quality deterioration (i.e.
slums), is neglected. A development of this kind is difficult
te describe irr quantitative terms. But thanks to the detailed
Swedish statistics on the number of new dwellings and the
_periodic housing censuses, an important aspect of the process
'can be documented (Table 7)

Table 7 — Gross and Net Housing Production, 1941-45 to 1971-75

2

Dwellings

Net increase in removed

Total new stockof . from housing B

- dwellings dwellings - stock . ‘Loss Ratio’

. consirucled {gain) (loss) of (c) to (a)
) (a) : (b} : ) | %
1941-45. 180,000 " 142,000 38,000 20
1946-60 825,000 © 573,000 252,000 - 30
1961-65 " 415,000 200,000 © 215,000 52
1966-70 515,000 306,000 209,000 1
1971-75 465,000 298,000 - 167,000 36

Sources: ‘Housing “Construction - (Swedish Official - Statistics), and the housing

censuses. Figures for 1971-75 are preliminary.

Rapid ‘loss’ of houses

. What is striking about Table 7 is the rapid increase in the
‘loss’ (column C) up to the year 1965. During the period
1941 to 1945 the net increase in the stock of dwellings
was about 80 per cent of new production and the ‘loss’ only
20 per-cent. During the years 1961 to 1965, the net, addition
was barely 50 per cent and the ‘loss’ more than 50 per cent. :
" The ‘loss’ in those years assumed such proportions that the
authorities appointed a special committee with instructions
to try to explain ‘the mystery of the disappearing dwellings’.
After 1965 the process-of decontrol got into full swing, and
from 1965 to 1970 the number of controlled private houses
decreased from 900,000 to 600,000 and from 1970 to 1975
from 600,000 to 350,000. As a consequence the number of
i losses decreased .
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: The antlclpatlon of profits is the incentive - to prlvate

enterprise to produce housing units. If - this incentive is
" destroyed ‘by regulations; and if it.is made -more profitable
for the owner of apartment houses to rent his dwellings for.

7. commercial purposes, then it is not possible to prevent —

spite.of prohibitions — a conversmn of- dwelhngs to offlces
shops or storerooms.

It was of no avail to pour increasing amounts of public
funds into thie housing bag, as long as we did not patch up
its holes. It was of no avail that since 1945 we had built
-~ more dwellings per head in Sweden than in any other coun-

. try(according to the UN Statistical Yearbook). 1t was of no

: - avail ‘that we built more than 100,000 dwellings per year,

~when the 1967-1972 annual ‘loss” at the  same - time was
about 40,000. A construction of 70,000 dwellings and a loss
of 10,000 would have given us the same net addition. The
system of control obviously caused an enormous and shame-
ful waste of resources.

V. FAREWELL TO RENT CON'tROL

In the seventies there has been something of a housing
_revolution in Sweden. The gradual abolition of rent control
since 1958 — when council houses were exempted — has
meant a gradual reduction-in the housing shortage, and in
the seventies the shortage has been réplaced by a surplus.
In the face of a growing surplus the rate of construction

" has decreased from an all-time record of 110,000 dwelling

~-units in 1970 to 70,000 in 1975. The last remnants of rent
~control  were removed in -1975. Some glimpses -of -this
somewhat surprising development will be presented here

: COI]I‘IC]] housing °

- ~Since 11932 Sweden. has had social-democratic governments
with an- antipathy towards private housing, whether pri-
vately-owned -apartment houses “or. owner-occupied single
- family houses. The construction of council houses, owned by
local-authorities, and cooperative houses, ‘owned by building
- societi¢s; has been encouraged by special concessions and

subsidies, and as-a consequence, out of 2,000,000 rented
dwellmgs in 1975, 600,000 are in councxl houses and 500,000

o ‘in-cooperative houses
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- The government apparently believed that apartments in

~ local authorities’ projects would be cheaper, due to-the ab-

sence of profits, and better than privately-owned apartments.
The managers of the local authorltles projects — often with
a political career -as their only merit-—— energetically tried
to-live: up to that hope. But, costs could not be conjured
away. In the event, rents on the council apartments stayed,
for a- time, at about the same level as the rents on private
“apartments.
‘ Political -pressures u]tlmately had thelr effect however
-and for, a number of years council project nianagers set
.. rents lower than were to be found in -private housing. This
was done. in spite of the fact that at the lower level rents
- did not cover costs. Gradually this policy led to a depletion -
‘of-¢council project funds and they had to fight desperately
-against growing liquidity problems. In the face of such. dif- .
- ficulties there was only one expedient — rent increases. And,
as council -houses had been freed from rent controls in
1958; -rents ~were increased. Having allowed - considerable
“increases in the ‘rents on council houses,. the government
had to allow private rent increases also.

Cooperative housing .

In Sweden, building societies own about 500,000 housing
units/ in apartment houses. Nominally, thes¢ houses are
owned by cooperative societies founded by cooperating
families, but in reality these flats — with certam restrictions —
are owner-occupied. '

In 1939 .only 4 per cent of new constructlon was. built
by the societies,- but during the war years and the following
~decades cooperative . housing was so encouraged by the
- .government that the share of cooperative housing in 1959
. reached a peak of 32 per cent. In subsequent years. the share
of cooperatlve housing. has been declining and in 1975 the
-share is less than 10 per cent. Why?
Because special corcessions by. government are .not

enough, there must also be a shortage for a scheme. of this
- sort to be successful. The gradual abolition of rent control
from 1958 meant that the shortage reached its maximum
proportions .about - that time:" With gradually shrinking
queues, the market for cooperative housing 'deteriorated
‘year after year. :
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/i In.order to become a member of a cooperatlve housing
'somety a person must pay a rather large sum in- cash; and
.'in a shortage situation people had no ch01ce But as: the
market was permitted, -by the return to economic pricing,
to provide a supply of alternatlves a preference for rented
* apartments-in the private sector and for s1ng1e—fam11y houses
became evident. The demand for cooperative houses shrank
to such an extent that it often happened that a family

" wanting to move could not find another family willing’ to

take over and pay that sum in cash that they themselves
had paid. As the risks of such losses became generally
known, the demand for cooperative flats shrank still more.
There is a class of organisms called “pathophiles” that
detest healthy environments but thrive on sick plants and -
‘animals. So it is with council and cooperative housing
enterprises. They had their golden -age during the years
“when our housing market was fatally ill7and disorganized
by government regulations and shortage. But the more the
shortage decreased and the more the market recovered its
balance the more the status of these enterprises deteriorated.
_ Private housing enterprises, on the contrary, thrive only-

in healthy, balanced markets and react with pronounced - -
“pathophobia” against -pathological environments, During
the worst control — and shortage — years, private housmg :
; suffered seriously. i

From shortage to surplus

As rent confrol was gradually abolished, the queues grew
shorter and vacancies began to emerge. But it was not until
1970 that a considerable surplus — mostly municipal and
cooperative — developed. For these housing enterprises this
surplus was a shocking experience. They had for several
decades lived in a world without vacancies; a' world they
found natural. In their economic calculations there was ho
- allowance — and no funds — for the losses assoc1ated with
vacancies.

For municipal and cooperative housing enterprises this
was an abnormal and undesirable phenomenon meaning
economic catastrophe, and i in 1972 the situation for both the
municipal and the cooperative housing enterprises was so
disastrous that the government had to hasten to their rescue.
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4Bankrupt01es would have meant pohtlcal scandal and 1973 '

. 'Wés an election year.

. “So, loans “on extremely advantageous conditions were:
‘given;.and the local governments — the legal owners of the
couincil houses — had to provide extensive subsidies as well.
Up to 1975, vacancies — and vacancy losses — have grown
year by year, and with them-the need for loans. Most of the
borrowing enterprises are in such a, precarious financial
condition that there is little likelihood that they will be able
to repay the interest on the loans, let alone the capital
Values The losses, therefore, will be paid by the taxpayers.”

New construction

The -Swedish Government in 1965 made a bold promlse
according to which one million new dwellings would be built
‘during the decade 1965-1974. Until then the hunger for. new
dwellings had seemed insatiable, and the Government did
~notprovide for the possibility of a surplus of housing. Thanks
~'to an over-dimensioned building industry and extensive sub- -
sidies, the over-ambitious programme could be fulfilled.
-~ The gradual abolition of rent control plus extensive new
- ‘construction ‘laid the base for a surplus that from 1970:
became really distressing. But a political “promise” is a
“promise”. and in spite of growing surpluses the building
programme had. to be fulfilled: ‘A Swedish. construction
record — 110,000 new dwelling units'— was reached in 1970,
after which construction went on at a-decreasing rate. In
1971 -construction was 107,000; in 1972-104,000; in. 1973-
97,000 and: in 1974-85,000. In 1975 it will be about 70,000.
. According to our socialist Swedish Government, hous-"
ing ‘construction must be controlled in order to prevent
‘the ups and downs’ of private unregulated production. But
-in-spite of strict control, construction in Sweden went down -

from 110,000 to 70,000 dwelling units in five years: And ..

~in 1976 —— according to starting statistics — new construction
will probably be no' more than 55,000; which means a
ydecrease of 50 per cent in six years!

Swedish Socialist. Governments in recent decades have
been hostile towards owner-occupied single-family houses —
~an “individualistic ‘middle class” sort of housing.. So, new.

construction of such houses was restricted. In the‘fifties" the
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than 30 per cent.’

. But the surplus of apartments was growing rapidly and
new construction could not go on as usual, ‘and so, the

“to about 22,000 in 1975. The building workers, however,
had 'to be employed and the construction .of single-family
houses was the only alternative. And so at a growing scale,
~‘owner-occupied  single-family homes were substituted for
apartments. The market for single-family houses*having
“been undersupplied for decades, the demand-for such homes
seemed insatiable. And so the share in 1972 rose to 36 per

housing’ starts statistics, the share in 1975 w111 reach 65
per cent! : .

in dismal environments were mass-produced. And having
no-choice, the homeless families in the queues had to accept
them. The growing surpluses, however, created quite a new

-situation; the seller’s ‘market was transformed into a ‘buyer’s -

“market. The housing enterprises had to compete for- the
tenants, and this competition forced: the builders to use all
their creativity to produce attractive flats. During the short-
"-age years they could ignore the wants and’ wishes of the
‘consumers but now they had to respond to them.

Fewerv “skyscrapers” are built, and more construction
“in. Sweden now consists of low houses with one or two
stories and with an easy and intimate contact with the

plots of their own. As a matter of fact; the changed market
situation changed the quality of new cOnstruction — houses
and environment — in a miraculous way. Because of in-
flation and rising costs, new flats must be more expensive
= :than old: ones, and so-in a balanced: market they:can find
:'tenants' only if they “are more attractive. The builders in
“Sweden, accustomed to the protection that shortages pre-
vide, are today adjusting without ‘grace to consumer sover-
- eignty. A -development made poss1ble by the return to a
““market 31tuat10n' '
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sh’are of single-family housing in total construction reached.
“a low of 20 per cent. and still in 1970 the share was less'

.number- of new apartments decreased from 75,000 in 1970

“¢ent, in 1973 to 45 and. in 1974 to. 55. And- according to -

During the shortage years, apartrnents of low quality

“ground. Most families have out-of-door-rooms or green




' The role of Swedlsh tenants

.

“About 650,000 Swedes: are members of The Tenants’ Asso-- wi
- :ciation, from the begmnmg fanatical defenders of rent con-

trol. But the experiences of the controls were so dishearten-

ing that some ten years ago- the association changed its

pollcy and began lobbying for repeal of the controls.

As a matter of fact there are special factors behmd this
surprising policy transformation. Rents in Sweden — like.
wages — -are now decided after negotiations between The
Tenants™ Association, and The Landlords’ Association. The

‘biggest single landlord negotiator at the bargaining. table =
is The Local Authorities Association with 600,000 flats, and ~ "
as is well-known, this bargaining partner’s enterprises, in . .

1975, are balancing at the verge of bankruptcy. The tenant
negotlators therefore, have to accept considerable rent in-
creases annually And in-doing so they have to accept

‘equivalent increases in the rents for prlvate apartment o
" houses. -

The Swedish housing situation of the seventies is; then,
something of a paradox. The owners of 600,000.“nationaliz-
ed” flats, the local authorities, function as a Very strong
pressure group — with political backing in the Government —

to secure rent increases near to or above what a free market

would have provided. And because of the bargaining
strength of the local authorities, private landlords have got
equivalent increases. And so the Swedish housing market of

today — in spite of remaining regulations — funct1ons more

_like a free market than a controlled one.

1R1
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VI. RENT CONTROL — DREAM AND REALITY

“Rent control has in- certain western countries ‘con-
“stituted, maybe, the worst example of: poor planmng

by governments lacking courage and vision’.
Gunnar Myrdal}:

i Good intentions confounded

1.- ‘It is not for single persons that we have created our
. housing . policy but 'in order to give families better -
o dwellmgs’ 12 ¢
. .The. ignorance ‘of the- authorltles about ‘thé mechanism of"
the housmg market explains their inability to lead develop-. .
ment in the directions they themselves ‘desire. They’ never
wanted . their policy to favour unmarried  adults. Judging
from the practical results, however, one is led to. believe
that favouritisin of this kind has been the primary objective.’
- Earlier we showed how the share of unmarried adults with
“.- their own dwellings has increased from 23 to 55 percent.
" Unmarried adults have increasingly been given the
opportumty to invade the housing market and occupy a .
gradually increasing share of homes. At the same time, tens
of thousands of families with chlldren have been unable to
find homes of their own. - ‘
A free housing market always has a surplus — an
available reserve of empty apartments. We call such a mar-
ket a buyer’s market because the buyer has the upper hand:
The normal situation in such a market can be said to be
that a hundred landlords compete for each tenant. In such a
market even a poor family has’ opportunities of finding and
renting a flat. According to a housing census from the free
market of 1940 (Table 5), 98 per'cent of all-married couples
then had dwellings of their own. In such a. market, land-
lords often have the choice between only two alternatives — *

+Editor’s Note: Gunnar Myrdal co-winner, with F.A. Hayek', of the 1974_ Nobel
Prize in- Economics, was ‘deséribed by. Prof. Paul- Samuelson; . himself ‘a. Nobel -

_ Winner in '1970, as follows: ““Dr. Myrdal has ‘been anything’ but a believer in::

.. laissez-faire, having been. an important architect of the Swedish Labor. Party’s
welfare state”. The New York Times, October 10, 1974,

12Statement by Gustav Mdller in-the: Ist Chamber of the Pa.rllament 20 January

1951. At that time Moller was Minister of Social ‘Affairs and had.the prmcnpal ’

résponsibility for housmg pollcy .
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to leave flats empty or to accept poor families' with children
as tenants. Under such- condmons the latter alternatwe\ is
often chosen. - :
“A deficit market, on the-other hand, is always a seller’s
market. The normal situation in the tight Swedish housing
‘market was that a hundred homeless potential tenants com-
peted for every vacant dwelling, These hundred included

" both families with children and single =persons. Heavily

squeezed between the demands of tenants for repairs on the -
one hand and reduced rental income due to rent control on
the other, it is-understaridable that landlords in many cases
. showed a preference for single persons.. Wear and tear, and
thus repair -costs, will usually be lower with single tenants
than w1th families. . L

Paradoxical benefits for ncher people

2. ‘The aim of our housmg pollcy is to favour the many
poor and weak people, not the few rich’.

As wealth and income grew, people demanded more living . .

- space. Therefore, governmerit housing experts believed that
the ‘demand for small apartments with one to two rooms
would gradually decline. According to one of several false
forecasts, a growing surplus of such dwellings would dev-
elop. In fact, the shortage had all the time been most
pronounced in small apartments. The authorities, however,
looked upon small apartments ‘with aversion and contempt
as something unworthy of the wealthy Swedish welfare. state.
They had, therefore, consistently. dirécted construction to-

" wards large apartments. While the share of new ‘dwellings
with four rooms:- of more was' 14 per cent in 1941 to 1945,
this share had been raised to-37 per cent by 1966.

During recent times, a growing surplus -of large expen—
sive flats” compels the- authorities to retreat. Only high-
income families can afford to rent them. At the same time
‘there is a crying need for smaller apartments for families
with low incomes. Judging from the practical results, one
gets the imp'ression that the policies pursued have had as a
primary aim to favour the rich and few, not the poor and

. numer ous.

183




, Réht Cbnkfol é APopular Pdfadbx S
: Long waiting . hsts for the poor -

“3. ‘Ina free housmg market the dlstrlbutlon ‘of dwelhngs

" is determined By income. Through our “social housing
"pohcy” we have attempted to invalidate this rule. Not

" the size of the purse but the strength of the need shall
decide ‘the allocation of dwelhngs :

i Never before have people with low incomes found them- -
. selves in so weak and inferior positions as in the Swedish

housing market, He who could only afford to rent a small

dwelling could wait for years and years. The shortage was .

acute and the queues were long. Even families with chlldren
7 had to wait for years for dwelhngs of their own.

] Large purses, of course, always meant advantages on
~ the Swedish ‘housing market, but never such -enormous
advantages as during the shortage years — the era of rent
“‘control.. The -rich ‘man could solve his- housing problem
practlcally instantaneously. He could buy a house of his:
own. Or he could become part-owner of a cooperatlve]y-
built and owned property requiring a high investment in

~-cash. Or he could rent-a large, expensive, newly-built flat.

(of . which -there was a surplus). And, fmally, he had the
opportunity of acquiring an apartment in the black market

(always p0551ble but very expensive). Not so the man with -

“‘the low income.

“VIL QUESTIONS AND _ANSWERS ABOUT '
RENT CONTROL

‘People complam that housmg pohcy has become 0
o compllcated that-they no longer understand it, But just
© 7 imagine their complalnts 1f they had. understood i’

The Economist . :

1. Is-itreally true that the abolztton of rent control would
introduce equzllbrzum in the housmg market? Is the problem
s0 szmple7 . : .

~‘——Yes certamly According to general experience the price in
~a free market- automatically ‘creates equilibrium between

supply and demand; Expenditures in Sweden on auto-
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moblles TV sets summier houses and forelgn tr1ps ‘have

- 1ncreased at 4 much faster rate than expenditures on hous-

ing: Yet no signs of shortage have been notlced in" these
free markets. : .

That th1s 51tuat10n can perplex even a Swedish Mmlsterv

. of. Flnance is'evidenced by the following question:

 ‘How is it possible that we can solve the economic
problems when we wish to acquire a car or a TV set,
but have so great difficulties with a need which is so
morally Well—founded as that of a dwelling?13

;

2. Accordmg to the critics, . rent conzrol creates both a
,shortage and a socially unacceptable distribution of dwell-.

ings. Unmarried persons with little need for dwellings of
their own frequently displace married couples and families
with more- urgent requirements. Is not such a distribution.
even more characteristic of -a free market, where wealthy
persons ‘with less pressing needs displace poor people with
urgent requzrements? : _

—This objectlon can bé met from the hous1ng censuses

- undertaken in 1940 in the five cities of Noérrkoping, Visterds, -
Givle, Kalmar and Kristianstad.!* They show how the»self-f'

contained- housing units available ‘at that time- (when the:

- market was free) were distributed among the several-groups. .

of residents. Only 25 per cent of unmarried adults lived in
their‘own dwellings, while the ‘share: of married people — -

~with the most pressing need — ‘was 97 ‘per cent, and the -
previously married ~— with the next strongest need — 78 per
“cent. If a housing distribution authorlty had been respon-

sible for the distribution, with ‘social justice’ as the criterion,
one would have expected the figure to have been about the
same. Thetefore,  the distribution: ‘mechanism of the free
market 1s perhaps not so arbltrary :

3 Would ‘not the people in thé' old centrally-located resz-‘
dential areas be unjustly hit if rent control were abolzshed’

I‘Gunndr Strang _at: the Conference of lesbyggen (a construction co.) in June' P
1958

4Sociala medd, No. 3, 1951, °
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: '—No they have been privileged-for decades Abol1t10n of
" the privilege would ‘mean:a change .but no injustice. The
wasteful disposition o6f homes in.these areas is the principal -
~.cause of the housmg shortage: Better economy in their ‘use
“would have g1ven room to the homeless too.

o 4. Would not rent increases mean a lowermg of standards -
by compelling more people to crowd into- smaller. and
cheaper apartments?

. —The housing shortage ‘has ‘developed. because the groups
privileged by rent control have been able to increase their
consumption of dwellings: above that which would ‘be allo-
" cated by the supply. ‘A return to'a-free market would compel |
those privileged by-rent control to give up -some of their -
surplus or “luxury™ space, and, as a result, dwellings would
‘be made available for the homeless A free housing market,.
-..-therefore’ would -mean a lower standard -for "those now
privileged, but a very large improvement for those who now

‘ tially-a problem of distribution.

© 5.5 In a free housing mafket a natural reserve of empty flats
always develops Is not such an unused. reserve an enormious.
“waste?

©_On the contrary, it'is the absence of a‘reserve of this kind
that is wasteful because ‘it prevents free mobility and free
" choice by the citizens. If we had had the same situation. in
. our shops, their shelves would have been empty long since.
- The customers would have had to form a queue, fill in forms .
l1st1ng their requirements and then wait years for delivery.

- fiable profits for the property owners?
- —The possibility of making profits is a dr1v1ng force behmd

.. ducers to increase 'the supply in the same way that falling
.- profits (or losses) are a-signal for a cessation-of production.
~.Normal development and - expansion of private ownership
~and free enterprise is braked and prevented to the.same
- degree as opportunities of making profits are curtailed.
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.~ Profits are’in practice largely re-invested and function
as.a dynamic force for'development and expansion. As™a
-result  of - official “attempts in. Sweden to. prevent private
. profits in housing, self-financing in this sector has gradually
dwindled. The share of self-financing had -in 1960 declined -
" to 25 per cent and in 1970 to 10 per'cent. It has.been pos-
sible to provide the housing sector with necessary. capital
“only-by compulsory government measures. The sector has
become parasitic; it can manage ﬁnanmally only by drawmg
. capital from other sectors.
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In some Canadian provinces rent control’ already‘e'xiskts in
one. form or another. - Accordingly, having concluded' that

- there is no case for rent control this monograph would not

.“be: complete without "a con51derat10n of the. likely conse-
quences of decontrol. Several suggestions of decontrol strat-
“‘egies are contained in the essays by Professor Paish and

Professor Hayek. The essay by Professor Rydenfelt dealt -

“with-the unusual Swedish case of tenant pressure for de- -
control. In this essay we consider some aspects of decontrol
.in'theory and in practice The. practical evidence is derived
~from the U.S. experience with decontrol because ‘it is the

case where detailed 1nformat10n is avaﬂable -

'Is~ a decontrol ‘strategy’ necessary?

The. presumption that a decontrol strategy is necessary .
-embodies some of the same concerns that led to control in”
the first place. Basically, these boil down to a fear that
the return to a free market will 1mpose ‘undue’ hardship.

Typically, the hardship alluded to-is that low income groups

~" ‘will'be forced to pay an unrealistic portion of their income

for rental accommodation. (The -particular plight of low-
income homeowrers caught between. the jaws of a relatively.
~fixed .income and rising property taxes is seemingly not a
matter -for-concern in any- of the debates "about control).
It"is clear, however, that if hardship for low-income
.- groups does occur, it is a result of an inadequate income-
. supplementation scheme and should be. treated as such. If
“_the “hardship” referred to is the fact that all consumers
~will; upon decontrol, have to pay a market rent for accom:’
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modatlon it s very d1ff1cult to be sympathetlc to: this view:!
roughly the same group of people who enjoyed the “bene-

“‘people lower- the quantity or quality of housing services
that they buy as a result of the return to a miarket price).

: ,«“ratxonale the case for some-sort of gradual decontrol has a
bothersome internal - inconsistency. . The removal - of - rent
control is ‘a tacit recognition that its disincentive effects

~...produce undesirable results in the supply of rental accom-

modation, the burden of which is ultlmately botne by

_~ ~attempt to avoid by not ‘offering additional rental accom-
* “modation. They simply invest their capltal ¢lsewhere;’ Once

called for.
A related -point is the fact that the 1mposmon “of con-
trol has the effect of increasing the riskiness-of investment
#+ in-rental housing. (Even if it is dropped, will it be tried
.- " again?) -Accordingly, ‘control and the fear of control have
+.~the effect of increasing the rate of return that landlords
‘require’ from investment in -housing. The shift away from

: to restormg investors’ confldence in the intentions of the
.. -government. A prolohged ‘period. of adjustment’- does not
o promlse to have this effect. .

- The “polltlcal realltles

If there' is any’ rationale for rent control it- is” probably ‘
that it-is “a*very éffective  device for attracting the'votes of -

" tenants == at- least” in® the short run.* Given that “fact, the
-most vociferous defenders of a gradual decontrol system are
. likely to be. the politicians responsiblefor the -control: or
- .analysts who take pride in.the political pragmatism -of their
policy ddvice: “A’ successful argument for decontrol -is the

'Indeed 11 could be argued that, since the inducemert to supp]y housing has been ‘

“depressed by the controls, a subsidy be given to landlords to: induce them back
into the construction of rental housing. The cost.of this subszdy ought -to be
. 2<borne by those who benef tted from the conlrols, other than low-income groups
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+The. costs of adjustment back to a market rent will fall. on

" fits” that accrued from control. (Except to the extent that

Apart from the hollow ring of the. géneral hardship :

fenanis. In other words, rent control.is'a tax that’ landlords o "

this~ recogmtlon has been made it seems at least passmg7
~“curious’ to adopt.the position that a gradual rémoval 1s‘

" controls -ought, therefore, to. be accomplished ‘with a view -




tles'”

one that the p011t1c1ans accept e any proposal earnestly'

des1gned to: achleve decontrol must encompass ‘these real1—

~This sort of approach makes one begm to realize- the
devastatmg accuracy of Gunnar Myrdal’s observat1on that:

“Rent control in certain western countries con-
st1tuted ‘maybe, the worst example -of poor planmng by"
governmentslackmg incourage andvision™.? :

The fact is that the economic realities .are very different

~from those perceived by people concerned about the politi-
- cal ‘realities. The overndmg fear is that return to a market
_situation .will bring in its wake very rapld rises in rents — a"
pol1t1cally devastatmg occurrence. It is this ‘bogeyman wait-
ing in the wings that causes all the concern for a polltl-

! cally acceptable .decontrol strategy

Ly

Debunkmg the ‘bogeyman
The only experience with decontrol that has been accurately

“recorded, of which we are aware, was that undertaken in the

United-States in:the last months of 1949. The U.S; Depart-

““ment- of Labor .conducted surveys in éities that were. de- -

controlled to determine rents before . and after decontrol
.. The results of this survey are contained in Exhibit 1. -

o ‘At the time decontrol came, in the last months of l949
rent contro! had been in effect for eight years.-During that
period a general wage and price freeze was in effect.. The

general wage and price controls — except for rent — were

dropped in 1946 under the pressure of events. (There were

- strikes in key industries because companies subject to price
- control could not yield to even the reasonable demands of.

‘unions; shortages of various foods such as beef, butter ‘and
‘oranges developed and there was a general proliferation of
-supply crises ‘and their bedfellows — black markets).- From

1946 to the end -of 1949, the general pr1ce level -in. the - '

U.S. rose by 324 percent — a very. large increase by ther
then e)ustmg h1stor1cal standards.3

“2Quoted’in, ‘The Rise-and Fall-of Swedlsh Rent Control”, this volume. %
3US. Department of Labor, Bureau of Labor Statistics, Monthly Labor Revxew,
“-various years . .
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Agamst this ‘backdrop of general 1nflat10n rents.  in

~aggregate rose by only 14.5 percent over the 1946-1949
-period? and in the year of widespread decontrol, rents rose

by only 3.5 percent. In fact, it was not until 1954 that rents
_caught up with the level of other prices.

~ *. Exhibit 1.— Increases.in Rents Free to Rlse after
Termination of Federal Rent Control in Cities

ALL RENT RANGES

" (EXCLUDES UNITS HAVING CONTINUOUS LEASES AND UNITS -
INDIVIDUALLY DECONTROLLED BEFORE AREA-WIDE DECONTROL)

Average P S S
Percem Their " Percent- . e Date
: of - Average age oL . of
R " All units  Percent- Increase” < - _ - De-
: -Having age" In General "' Survey :* ° fcontrol
“City Increases Increase Rent Level* RO i .
Houston, Texas 31 413 10.7 .- 8/15/49-11/15/49 10/19
Beverly Hills, Calif. 74 410 26.7. 10/15/49-3/1/50 12/7
- Dallas, Texas 67 35.4 "20.5  4/15/49-11/15/49: .. 6/23
Topeka, Kansas 40 303 10.5 - 7/15/49-11/15/49°  9/14.
Eugene, Oregon . : 38 . 303 . -9.4-. 6/15/49-2/15/50 8/18 -
Knoxville, Tennessee 61 26.8 15.8  5/15/49-11/15/49 6/14 -,
Jacksonville, Fla. 56 26.2 123 ~6/15/49-11/15/49 -  8/5
-Oklahorna City, Okla:' - -~ 17 26.2 2.9- 9/15/49-1/15/50 11/23
Omaha, Nebraska . 62 219 - 142  9/15/49-1/15/50 11/2
Milwaukee, Wisc.? 60 . 202 12.2 . . 5/15/49-2/15/50 8/5 .~
Spokahie, Washington. . 46 18.6 8.2 5/15/49-11/15/49 . 7/25
Witehita, Kansas - - 35 - 18.2 : 6.4" -'10/15/49-3/1/50 - - 12/29
Salt Lake. City, Utah .. 46- .. 162 7.1.  6/15/49-11/15/49 8/5
Madison, WISC . 51 . 123 5.9 6/15/49-2/15/50 8/5

'General Rent.Increase_of 20 .Percent granted prior. to decontrot;-2includes. all units —

_data on rents free to rise not avallable ‘(Includes rents whlch did not increase).

’Source_._ . "Heanngs before “the: Committee on Banking -and- Currency, United -

States Senate”, 1950, Extension of Rent Control, p. 462. Reprinted in
“The Post War Rent Control Controversy" by Willys R. Knxght Director:
Bureau_of Busmess and’-Economic - Research, Georgua State College
Research Paper Number 23, September 1962: N i

The data’in Exhibit I indicate that only in three cases

_d1d the rent increase after decontrol exceed 15 per cent..

"(Dallas, Beverley Hills'and Knoxville). The average percent-
age increase in rents amounted to only 11.6 per cent. Thus,
it can hardly be said that decontrol produced skyrocketing

:rents or housing market chaos or any of the: other conse-

quences that are often feared.

4Some increases had been allowed by ‘the “Housing Expedlter who was respon-
sible for the administration of rent control. - :
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3 ‘f'WIi‘zlker\: becomrbl
,\:Altrmstlc landlords"

Why dldl’lt rents rise much T more qu1ckly‘7 Surely, ‘given the .
general rate of inflation and the rapid rise in costs, land- .-
“lords would have ‘wanted much larger increases? The answer
+is.that ‘what landlords want to charge does’ not determine’
market rents — even in a so-called shortage: situation. The

‘ ', _market level of rents is determined both by what landlords -

want to charge and by what tenants are w1111ng to pay. If
Tents Tise too sharply, relative to other prices and relative
to incomes; many tenants — especmlly 'singles- and marrled

~.couples without children:— move tosmaller accommodation
or “double-up” and’landlords are left ~with™vacant suites.’
-~ The COI‘IlpCtlthIl between dlfferent landlords trying to keep

* all of their suites occupied — given consumer resistange — is’
the ultlmate check on the increase in rents. ’

Bogeymen die hard

v

It is-always 1nterest1ng to examine the outcome of events
-about which there has been much speculation. In the case
of ‘rent control in the U.S. the retrospective view is. not

‘only interesting but very informative. The Federal Govern-

“ment’s Housing Expediter, Mr. Tighe Woods, was a staunch

supporter of continued control over rents, and until the

“municipalities and' cities were given responsibility for - de-
control,” very few communities ~(largely small centres  of

. .population) were, in fact; freed from controls by Woods '

Once control was made a local optlon many communi-

ties - immediately - decontrolled and “the situation was ac-

', _cepted quietly and with only a moderate degree of rental -

“increase”s The interesting. aspect” of “these moves to- de- -
~comtrol is the fact that in- almost every instance-they were
taken “in spiteé of findings and warnings-from-the Housing
Expediter that a_continuation of controls ‘were (sw) essen- -
txal”6 - _ &

B

©SThe Post ' War Rent Control Controversy, Research- Report 23,” W.R:* Knight, w

Dxrector Bureau of Business and Economlc Research, Georgia State College“

Sept. 1962. Page 22. )
"2 61bid, Page 23
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Bogeyman’s last stand

The most interesting. example, perhaps, is that of Los
Angeles, which the Housing Expediter adopted as a cause
célébre. In July, 1950; the City Council of Los Angeles
adopted a resolution that said in effect that rent control
was no longer required because there was no housing short-
age. The Housing Expediter disagreed and maintained that
“the facts indicated a continuing critical housing shortage
and, therefore, the council could not legally decontrol the
city.

The city council had, prior to its decision, conducted
a comprehensive survey of housing conditions in Los An-
geles (April, 1950). That survey, which gathered many perti-
nent details including rents asked, whether children were
accepted, etc., indicated that nearly three per cent of the -
city’s housing units were vacant. The council concluded that
no - shortage existed. The Housing Expediter viewed this
same information as indicating that an acute housing short- -
age still existed, largely on the basis of the fact that the
vacancy rate was below 5 per cent.

In the event, Mr. Woods went to the courts and secured
an injunction to halt decontrol. The result was-that decontrol
was postponed for six months. In the end, the Los Angeles
City Council’s view prevailed and on December 20, 1950,
controls were abandoned.

“No riots or mass evictions developed. Most observers
agreed that the rent increases which resulted were
moderate. ‘For Rent’ columns appeared again in the
newspapers, and the shortage was deemed to be over.
In the aldermanic elections held the following spring
(several months after decontrol), rent control was not
an issue. Nine of the ten aldermen who had voted for
decontrol were re-elected . . .7 .

Los Angeles proved to be the bellwether for the rest of
the country, and from the time that Los Angeles was de-
controlled, many cities took action to decontrol. The de- -
control process was complete in the U.S. before the Korean
‘War ended, except in, New York City, where it lingers still.

"Ibid. Page 24.
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.

Conclusions about decontrol

The evidence from post war decontrol in the U.S. indicates
that, even in an inflationary. period, removal of rent control

does not lead to excessive increases in rents. This is probably

‘because the demand for rental housing services is suffi-
ciently elastic to prevent landlords from ‘making up® the
shortfall (caused by control) in a short period of time. Fur-
thermore, as the particular case of Los Angeles clearly
demonstrates, the concern of elected officials that decontrol
means disaster is not a well-founded one. Accordingly, the
principal concern of the architects of a decontrol “strategy”
ought to be to repair the “damage” that has been done to
the supply of rental housing — i.e., investor confidence, and
- not the bogeyman of “political realities”.
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What
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Solution? |




An Income
Supplement Program
M. A WALKER

'I‘r"lkt“r(v)duction and summary

fore presenting a solution to what we have identified
~as ‘the problem -it is perhaps useful to recapitulate the
ﬁndmgs thus far.

““In Part I we set out to determine what the nature of
“%the housing problem” is and we found, as others have
found, that the problem is basically an income problem.
‘The current tendency for rents to rise was identified as an
“inevitable ‘consequence -of rising costs and market adjust-
“ment to .changes in Federal Tax laws. This rise in rents-is
not, in- itself, a “problem™ since it is essential if the con-
,structlon of rental accommodation is to ‘be undertaken. The
: urrent lack " of - rental housing construction ‘is a. direct
onsequence of the fact that rents are too low and once
‘tents have adjusted to-an appropriate level rental housing
onstriction will' resume. As the market adjusts; however,
¢ -cost of  basic shelter may rise and this may inflict
ardship on low income groups whose incomes do.not keep.
yace with. the increase in rents. This is the real “problem”.

y “In Part - 11 we provided essays by distinguished aca-
demics on the effects of rent control in several different
countries in a variety of historical time periods. The un-
animous- conclusion of these' authors is that rent control.-
es not solve either the income problem of low-income
roups: or the “problem” of lack of rental housingcon-
truction. In fact, the conclusion is that rent control makes
atters considerably worse and should, therefore, be avoid-
d:: It ‘was observed furthermore that this low opinion of
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. What i /h() solution?

“rent control is shared by all economrsts regardless of the1r
: 1deolog1cal bent.

; An examination of the avallable ev1dence on the effects
of ‘decontrol “produced the conclusion that the- effects -of i

decontrol-are likely to be much less severe than is often]';,'

‘supposed, . owing. largely to consumer resistance. . There
appears to. be no -real reason for a gradual decontrol
-strategy. .

: The lesson of the essays for leg1slators is, 1f you have ;
the best interest of tenants in ‘mind don’t control rents -

. and if you already have -control .then decontrol as qurckly

as possible. Since. there is, however, a possibility’ that "this: -

" will cause  undue hardship for low- income -groups, some.
sort of social assistance program related to the cost, of basic.
- shelter could be:implemented, prov1dedrthe total of all’

' government expenditures are not either: ‘A.”at an inflation-.

. ary- level or B. thereby caused to be mﬂatlonary The -

consequence of these two restrictions for Canada in 1975 is
probably that a housing supplementation program must. bé o
-“integrated -into " current - government ‘expenditures and L
o replace rather than extend exrstmg programs. i

Assummg that such.a program can be accommodated wrthm k
= the- ex1st1ng structure- of expenditures, the purpose of “this:- >
" essay is to present a method for achieving an income sup-"

plement ‘that would relieve - the hardship  of low-mcome

‘'groups, .or, at least. remove” the" hardshlp that - arises’ to ,-“",:L

the extent -that the cost of basic- accommodatron is high:
relative to their i incomes and ' may,. although ‘that is unlikely;:
- represent’-a hlgher proportlon of - their: incomes  as: time
. passes. Theré are two basic forms that a housing subsid
~ can take, each of whrch reﬂects a d]fferent social objectlve

The objective of i mcreasmg chorce

" One possible objectrve of an'income supplement is'to’ prov1de o
-the recipients. with-a wider range of discretion in the dis-

posal of .their incomes. In the case of housing, the supple
ment is normally. motivated by the. observation that some

‘people are spending a-large’ proportion: of their income on:
~:~housing.-From this observation it is inferred that people.so:
- affected  must. be suffering hardship because, having-paid. =
“for a roof over their heads”, they have very little left for .
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It lack of aneffectrve d1scret10nary income ' is the prob-

alls it in h1s essay.

;Housmg condltlons objective

An’ ob]ectrve of a different ‘sort is that of ensuring that
everybody in the commumty actually lives (as opposed to,
canafford to live) in housing of not less than some minimum
‘standard. In" this case the objectlve is -not. to increase the
dlscretlonary income of the poor, but to directly taise-their

he judgment that people should live in good- housing, whe-

er:ithey want -fo or not, because the existence of sub-

st andard housing creates-other social problems

i If the objective is to coerce people to-raise their stan—
~dard-of - housmg, then- the subsidy must: be tied directly. to-

housmg, either.in the form-of a housmg ch1t -or in the form

f of a public housmg scheme,

b

:’ Our preference.

The subs1dy developed here is of- the “incomie supplement

i varlety Tt is preferred over the direct housing subsidy be- -

- cause. the direct ‘Subsidy has the effect of forcing the re01p1-
ents to conform to the community’s notion of a minimum

ent' policy”-ought to ‘be the ‘maximization of “individual
hoice, it is difficult to accept a social ‘assistance - schieme
fthat is “based’ on -the principle ‘of- ¢oercion. For ‘the same,
~‘reason, the subs1dy should- be extended to all Canadlans
Another reason for preferring an income supplement is
that-it ‘leaves’.the business of the provision of- Housing to
e .private -sector.. The “private :sector has ‘provided: Can-

. the world. There seems little reasor to-interfere directly -
ith this:mechanism which, as we saw in the: first essay of
art.I,"seems-to work remarkably well, in spite of the buffet-
mg it receives from government policies. -
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then: the subsidy -should take the form of an income
.plement or an unrestricted cash grant as- Professor Olsen .

standard of housing. Presumably, this objective embodres :

dians with a standard of housing that is-among-the highest

standard of housing. Since one of the Ob]CCtIVeS of govern-- -




= housing. Both of these schemes were based on ‘the notio
. that "the objective is to tower the fraction of income that

' cost-to-income ratio of 20 per cent. That is, the objective of

- ence and the effect ‘it has on a subs1dy program)

" hibit 7,.we. can calculate what that-housing subsidy” would\

The helter cost-to-mcome l‘atlo

‘ln a 1972 study of low—mcome housmg, Mlchael Denms a
Susan Fish! suggested. two different schemes for ca]culatmg
- the amount of an income supplement to offset the: cost of:

" poor.people must spend to provide themselves with housing. -
The ‘essential element in their formulae is a target shelter

their formulae is to provide an-income supplement which:
- “would ensure that no Canadians.actually spend more than:
* 20 per cent of their income on housing. (THere is an import
ant difference” between what people must spend and’ what
they actually-do spend. More is said below about this differ:

Their two proposals are - ' ,
. 1. Provide a supplement to each member of an income
“group -equal to the difference between (a) the fraction: o
“income that the group, on average; actually spent on shelter
‘and (b) 20 per cent; multiplied by ‘the average income .of-
the. group. This would bring the average. shelter cost—to-'
- _income ratio of the group down to 20 per cent. ‘
. Using numbers roughly the same as the figures in Ex— :

5 have been in 1972 for ‘the lowest income group.

‘ Average Shelter Cost-to-Income .
Ratio ’ :

, ol 309
* Assume average income of people !
*in the'less than $4,000 per year

income group was $3,000.

Target Shelter Cost—to-Income
. Ratio.’
Difference between Actual-and
" Target Shelter Cost-to—Income . : .
~Ratio .~ : ©3-2=11

TIncome Supplement = .1 x $3,000 2§30

2=20%

'Programs in Search of a Pollcy —- Low Income Hou.nng in Canada, Hakkert"
Toronto, 1972, Pages 354-360. -
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2 Thelr second proposal is s1m11ar to the first, except'
that ‘instead of .usingthe average shelter cost-to=income
ratio” for the group;the calculation - employs: the: “actual
shelter cost-to-~ mcome ratlo for the individual - rec1p1ent '

Rec1p1ent ) shelter cost-to-income. "

l'tratxo . e S 359%
: Recipient’s“lncome : = $2 500
. Target Shelter Cost-to-Income R
*'Ratio - : oo i .2=20%
" Différence between Actual and ST
: Target o »=.35-2=15

" Income Supplement .15 x $2,500 = $375

0 leﬁcultles w1th ‘the Dennis and Fish Formulae

*One‘obvious problem with these formulae is that they do not
relate the amount: of the income supplement to the actual

. cost-of basic' accommodation, a defect which, in our opinion,

-~ ~makes them totally unacceptable. On the other hand, they
.+ .do"provide an incentive for people-to devote an increased
_Araction of their income to housing, because the amount of ..
o ‘the subsidy is tied to shelter expenditures. For example, an
““individual, in the case of the second formula, would be

either spend, or make it seem as if he were spending, a
~very. high proportlon of his income on shelter. The formula
- would-ensure that he received an income supplement to
-offset ‘this increase in-housing expenditures. The experience
with other social assistance plans (like . unemployment bene-
~fits)* indicates that there is no end to the ingenuity that
= “people apply in abusing a system if it is not absolutely
.. free of loopholes. This should be enough to warn—off legis-
", lators from Formula 2.
s Formula 1 has the distinct ‘drawback that if housmg
e expend1tures respond. to the level of income (and the evi-
“.dence suggests that they do)?, then the subsidy scheme could
R produce a preposterous outcome in very short notice.

'}Se'e,L‘.B.— Smith. Op. Cit., Page,63; also, Dennis -and Fjsh, Op. Cit., Page 357.
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o What is” the solunon? R ,‘

For example suppose that the formula is apphed as

abové and that the subsidy recipients spend about half of

the income. supplement. that they receive to upgrade, their .

~hotsing conditions.

The sequence -of income supplements in the first and‘ ,

followmg years would be as follows:

Year 1 ; Housing expenditures $- 900

Average Income : - $3,000
Income Supplement . $- 300
Year? Holising expehditures $900
Plus half of supplement $150
=$1,050
Average Income - =$3,300
Shelter-to-Income =$1,050 = .318 = 31:8%
Ratio in second year 3,300
Target Ratio = 25 20%
Income Supplement . = (.318 - .2) x.3,300 = $389.40
in Year Two : .
Year3 .’ Housing expenditures
. * $1,050° B

Plus half of new income
supplement $194.70

= §1,244.70
) Income Supplement in Year3 . ='$566.70
“Yeard - Housing expenditures | $1,528.05

Income Suppiement inYear4 . =$814.63

~If “'we had assumed that less than half .of the 1ncome, gl

‘ supplement is used by the low-income groups to upgrade

their housing standard; then the fesult 'would be somewhat-
different. As long as some of the income supplement is-
- spent”in this way, -however, the income supplement under -
this formula would increase from year to year simply be:: -

cause the: income group in question was spending some ‘of i
the subsidy on housing. If the percentage of the subsidy

that. the group spends on housing is less than the overall:
~.ratio of their housing expenditures. to- their income (whlch__’
is-unlikely), then.the increase in the subsidy from year to .

year would: get smaller and smaller until it became neg—
ligible. .
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‘other: Words these formulae do not protect people from
‘hardship caused by what they must sperid on shelter
from the seeming hardship that occurs bécause of what
‘do-spend. The amount they do spend could, of ¢ourse,

cquire basic accommodation, since they may or may not
nhabit accommodation that is regarded as basic. ‘
"Our conclusions. on the Dennis and Fish formulae is
'that they have several built-in limitations, and accordingly,

ection does not have deficiencies of the sort outlined above
hough it may have some of which we are not aware) and
our suggested scheme.

~.Housmg Income Supplement

.The characteristics of the proposed income supplemen—
tation formula are as follows:

1. The amount of the income supplement is tied direct-
y-to: the cost of basic accommodation for each type .of
e01p1ent -and not, as the Dennis and. Fish -supplements are,
okthe/actual shelter- expendltures of recipients.

2. The formula provides a supplemcnt that is deter—

ecxplent lives, and would provide in itself no incentive to
he. Tecipient to move from one region to another (which

10t reflect - regional . differences in the cost of housing).
~“I'he -fermula. provides a ﬂezublhty in-the target shel-
ost=to-income - ratio - that 'is reﬂected 4in the income
ipplemeént ifself. .

4;'There is an automatic change in the income sup-
ment to reflect changing circumstances,. but since the

1 tend to rise much more’ *slowly than an expendlture-
ased :sub51dy of the Denms and' Fish varlety

The detalls

Essentlally, the formula is de31gned to-calculate a housmg
allowance, that ensures that Canadians do not have to spend
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‘greater or less than the amount that they must spend to -

uld-be-avoided.- The formula suggested in the following =

'med by ‘the cost of basic shelter in the area where the-

uld .obviously be-the effect of-a supplement program that -

upplement is tied to the cost of basic accommodation, it




What is rhe solunon"

~ more than X per cent of their income to provrde themselves

- with basic shelter. The basic element of the formula is the
dollar cost .of basic shelter (room, 'light and heat) for an

1nd1v1dual a family of two; family of three, etc., dependmg ‘

".on the size' of the recipient household, The’ formula ‘imple-

‘ments. the: judgment that the cost of basic accommodatlon :

asa percentage ‘of the remplents income ought not to exceed

" X per cent. 'The provision is that the income of a particular

“recipient ‘has to equal at least the minimum cost of basic

- _.accommodation for that recipient (not what the recipient

actually spends) divided by the target income ‘proportion.?
The income supplement would be calculated as the differ-
ence. between. the target income (a dollar amount, of which
basic accommodation cost is exactly X percent) and the
actual income of the recipient: :

S i &: ‘Cost of Basic Accommodation minu Actual Income
Rt ~ -\ Target-Shelter Cost-to-income ratio S of Recipient "
Implementition

The cost of basic accommodation should be calculated by the

" Department of Housing in eachiprovince as an average of

" the actual cost of providing weatherproof shelter, heat and "
light, such that each person in a family group has access

- . toa'minimum of 1.6 rooms of living space (The average for
R Canadlans is l 6) S A

.3Let. $C be' the cost of basic “accomimodation and Y be the target mcome
~‘based on -the target: shelter cost ratio.. X is the target - shelter . cost- to-mcome
ratio.and $S is. the income supplement 31 is the person’s actual income:

" The formula _says $C should:be equal to. X

. . C .
So. SC._ oy oyl SC
) Yo X
If Y is greater than the recrprents actual income then a subsrdy is grven equal
! to the difference between .the target- mcome and the actual mcome $S =Y =81~

3 An example ‘Suppose - the minimuim cost of, basic shelter. is $100 per ‘month: for
“a" two’ member family. Suppose that the provincial government has- selected 25,
per-cent as the target shelter cost-to-income ratio. The target monthly-income for:
a:two member family is :thus 100./.25 = $400 per month, If a particular-two--
.‘member: family’s income was $350 per .month, then the subsidy .would ‘' be
*. $400 - $350 = $50 per month. . ) -
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An Imome Supp/emem Programv ;

most dlfﬁcult decmon that must be- made isthe
selection . of ‘an approprlate shelter -cost-to-income ratio.
election’ process should recognize the fact that too
a;;sub51dy would, like all social assistance programs,
ourage people to -attempt’ to quahfy by lowering. thelr, »
comes or’ by falsifying their income- declarations. On the
het ‘hand, the program should, at the outset, reduce the
hardship of those people at the Very bottom of the mcome
cale.
“ Accordmg to thé - most recent data available (Exhlblt 7),
Canadians, on average, spend 16.1 per cent of their income
- shelter. The poorest income group,.on the: other hand, - -
spends. 30.7 .per. cent on shelter. - The percentage of ‘all .
Canadians in the low income group is falling steadily (in the '
nterval 1969-1971 it fell from 16.9 per cent to 13.3 per cent
of-all’ Canadians) and accordingly,” the actual number of
People who are paying as. high as 30.7 per cent of ‘their .
niconie on shelter has been falling year by year: A reason-
' able objective of a housing subsidy scheme would be to
~accelerate this process.
. Itis in that spirit that the following method is outlined.
g ,;The‘target;shelter cost-to-income ratio ‘should be selected in
“.edch year so as to eradicate, say, 25 per cent of the difference
between the basic shelter cost-to-income ratio* of the lowest
.income group and the average for all Canadians. So, for -
xample,’ in- 1975 the target shelter cost-to-income ratio
ould 'be-27.1 per cent (using the data .in Exhibit 7 and °
ssuming ‘that the shelter expenditure of the lowest income
oups represented basic shelter expenditures). In the fol-
wing years, 25 per cent of the remaining gap would  be
kehmmated until ultimately the gap became negligible:

Self-llquldatmg

spite’of the fact that this scheme would eradicate the gap, :
would probably (on the basis of -the hxstorlcal evidence). -
volve progresswely smaljer total sub51dy costs — thus, the
,rogram would be self-liquidating. There dre two reasons for .
“First of all, the amount of the subsidy for any individual
tied to the cost. of basic accommodation because the tar-
ncome used. to calculate the supplement isdetermined

4wh1ch it should be: noted is® different than the shelter—to-mcome ratio whxch :
may mclude more or less than-basic shelter costs.
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largely by -the- cost of basm accommodatlon Hlstorlcally,
the ‘cost of basic accommodation (and . hence* “target in-

. come”) has fallen relative to" incomes -and .will probably '

continue to fall in relative terms. Hence, as time passes, the

*actual amount of the subs1dy, which is -the difference -be-
- -tween target and actual income, for each eligible ‘individual -.

will fall. Secondly, -as incomes-grow there will be fewer -

: people in the lower income groups and, hence, the sub31dy

will apply to fewer people

An income shpp’lemen’t’ for landiords?

‘Throughout our discussion to this point we have ignofed :

the arguments raised by opponents of shelter allowances. In: -
~ this section we shall deal with their reservations. The esserice

of the argument is that the allowance will be lost in the form o
of higher rents and; the opponents of shelter allowances;say,

“the allowance ends up as an increase ‘in landlords’ incomes.. -

. Thus; the allowance does not result in an unproved situation

for low-income tenants.
Like many of the propos1t10ns advanced by protagomsts

“.~in the housing debate, there appears to. be little, if any, evi-
dence to support this contention. What ev1dence there is sug- -
.- gests that less than one dollar in seven of a shelter allowance

is likely to accrue to the landlord in .the form of higher.

“rents’ This is partly due to the fact that not all of the shelter

allowance would be spent on shelter and partly due to. the

‘fact that rents rise, proportlonately, less than housmg de-:

‘mand ‘The latter. fact is reflected in rent and ‘income sta-

tistics, which show that in spite of the fact that incomes have ‘

risen by 220 per cent in the past 14 years, rents, fora glven E

_ “standard of housing, have risen by only 30. per cent: On the

basis of this' historical relatlonshlp one would €xpect; on - :

‘average, about one dollar in seven of an income supplement .

to'be “lost” in the form of higher rents. This confirms. the =

- ~impression gamed from the ev1dence c1ted by Denms andi
" Fish., (Footnote 5).

It is undoubtedly true, however that some recipients ‘of -

_a shelter allowance would be victimized . by .unscrupulous
. landlords. Aged tenants or. those who are for other reasons - -

sDennis and Fish, Op. Cit., Pages 357- 358
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o wanted t6 take advantage of the fact that this sort

forces. Although this sort of landlord is probably rare, .
would: be unreahstlc to assume that they do not exist.

one were to access every social assistance scheme and Te-
ect those that had abuses or leakages associated with them, -
shard to, imagine one that would be retained. Thus, al-
hough: an ‘income supplementation scheme would ,be im-
erfect, this is not a reflection” on the"shelter supplement
heme but an inherent characterrstlc of all social assistance '

"bv10us shortcommg"

me: -readers will, doubtless, have come to the conclusron
hat the income supplementation formula’ suggested here has

endent on-the cost-of basic shelter and- since everybodyv

rsnt the proposed formula unworkable? e
It‘1s certamly true that what- constltutes baszc shelterf

nation of what constitutes “hardshlp” and the definition -

dlrectly constltutes a failure to deal w1th the problem ‘

Behrnd the design of every socral ‘assistance- program: .
urks a fundamental danger — one which is verbalized ‘less.
oday than it should be. This danger can. be: summanzed m

ee questrons R :

- assistance . programs' produce - structural - inflation?

~ " troy the incentive for - people to improve ‘their -own : °
; economrc srtuatwn" ,
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ile would be unable 10’ avord the demands ofa land- e

nant is not protected by the normal 1nterplay of competi- -

Tt is also probably true that some ineligible tenantsv.“ﬂ;
uld fraudulently obtain an income supplement. However, " -

very obvious defect. Since the formula is - critically de- . .

“that thé notion' of basic shelter is very difficult to:i:k:"‘

a fundamental difficulty, -but avoiding the issue, as for- .- : i
lae that donot include the cost of basic shelter effectively = °
‘does not make the issue disappear..In fact, the deter-

basic:: shelter are the crucial issues in the mattér of o _('f
usmg ass1stance programs. The failure to deal with these .

“At what pomt does the sum -of all government soc1a15 i

2. At what point does a social assistance program des- .-




- What is the solition?

3 At what point does assumptlon “of the respon51b111ty
- for the solution of economic problems .of ‘choice by

“the state lead to a total loss of “the ablhty ‘to make
" individual cho1ces of any kind?

Although housmg policy is only one element of soc1a1 -
policy, the framers of housing leglslatlon cannot avoid these.
fundamental questions. :
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