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FOREWORD

Housing affordability is a growing issue for Hong Kong. This has been demonstrated by the launch of a
public consultation on “Subsidizing Home Ownership” on June 2010 by the Transport and Housing Bureau
of the HKSAR government. There are two key issues facing housing policy maker in Hong Kong, namely
assessing future housing need and studying the effectiveness of housing affordability measures that have
been put in place.

Any decisions governments take on housing policy need to be based on a realistic assessment of how
many homes will be needed, and tied in with a range of other factors including levels of economic growth,
demographic change, and households’ expectations. Only by understanding these factors is it possible to
put in place policies that will effectively deal with long term housing issues rather than measures simply
reacting to short term market changes.

A range of different policy solutions have been put in place by various Asian governments to address
housing affordability. These have included both demand and supply side measures to exert some level of
control over housing prices, thus housing affordability, such as changes in land supply policy, subsidized
housing schemes, tax rates and restrictions on mortgage lending etc. The effectiveness of these measures
needs to be assessed to help understand if there are particular approaches that have been proven the most
successful and sustainable ones, and could be adopted by the HKSAR government to tackle its housing

problems.

With the above in mind, RICS Hong Kong has formed a Housing Task Force to intensively examine these
issues with a view of making recommendation to the HKSAR government. In September, 2010, we
commissioned the Hong Kong Polytechnic University to conduct a comprehensive research-based study

on the followings:-

» Opinions on “Subsidizing Home Ownership”
» Housing Affordability and Affordable Housing Policies in Hong Kong and other countries across Asia
» Forecasts of Housing Needs in the next 5, 10, and 20 Years.

After holding numerous roundtable meetings with both our senior and young surveyors, and months of
discussion and evaluations with the research team of Hong Kong Polytechnic University led by Professor
Eddie C M Hui, we have compiled this RICS Report on “Housing Need and Affordability in Hong Kong”. | do
hope you will find this report of interest and foresight in dealing with the housing policies of Hong Kong.

David KW Tse
Chairman, RICS Hong Kong Housing Task Force
9 May 2011
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EXECUTIVE SUMMARY

Introduction

Currently, Hong Kong's affordable housing policy primarily centres on the provision of public rental
housing, PRH (as the Tenant Purchase Scheme has been cancelled), whilst that of subsidized homeownership
(Home Ownership Scheme, HOS) has been suspended since the announcement made by then-Secretary
for Transport and Housing Michael Suen in November 2002.

The reason of the suspension of HOS is that, Hong Kong's economy had undergone a prolonged period of
downturn since her handover to China in 1997. Housing prices consistently fell and the public began to
question the merits of subsidized ownership housing (Home Ownership Scheme, HOS). With private housing
prices getting lower, HOS had become yet another competitor in an already-diminishing housing market.
In response to political pressure from property developers and homeowners, the HKSAR Government had
noticeably reduced the production of HOS flats since 2001 and eventually suspended its production and
sale altogether in 2003

However, as property price started to rebound from its lowest point in 2004, it has continued to soar, even
more so in recent years. Housing has become less affordable to many Hong Kong citizens. Whether or
not the government should subsidize homeownership (e.g. to bring back HOS) with public resources has
become a heated topic in the community.

This report specifically addresses this issue in two aspects: 1) presenting an overview of affordable housing
policies in other Asian countries, and 2) providing forecast of housing needs in the next 5, 10, and 20 years.

Affordable Housing Policies in other Asian countries

« Generally speaking, the governments in the Asian countries under study have attempted to tackle
this issue either (1) by direct provision of low-cost affordable housing for ownership and/or rental ,or
(2) by indirect means such as mortgage loans at below market rate (or mortgage securitization) for
the promotion of homeownership.

« Usually the income ceilings for the eligibility for affordable homeownership housing are being set
on par with or slightly above the nation’s average household income level. By contrast, the income
ceiling for the eligibility for PRH is a little lower than Hong Kong’s median household income.

« Direct provision of affordable housing, particularly those for low- and medium-income people, has
not been effective. The construction of low-cost affordable housing rarely meets the target amount
as originally planned.

« The practice of promoting homeownership through low-cost mortgage loans does not appear to
achieve the original goal set by the Japanese government of developing her economy since the
1990s. Singapore is the only exception of the rule.
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Hong Kong’s Housing Perspectives: Need and Affordability

«Hong Kong's private housing market is severely unaffordable. The price-to-income ratio (PIR) of Hong
Kong's residential properties is 22.72, the highest among major Asian cities.

+ 30% of HK Households were sandwiched between private housing and the government’s public
rental housing. This trend will continue for the next 5, 10 and 20 years.

+» Concerning the My Home Purchase Scheme, unless amendments are to be made regarding the
income ceiling and/or the amount of housing units proffered, the scheme is not going to address
the housing demand of all middle-income people of Hong Kong.

« There is a serious mismatch between the types of flats available on the market and the needs of
the average households. While more than half of the total property transactions between 2002 and
2009 involve smaller-sized flats (less than HKS$ 2 million), only 12.2% of new completions in the same
period are Class A flats.

« Yet, the higher supply of larger flats could improve Hong Kong people’s quality of life, in terms of
housing space.

Forecast of Housing Needs in the next 5, 10, and 20 years

- Based on the housing needs of Hong Kong's demographics, the average number of flats required
for the private housing market should be about 22,000 in the next 5-10 years. This shows a 10%
shortage from the target of providing land for 20,000 units per year as stated in the 2010-11 Policy
Address.

« The projected new completions in the next 2 years (average 11,200 units a year) are much lower
than any projections of housing needs. Such a shortfall in housing supply requires the attention of
government departments.

Policy Implications and Recommendations

« RICS is calling on the government to conduct regular surveys to meet the functional needs of Hong
Kong households before laying down new housing policies e.g. restrictions on future land leases
requiring the provision of smaller flats.

- There are something that can be learnt from Asian experience, for example:

- Shanghai’s recent implementation of temporary public rental housing for middle-income people
could provide some insights in addressing the housing needs of Hong Kong residents.

- The effective implementation of “rent-to-own” option for Housing and Development Board flats in
Singapore and the recent introduction of “Rent-to-own” option for public housing units (Program
Perumahan Rakyat) residents in Malaysia provide some implications in terms of the development
of housing policy within an Asian context.
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Part I: Opinions on Subsidizing Homeownership

1. Background of Subsidizing Homeownership

Since Hong Kong’s handover to China in 1997, Hong Kong's economy had undergone a prolonged period
of downturn as a result of speculative activities towards the Hong Kong Dollar during the Asian Financial
Crisis in 1997-1998, the defunct policy of providing 85,000 housing units proposed by then Chief Executive
Mr Tung Chee Hwa, the subsequent burst of housing price bubbles, the September 11th incident in
2001 followed by the outbreak of the SARS epidemic in 2003. Even though the interest rate (as cost of
obtaining mortgages) had been moving downwards during that period, the employment condition of
Hong Kong had been worsened. Housing prices consistently fell and the public began to question the
merits of subsidized ownership housing (Home Ownership Scheme, HOS). With private housing prices
getting lower, HOS had become yet another competitor in an already-diminishing housing market. This not
only hurted the interests of property developers, but also many private homeowners whom had reached
the status of holding negative equity. In response to such political pressure, the HKSAR Government had
noticeably reduced the production of HOS flats since 2001 and eventually suspended its production and
sale altogether in 2003.

However, as property price started to rebound from its lowest point in 2004, it has continued to soar, even
more so in recent years. Housing has become less affordable to many Hong Kong citizens. Whether or
not the government should subsidize homeownership (e.g. to bring back HOS) with public resources has
become a heated topic in the community. In response to this, the Transport and Housing Bureau had, on
June 2010, carried out a public consultation, in which it is stated that when deliberating whether and
how the government should subsidize homeownership, it is important to take the following factors into
account:

(a) Land Resources Implications

(b) Production Lead Time for Subsidized Housing

(c) Sustainability

(d) Fair Use of Public Resources

To analyze the topic thoroughly, the Transport and Housing Bureau had specifically asked for public
opinions in three different aspects of the issue, i.e. 1) Should homeownership be subsidized?; 2) Who should
be helped?; and 3) What help should be offered? In response to these three questions, the viewpoints of
a variety of parties have been collected and are to be presented in later sections of this report. But before
such presentation, the pros and cons of homeownership are to be discussed first.
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2. Pros and Cons of Homeownership

Owning a home has been the goal for most people especially Hong Kong people. As housing can be
viewed as both a consumer good and an investment good, the property market has been one of the
biggest contributors of the government’s tax revenues and Hong Kong’s economy in general. However,
as property price has escalated exceptionally during the past 2 years or so, homeownership has become a
heavy burden for many Hong Kong people. In the following paragraphs, the advantages and disadvantages
of home ownership are to be discussed.

2.1 Pros

Becoming homeowners in the private sector usually indicates a couple of things. Not only it is generally
considered the final stage of one’s housing ladder, but also confers a social status. Second, it creates a sense
of belonging to one particular place. Besides, private properties represent high-quality dwellings as well
as a more exclusive lifestyle (Teo & Kong, 1997). In addition, homeownership guarantees a shelter for the
retired and guards against old-age poverty even if the property market is only performing moderately
(Ritakallo, 2003).

At a micro level, one of the reasons behind homeownership is the wealth effect that could be generated.
Wealth effect is defined as the increase in spending as a result of a rise in wealth. When housing price/rent
appreciates, it is foreseeable that homeowners will consume more non-housing goods and services due
to higher return. Besides, homeowners can also use their property as collateral for financing purposes’. In
addition to the wealth effect, real estate investment has long been viewed as a hedge against inflation.

At a macro level, the economic benefits derived by homeownership have been remarkable. According to
the Census and Statistics Department, the expenditure on housing has been a major contributor to Hong
Kong's GDP. In 2008, the ownership of premises contributed $180,536 Million which is more than 10% of
total GDP (HKS 1,675,171 m). Thus, the importance of premises as a driving force of the economy is clearly
presented and explained by the above figures.

In view of societal benefits, homeownership promotes social stability and community development. The
reason behind such is that, due to higher transaction costs, homeowners are less mobile than renters.
As a result, social and political participation, for instance, participation in community organization, is
encouraged.

2.2 Cons

Despite these advantages, there may be some possible drawbacks with regard to homeownership.
The prominence of homeownership in a society creates a situation in which the economy has become
closely related to property market. When hot money enters the property market, it results in a sudden
rise in demand and asset price bubbles are subsequently formed. With such property demand no longer
sustainable as these speculative activities cool down, asset bubbles burst and the economy as a whole

' Shelter, or Burden? The Economist (April 16" 2009)




would suffer the effects of such. The recent subprime mortgage crisis in the U.S. and the Financial Tsunami

that followed are prime examples of this.

Another consequence caused by the burst of housing price bubbles is the prevalence of ‘negative equity’
homes. Negative Equity refers to the situation that when the value of an asset used to secure a loan is
less than the outstanding balance on the loan. For owners of these assets, this might cause psychological
impact and induce practical constraints to them (Engelhardt, 1996). For banks and financial institutions
that offer mortgage loans for these properties, bad debts will result from the incapability of homeowners
to repay outstanding mortgages, which directly affect their business performance as well as their own
financial conditions. In response to the higher risk incurred in those loans, a tightened mortgage loan
policy is likely to be adopted by banks. As it becomes more difficult for individuals to obtain loans, their
consumptions reduce and economic growth will be hindered.

Lastly, even though homeownership could promote social stability and community development, as stated
above, it only applies to cases if housing is perceived as a consumption good. If properties are treated as an
investment good (i.e. for short-term speculative purposes), it has no impact on maintaining social stability.
And besides economic volatility, speculation on property will only further increase residential mobility.2

2 Ibid.
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3. Opinions on subsidizing homeownership by members of the Royal Institution of Chartered
Surveyors (RICS)

The following section presents the opinions, concerning the three questions raised by the Transport and

Housing Bureau, made by the Task Force members of the Royal Institution of Chartered Surveyors (RICS), by

senior members of RICS, by members of the RICS Residential Property Professional (RPG) Committee, and

by the younger members of RICS, respectively.

3.1 By Members of RICS Housing Task Force

3.1.1 Should homeownership be subsidized?

Generally speaking, the RICS Housing Task Force members think that homeownership should be subsidized,
as homeownership would cultivate stronger sense of belonging for the citizens, enabling a more stable
society, and strengthening economic security for the households. Nonetheless, homeownership should
be subsidized in such a way that the government does not compete with the private sector in the provision
of housing. Besides, the form of subsidies proffered and the eligibility for these subsidies are two other
important concerns that require the government’s attention. In addition, housing shall be built to a
standard where there is a viable secondary market.

3.1.2 Who should be helped?

In general, the Task Force members agree that those who cannot get onto the housing ladder should be
subsidized. Specifically, a number of population groups are highlighted. The first group is the better-off
public housing tenants who are willing to surrender their highly subsidized rental flats to the Housing
Authority for re-allocation to other more needy families after they have purchased an HOS flat or obtained
a Home Purchase Loan to purchase a private flat. The second group is those families whose incomes are
too high to be eligible for public rental housing, but too low to afford the purchase of a decent flat in
the private sector, i.e. the Sandwich Class. Other notable suggestions include first-time buyers and young
single people.

3.1.3 What help should be offered?

The suggestions among the Task Force members vary in this regard. One of the members prefers financial
subsidies by means of cash grants, low-interest loans or loan guarantees to direct provision of housing.
According to him, the latter takes too long to effect a change in housing policy whilst the former can be
adjusted to suit changing market and social requirements. This also gets people onto the private sector
housing ladder with a ready resale market, rather than the stigma of government estates.

However, this point of view is not shared by other members, as cash subsidies would generate additional
demand but not constitute an additional supply, and should only be implemented when there is ample
supply in the market. In situations where there is a shortage of housing supply, such additional demand only
leads to further property price increases, and thus lower affordability for potential homebuyers. Instead,
these members believe that direct housing subsidies, such as HOS (and PSPS) flats would supplement



housing need in the market where those people cannot afford to buy flat for their genuine and basic

housing need.

3.2 By Senior RICS Members in Housing Policy Roundtable Discussion on July 27,2010

Several points are raised during the Housing Policy Roundtable discussion with senior RICS members in
terms of homeownership and the government’s role in which. There is a consensus among them that there
should be a return to the provision of homes through the Home Ownership Scheme (HOS). The reason
is that, the building of HOS flats has not historically brought the market down and may actually lead to
additional benefits in the private sector. Besides, there should be a return to a system of regular land
auctions to ensure a constant and predictable supply of land.

They also agree that subsidies should be linked to specific homes and not individuals with a return to the
provision of homes under the Home Ownership Scheme. Also, properties should be built specifically for
inclusion within the HOS to be offered at lower prices for eligible applicants. Eligibility should be limited to
those who have lived in Hong Kong for more than seven years. (For a detailed account of the roundtable
discussion, see Appendix 6.2)

3.3 By RICS Residential Property Professional Group (RP) Committee members

3.3.1 Should homeownership be subsidized?

The RP Committee members opine that home ownership should be subsidized according to the social
situation of Hong Kong, subject to the qualified criteria. The reasons are threefold. Firstly, the subsidy in
homeownership can achieve social stability and a regulatory filtering system for housing market, starting
for the lowest income group to the well off citizen. Then, lower-income people, who feel hopeless and
have no prospect in becoming owners, will affect the harmony and stability of the society, adding to the
frustration in the political atmosphere and affecting the national productivity. Additionally, middle-income
group people gain no security but grievances to enjoy zero housing welfare but pay taxes which affect
their disposal income and affordability for private housing.

3.3.2 Who should be helped?

It is agreed upon by the RP Committee members that those that are not eligible for receiving housing
welfare and cannot afford to buy private housing should be helped. Also, eligibility should be allocated to
first time buyers (ftb), both locally and emigrants who are also ftb in their homeland.

3.3.3 What help should be offered?
The RP Committee members suggest that the HOS scheme should be re-launched. On the other hand,
other forms of subsidies, such as the Home Purchasing Loan and Monthly Mortgage Repayment Subsidy

for first-time buyers, are not recommended.

11
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3.4 By Young RICS Members (Matrics Members)

3.4.1 Should homeownership be subsidized?

Most Matrics members interviewed do not think that homeownership should be subsidized. According
to them, even though homeownership helps maintain one’s sense of belonging, stability and security,
subsidization of homeownership might encourage speculative activities on the housing market, which
boost housing price or create asset bubble. This could increase first-time buyers' risk of negative equity.
Besides, even with government’s direct financial assistance, residential properties are still considered
unaffordable to many households in Hong Kong.

3.4.2 Who should be helped?

Dissimilar to the responses from the RICS Housing Task Force members, as reported in section 3.1, some
Matrics members think that all taxpayers should be benefited from government’s subsidizing scheme to
preserve fairness. Meanwhile, some other members propose that Hong Kong citizens, who are not eligible
for public housing and cannot afford private properties, should be subsidized. In addition, the housing
needs of those between 20 and 40 years of age should be taken care of by the government as well.

3.4.3 What help should be offered?

From a supply-side perspective, most Matrics members agree that the government should construct
affordable housing, targeting the lower bound of the middle-class who cannot afford private homes,
preferably in suburban areas at prices based on construction cost (or at standardized selling prices).
Besides, the income eligibility for these affordable housing (or for existing subsidized housing schemes)
has to be adjusted in order to reach those who have strong desire for homeownership. Meanwhile, ex-
industrial buildings and ex-staff quarters for government officials can also be converted and be sold to
young singletons at an affordable price.

From a demand-side perspective, the government could indirectly monitor the property market in a variety
of ways. For instance, the continuously surging housing price could be restrained by tightening lending
policy (i.e. a higher down-payment ratio) or impose stricter requirements on real estate presale market.
Also, a holding period for second-hand property transactions could be set.



4. Opinions on subsidizing homeownership by others

The following sections will report the opinions by various other entities, for instance LEGCO members
from different political parties, academics, professionals, government officials and consultants, as well as
ordinary Hong Kong citizens.

4.1 By LEGCO Members from the Democratic Alliance for the Betterment and Progress of Hong Kong
(DAB)

They think that homeownership should be subsidized. According to them, this offers an opportunity for
young people to move up the housing ladder. Besides, they believe that the government has overlooked
the issue concerning imbalanced housing demand and supply on the market. With regard to whom the
government should help for their housing needs, the LEGCO members from DAB suggest that younger
people who cannot afford private housing (i.e. the sandwiched class) should be the primary beneficiaries
of government assistance. Nevertheless, these members have different ideas about the form of assistance
that should be offered. From a demand-side perspective, they recommend the re-launch of the Home
Starter Loan Scheme, with tighter criteria for its eligibility than those having set before. From a supply-side
perspective, a number of suggestions have been proposed, for instance 1) to construct 5,000 HOS flats a
year, 2) to construct Grade B rental estates by the Housing Society, and 3) to implement a rental housing
programme specifically for young Hong Kong residents.

4.2 By LEGCO Members from the Liberal Party

Similarto LEGCO membersfrom DAB, theyalso agree that the governmentshould subsidize homeownership.
Yet, it has to be done cautiously in order not to repeat the previous situations in which many HOS flats and
Sandwich-class housing flats were left vacant due to poor sales. Specifically, residents who are currently
queuing for public rental housing and middle-class people who cannot afford private housing should be
the two main groups of people which should be helped by the government. Yet, they have a much different
take in terms of the kind of government assistance, as compared to that proposed by DAB members.
They recommend that 1,500 PRH flats, with a different rental arrangement (i.e. “circulating public rental
housing”), should be provided per year. Residents pay the same amount of rent for those flats as they do for
regular PRH flats within a stipulated period of time (say, 5 years). Yet, a portion of the rental payment will be
returned to them for buying private properties when the lease term expires. In addition, the government
could increase the supply of land specifically for the construction of small- and medium-size residential
flats.

4.3 By Academics

Those in the academic field generally agree that homeownership should be subsidized, as the government
has the responsibility to provide safe shelters for its citizens. Also, subsidized homeownership proffers more
alternatives for potential homebuyers to choose, which prevents property developers from monopolizing
the market and controlling property prices. This could help maintain a balanced society. Besides, even with
the availability of subsidized homeownership, its impact on the property market as a whole, is limited.

13
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Those who cannot afford private housing should be the ones receiving government housing subsidies,
especially young people, current PRH residents, as well as married couples who could at least afford the
mortgage payments. Concerning the types of government housing subsidies that should be offered, zero-
interest mortgage loan (with a repayment term of 10 years or less) should be provided and the construction
of HOS flats should be resumed.

4.4 By Professionals

The opinions among professionals with respect to assisting homeownership vary. While some of these
professionals believe that the government should subsidize homeownership, as a moderate supply
of subsidized homeownership will not have adverse effects on the property market, others are against
subsidization of homeownership as it i) does not immediately increase housing supply, ii) causes property
price to escalate further. Besides these two concerns, they think that the government should not make use
of public resources in assisting others in purchasing properties. Their opinions of who should be helped
differ as well. Some suggest that only those who are in need of basic housing should be helped, yet others
point out that the Hong Kong population as a whole, or at least non-property-owners, should receive
government assistance. Regarding the types of government assistance to be offered, these professionals
provide a variety of suggestions, from the increase in land supply, the resumption of HOS construction
(about 2,000-3,000 a year), the increase in PRH supply, to a stable housing policy to ensure sufficient
housing supply on the market.

4.5 By Real Estate Developers and Agents

Unlike interviewees from other professions, the majority of property developers interviewed do not support
subsidized homeownership. They believe that price adjustments should be the result of market forces.
Government interventions such as subsidized homeownership only distort existing market mechanisms. In
the worst case scenario, property price falls as soon as such policy interventions are implemented. Besides,
the provision of subsidized homeownership, for instance HOS, is essentially making use of public resources
in supporting a selected few, which could induce lasting impacts both financially and politically. The
government should take those issues in account prior to the resumption of HOS construction. Still, these
property developers and agents comment that the general populace of Hong Kong, or at least those who
are in need of homeownership but cannot afford private housing, should be helped by the government.
Regarding the types of assistance the government could proffer, a market-based approach is proposed.
For instance, the government should take a more active role in increasing land supply through land sales.
Also, the re-vitalization of the HOS Secondary Market is another important element to provide more
alternatives for potential homebuyers. From a supply-side perspective, the government should accelerate
the construction of PRH flats to fulfill the basic housing needs of low-income Hong Kong residents.

4.6 By Government Officials and Members of various Government Advisory Bodies
Among government officials, even though subsidized homeownership is supported by CY. Leung, the
Convenor of the Non-official Members of the Executive Council, his view is not shared by the other two



government officials interviewed. They believe that the problems regarding housing supply and housing

price are not going to be solved even with the provision of HOS flats. According to the Chairman of the
Hong Kong Housing Society (HKHS), homeownership is not the only means to provide shelters for the
people. Rental housing can achieve the goal just as effectively.

Among members of other government advisory bodies, two opposing viewpoints are found. Members of
the Housing Authority (HA) endorse subsidized homeownership, as HOS is a necessary step for people to
climb the housing ladder, which in turn could improve the circulation of PRH flats. Besides, they believe that
the provision of HOS could narrow the poverty gap of the society. However, members of the Commission
on Strategic Development have a much different take on this matter, as they comment that provision of
HOS only benefits a specific group of the populace, which is not fair to existing homeowners. Besides, there
are technical issues in terms of setting the criteria for its eligibility. In addition, the construction of new
HOS flats leads to the decrease in land supply for PRH flat construction, which makes meeting the housing

needs among low-income people even more difficult.

Concerning who should be helped by the government, some suggestions are provided. In general, these
group of people think that residents who find private housing unaffordable but are not eligible for public
rental housing (i.e. the sandwich class and white-form HOS applicants) should be helped.

In regards to the forms of government assistance, there are a variety of suggestions by the interviewed.
For instance, members of the Commission on Strategic Development prefer an increase in land supply in
order to maintain a stable price level for residential properties. The others suggest that the construction
of HOS flats should be resumed, although the exact supply of these flats per year is debatable. Also, the
flat selection ratio between Green Form and White Form applicants should be revised from the current
6:4 to 5:5. The government could even make use of sites originally for redevelopment for the purpose of
constructing HOS flats in the urban areas. Lastly, the Chairman of the HKHS proposes the construction of
Grade B public rental estates, with more lenient eligibility criteria than those for regular PRH flats.

4.7 By other NGOs and the General Public

The opinions by other NGOs and by the general public are not entirely consistent. Those who support the
subsidization of homeownership point out that as property price remains at a high level, it is impossible
for sandwich-class citizens who are not eligible for PRH to obtain their own homes. Because of such, the
government should provide subsidies for these people to buy flats. Also, subsidization of homeownership
helps improve the living conditions of some current PRH residents and thus enhance the circulation of PRH
flats for other needy households. For those who are against subsidized homeownership, their rationale is
that such housing policy intervention will distort the market; and since homeownership is not considered
necessary, subsidizing a particular group of people is unfair to the others.

Concerning who should be helped by the government, the general consensus among them is residents
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who are in the most need of housing, including the low-income class, the sandwich-class, along with
young people. For the kinds of government assistance that should be offered, a variety of suggestions are
proffered. Besides the constructions of HOS flats, of PRH flats, of Grade B rental estates, of “circulation PRH
flats’, the re-launch of the Home Starter Loan Scheme, increasing land supply, that have been mentioned
in earlier sections, a new measure, which is the implementation of a capital-gain tax specifically for short-
term property transactions, is proposed.



5. Conclusion

This report has presented the opinions towards subsidized homeownership, in response to the three
questions proposed by the Transport and Housing Bureau, by various entities, from members of the
Royal Institution of Chartered Surveyors, LEGCO members from different political parties, professionals,
academics, to real estate developers and agents, as well as those by other NGOs and the general public.

There is no consensus of whether or not the government should subsidize homeownership, with the major
concern among the interviewees being the potential distortion to the private housing market due to such
subsidies. Therefore, as suggested by the RICS Housing Task Force members, government subsidization of
homeownership has to be done in a way that the government does not compete with the private sector in
housing provision. In other words, the main issues of the subsidization of homeownership are i) the kind of
subsidies being proffered, and ii) the class of people being subsidized.

On who the government should provide housing assistance, it is generally agreed upon that sandwich-
class citizens, i.e. those who are not eligible for the existing subsidized housing schemes but cannot afford
private properties, should be helped by the government. Two population groups are specified by the
interviewees. The first group is the better-off public housing tenants who are willing to surrender their
highly subsidized rental flats to the Housing Authority for re-allocation to other more needy families after
they have purchased an HOS flat or obtained a Home Purchase Loan to purchase a private flat; and the
second group consists of young single people aged between 20 and 40.

Itis agreed upon by the members of the public that the HOS scheme should be resurrected which provides
a certain amount of flats on a yearly basis. However, some RICS members have expressed their reservations
towards such view. Similar results could be accomplished through the construction and supply of housing
units through a rent-to-own option. Other means such as cash subsidies could only be effective if there is
sufficienthousing supply on the market. Otherwise, it will fuel the rising property prices, to the disadvantage
of potential home buyers. Other key suggestions include:

« Provision of “circulation public rental housing”

« Provision of Grade B rental housing estates with comparatively lenient eligibility criteria than those
for regular public rental housing

« Increase in the supply of land for the construction of flats specifically for lower-income people who
have strong desires for homeownership

« Adjustment of eligibility criteria for existing subsidized housing schemes

« Converting existing industrial buildings (or ex-staff quarters for government officials) into affordable
housing units

« Implementation of capital-gain tax on short-term property transactions

This report has presented the views of those in a variety of backgrounds regarding subsidized
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homeownership and proffered some possible directions for the consideration by the relevant government
agencies. However, further studies and investigations concerning the feasibilities of the aforesaid

suggestions are required.
Reference:
Engelhardt GV “House prices and home owner saving behaviour,” Regional Science and Urban Economics

26 (1996) 313-336
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6. Appendix

6.1 Opinions expressed by RICS Housing Task Force Members

1. Should home ownership be

2. Who should be helped?

3. What help should be offered?

Comments subsidized?

David Yes, home ownership should Those who cannot afford to get In the interests of getting people

Faulkner subsidized as long as it is done in on the housing ladder. These are | onto the housing ladder | would
such a way that the government essentially first time buyers and suggest financial subsidies in the
does not compete with the private these days are just as likely to be | form of cash grants or cheap loans
sector in the provision of housing, young single people rather than | or loan guarantees rather than
and that it only subsidises those impoverished families. building housing specifically for this
people who genuinely cannot afford purpose. The latter takes too long
private housing. Housing also needs to effect a change in housing policy
to be built to a standard where there whilst the former can be adjusted to
is a viable secondary market. suit market and social requirements.

This also gets people onto the
private sector housing ladder with a
ready resale market, rather than the
stigma of government estates.

Marco Wu Subsidised home ownership is not Essentially, there are two groups | The type of subsidy can be in the
a new thing. Today, various forms of households which should be form of bricks and mortar, like
of subsidies to home owners are assisted. The first group is the the flats built under the HOS and
still prevalent in many countries, better-off public housing tenants | PSPS, or in the form of cash subsidy
including mortgage subsidies, tax who are willing to surrender such as a home purchase loan or
relief, discounted selling prices, etc. | their highly subsidised rental mortgage subsidy. In the latter case,
In Hong Kong, subsidised home flats to the Housing Authority for | as it would generate additional
ownership was firstimplemented in | re-allocation to other more needy | demand but not constitute an
1978 and continued for a period of | families after they have purchased | additional supply, it should only be
1/4 of a century. During that time, an HOS flat or obtained a Home | implemented when there is ample
the government regarded promoting | Purchase Loan to purchase a supply in the market. However, in
home ownership as a desirable social | private flat. (Please see my article |the case of a shortage of supply as
objective. It was considered that to be published in the Economic | at present, it will only fuel the rising
home ownership would cultivate Times on 26 July.) The second prices, to the disadvantage of the
stronger sense of belonging for the | group is those families whose home buyers.
citizens, enabling a more stable incomes are too high to be
society, and strengthening economic | eligible for public rental housing,
security for the households. It is but too low to afford the purchase
considered that these attributes or of a decent flat in the private
values are still relevant today. sector.

David Tse Government should subsidize home | The first time buyers who are Modified form of HOS e.g. with
ownership in a way not to distort the | Sandwich Class, i.e. who cannot increased income and asset limits
private housing market equilibrium | afford to buy private flats butat | for eligibility, and with re-sales
to a great extent. the same time not eligible for restriction only to eligible HOS

public rental housing. applicants; Rent to own options
should also be considered.

Edward Au Yes, but depending on what is the Those who has genuine need for | Following 2 above, the only option

form of subsidy and which class of
people to be subsidized, a limited
mode of subsidy can be made
available for certain classes of people.

basic housing requirement but
cannot be able to acquire their
flat AND at the same time cannot
enjoy the general housing benefit
(public rental housing) offered by
government.

is HOS which would supplement
housing need in the market where
those people cannot afford to buy
flat for their genuine and basic
housing need.
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Further comments from Edward Au:

Before a conclusive answer for these questions can be reached, we shall ask“why government shall subsidize
citizen to procure their flats”. The government’s prime role is to ensure that no one become homeless and
for all those who cannot afford private rental accommodation can have access to subsidized public rental
housing which rents are set at affordable levels.

Attitudes from different sectors and stakeholders toward housing and housing provision vary. To some,
every citizen should enjoy at least satisfactory accommodation. Socialisms is of the view that it is a duty
of the community and the government to ensure that even, and especially, those who cannot afford to do
so with their own means are satisfactorily housed even if this would incur substantial commitment and
investment of public resources. Adequate provision of satisfactory housing is vital to the well-being of a
community. Housing problem affects the living conditions of members of the public and creates significant
social impacts. Policies on housing provision and the process of providing housing influence such aspects
as the economy, real estate market, construction industry, employment in many sectors, financial situation,
urban planning, overall development pattern, traffic conditions, and provision of infrastructure.

Some others, on the other hand, holds the view that housing provision —irrespective of the types of housing
- should be totally left to the real estate market to handle, imperfect though the market is. Each school of
thought has its good reasons; each is correct to a certain extent; neither is completely right. Is it not that
the secret is to strike a balance — or a compromise — between the two extremes?

Recently, people say that the house price is NOT affordable because it is too high. Shall government

intervene the market with a view to lower the flat price? On the other hand, can government’s intervention

be achieved?

We shall look at the history and the then Housing Policy. The Statement on Housing Policy announced in
2002 by the then Secretary for Housing, Planning and Lands set out the following major guiding principles
of the government’s housing policy:

- The focus of the government’s subsidized housing policy should be on the provision of assistance
to low-income families who cannot afford private rental accommodation;

« The government should minimize its intervention in the private property market; and

« The government should maintain a fair and stable operating environment for the private
property market by ensuring adequate land supply and the provision of an efficient supporting

infrastructure.

But in reality and as a matter of fact that:



(a) Housing is more than just a shelter but is also a commodity- the housing policy should mainly to

provide housing for basic need in which the residents should feel secure;

(b) Costs of housing would affect the amount households can spend on other items and hence could
influence life quality;

(c) The rise of housing price and rental due to the improvement in the economy may have adverse
impact on the households who do not gain from such improvement;

(d) Whether people should own their living-quarters should be left to the desire and ability of
individuals and should not be determined by the government; and

(e) The existing Housing Policy has not examined the rent policy and the controversy over the well-
to-do families in public rental housing.

Therefore, government shall concentrate to assist those who cannot afford for their basic housing need
instead of mere home ownership. My view is that a long term housing policy for Hong Kong’s future should
be based on a number of principles:

(a) Rental housing should aim at providing secure housing for the low-incomer;

(b) At the time when flat price is high, any form of government subsidy would only fuel the demand
side and may even push up the price;

(c) Assisted housing, in the form of HOS, is a measure for the eligible applicants as an alternative
of choice for those who is not eligible for PRH but is also not affordable for private housing in the

market;

(d) Long term stable land supply and hence flat supply to the market to ensure a sufficient flats
supply to meet the basic housing need;

(e) Housing for high-income households should be left to themselves to decide since the government
has no role in housing for the high-income;

(f) Residents of rental housing shall be encouraged to vacate their rental units for others (e.g. HOS).

Conclusion

Property market is two folds; it is flat supply for basic housing need and is always investment commodity.
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Government shall not contravene the property market though the current flat price has been twisted by
the over-active economic atmosphere. Flat price shall be determined by the market itself. The housing
issue has been politicized too much, resulting in such problems as the community concentrating too much
effort on some aspects and the fluctuations in government’s housing policy. The government should only
provide housing for the low-income, leaving the rest to the market. With the experience of negative-asset
impact in early 2000s government shall even be more carefully not to exert influence on the demand side
(e.g. provide with cash or loan subsidies) but rather to ensure that there is long term stable land, hence flats
supply in the market.

Further comments from David Faulkner:

There will always be an inevitable section of society that cannot afford housing, either to rent or buy
and these people have to be helped. Whether subsidized rental housing is provided or subsidized home
ownership depends on the government’s long term commitment to this sector.

The traditional view is that home ownership causes the occupant to look after the property and thus
reduces the long term recurrent expenditure of the government. On the other hand it reduces flexibility
as the only way that a resident can move is if there is a liquid secondary market. Rental housing allows
residents to move more easily, and also for the government to evict people who no longer qualify for
subsidized housing.

| think Edward makes a lot of good points here. My only disagreement is on whether HOS is the only solution.

One theme that comes up a lot in all the comments by different members of the group is the concept of
housing prices being“too high”and the need to assist people on“low incomes’, without defining empirically
what these actually mean. The government obviously has a scheme for determining if people are eligible
for subsidized housing, whether rental or for sale, but has anyone looked at these criteria to see if they
reflect the demographics of Hong Kong?

| was away for much of the discussions on our paid research, but will our commissioned research project
shed some light on this? For example what is a low income in the housing context and how many people
are in this bracket? What housing rent/price is unaffordable to these people? Are they single people or
families? What age group? Do we need housing for young singles, families or assisted housing for the
elderly?

Answers to these questions would then focus some of the group’s comments to indentify the short falls in
the current policy and where the government needs to go from here.



Further comments from David Edwards:

Thanks Edward, for detailed and thoughtful considerations.

| have just seen David F's comments, raising excellent questions. There is some overlap below, but I will
send my comments anyway.

The only observation that | would add is that the need for public housing is greater for a poorer economy.
As an economy gets wealthier, home ownership should be encouraged; an owner (in theory) takes better
care of his/her property than a tenant and ownership drives consumption, which is good for the economy
— a virtuous cycle. This desire to own does not need much encouragement in HK. Some governments
have explored the “rent to buy” scheme for the less wealthy, such that if the occupant stays long enough
to acquire the flat, the government has effectively provided a low cost start-up loan to that buyer, if they
never buy, the flat remains a government owned public flat for rent. Some of the public housing schemes
in HK seem to operate in this way (via premium payment), but | am not an expert in that field.

The need for more vigorous system to establish the merit of those that get assistance is well documented,
and any scheme will be controversial if there are some folks openly cheating the system. This obviously
needs to be addressed; and clear (or clearer) rules need to be established, and made more publicin advance,
so that it is not deemed to be retrospective legislation. Then stronger enforcement is required. | agree the
government’s role should be to ensure all residents have housing, and clamping down on those that are at
present fraudulently occupying government housing might release more supply than the city needs, so an
all-encompassing strategy is required.

The high profile sales that have attracted attention recently, and also produced politicised comments, need
to be taken in context. There would appear to be lots of second hand housing in a wide array of areas of HK
that provide housing for a‘first step on the ladder’ for first time buyers. Prices in these areas seem to have
appreciated relatively modestly. Maybe we should seek some analysis of whether secondary pricing has
been escalating (over the medium term) more quickly than household wealth? This would provide more
clarity over whether there is an affordability issue (I'm not saying there isn’t a problem; just that it is not
well proven, and those saying there is a problem seem to be relying on single project sales prices instead of
broad based analysis). Finally, the first-time buyer should not expect to be able to acquire the latest swanky
(or not) new release from one of the big developers in town. Expectations do need to be realistic.
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6.2 Opinions by Senior RICS Members in Housing Policy Roundtable Discussion on July 27,2010

General principles

- People want to live in urban areas near to their places of work.

« Land supply is vital and a lack of land triggers a number of different problems.

« The government needs to act in a socially responsible manner when considering housing development.

» The government should set out a long term strategy for housing which covers private, HOS and rented
housing.

- There should be a return to a system of regular land auctions to ensure a constant and predictable supply
of land.

« There should be a return to the provision of homes through the Home Ownership Scheme (HOS)

« It should be easier to use agricultural land in the New Territories for development

« It should be easy to move from the HOS into ownership and from public rent in to ownership or HOS to
create a clear housing ladder.

A long term government housing strategy

» The government needs to develop a long term housing strategy for Hong Kong which should include
private, HOS and rental housing. This should include projections for household growth in future years as
the government needs to know about demand.

- Specific issues will include people moving from other parts of mainland China. Traditionally people have
moved from Guangdong to Hong Kong but increasingly they will travel from other places including
Beijing and the Yangtze River Delta. Housing this new population will need to be addressed.

Regular land auctions

» There was a previous system of monthly land auctions of residential, commercial and industrial sites
which helped maintain a constant and regular supply of new development land in to the market. This was
replaced four years ago by an application system which has contributed to the current lack of supply.

« The government has started to return to a similar system but should make a firm commitment to resume
this approach to land sales.

« Areturn to monthly land auctions would give a clear signal to the property market that there is an ongoing
and constant supply of land, providing additional certainty.

« This process needs to be well managed to ensure the market is not flooded with new development land.
A spike in supply in 2001/2002 scared the market.

A return to the Home Ownership Scheme

- Subsidies should be linked to specific homes and not individual with a return to the provision of homes
under the Home Ownership Scheme.

« Properties should be built specifically for inclusion within the HOS to be offered at lower prices for eligible
applicants. Eligibility should be limited to those who have lived in Hong Kong for more than seven years.

» Problem with HOS if property prices drop rapidly as people will lose their wealth if it is tied up in their



home. A similar situation occurred in 2003 when increased levels of housing supply and wider economic

problems caused prices to fall significantly.

- The building of HOS flats has not historically brought the market down and may actually lead to additional
benefits in the private sector.

« A return to building HOS flats may be delayed by a lack of interest from developers in building homes at
this level and the government may struggle to find.

Better use of existing land and properties

« The modification and improvement of existing buildings will be important to improve standards for
residents. Land exchange has been a source of residential property through conversions from industrial
use but this supply of land has almost been exhausted.

» Privately owned agricultural land in the New Territories could provide additional space for residential units
but this is currently limited by planning restrictions and a high land premium for developers. Relaxing
restrictions and reducing the land premium would encourage development.

- Redevelopment of existing sites is currently reducing capacity by between 10 and 20%. While this is
acceptable for some very high density areas it cannot be replicated across the board without a severe loss
of housing stock.

» Infrastructure should be developed to achieve planning gain and boost housing supply. Land for housing
development can be released by the MTRC which has significant land banks and there are particular

opportunities around the west rail line.

Demand from mainland China

» The luxury end of the property market is dominated by buyers from mainland China who are less
concerned about the price they are paying for property.

« This end of the market will have little impact on the low and medium ends which is where the main

problems exist.

Create a housing ladder

« People who have bought properties through the HOS should be encouraged to sell their properties and
move in to the private market when they are able to do so. They should be able to do this by paying the
land premium.

« This will free up HOS properties for new buyers at the bottom end of the market and will ensure an
ongoing supply of affordable homes.

» Tenants in public rented housing should be able to buy their home through a tenant purchase scheme.
This creates wealth and increases the number of properties in the wider market.

« Income from tenant purchase schemes should be ringfenced to provide new public rented housing units.

« This approach would allow people to climb the housing ladder from rented housing to HOS and eventually

private ownership.
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6.3 Opinions by RICS Residential Property (RP) Professional Group Committee Members
1) Should home ownership be subsidized?

» We opine that home ownership should be subsidized according to the social situation of HK subjected
to the qualified criteria.

» The subsidy in home ownership can achieve social stability and a regulatory filtering system for
housing market, starting for the lowest income group to the well off citizen.

» Lower income group people feeling hopeless and having no prospect in becoming owners will affect
the harmonies and stability of the society, adding to the frustration in the political atmosphere and
affecting the national productivity.

» Middle income group people gains no security but grievances to enjoy zero housing welfare benefit
but pay taxes affecting their disposal income and affordability to buy private housing.

2) Who should be helped?

» Income group not eligible for receiving housing welfare and cannot afford to buy private housing
should be helped.

» Recent transactions have shown that the property prices in large residential estates are higher than
97, such as Taikooshing, Meifoo with Kingswood near HK$4,000/ft°.

> 70% of new residential stocks are over HK$10,000/ft> make it more remote for middle income group to
purchase new residential properties and lower income group to escalate up the housing ladder. This
disturbs the filtering system and housing chain.

» The disposal income of the middle income group has not increased significantly compared with that
in 1997. Some even drops after considering the inflation factor that makes them more desperate in
becoming owners of private properties.

> Eligibility should be allocated to first time buyers (ftb), both locally and emigrants who are also ftb in
their homeland.

3) What help should be offered?

> According to the filtering system of housing stock, the housing market is a continue linked through
prices, and housing of one quality level is a substitute for housing of the next quality level. In filters
model, the housing market is separated into district quality levels Household.

» During different phases of HOS flats more put onto the market also revealed that the private residential
had not been affected but in contrary, the prices of private stock rose. Therefore to achieve equilibrium
of the housing claim, HOS flats should be reinstated.

» Other modes of ownership subsidies are not recommended, such as the Home Purchasing Loan,
Monthly Mortgage Repayment Subsidy for first-time buyers. As housing price fluctuates, people will
put blames on the government to launch such schemes. People with the subsidy may buy private
stock with the quality of the private market sector, this may stimulate the private property prices level.
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Why HOS is recommended and we may refer to the following reviews:

Review of Theoretical Approaches to Housing Market Dynamics

» The dynamics of housing markets have been described using a variety of approaches. We first describe
filtering and urban growth models, these highlighting the long run impact of policy changes on the
stationary state of house prices and quantities. We then focus on models of neighborhood change
and succession, housing chains, and models describing spatial ripples in house price changes. Finally,
we review search and equity effect models, these focusing on the short run consequences of shocks
to the housing market on price and turnover rates. Each of these models plays a role in guiding our
theoretical approach to housing dynamics.

» The seminal contributions to the theoretical description of the filtering model are the papers by
Sweeney (1974a, 1974b). In filtering models, the housing market is separated into distinct quality
levels. Households differ in terms of income and other characteristics, and in equilibrium they are
matched to housing of different qualities according to their income levels and willingnesses to pay.
The durability of housing is a central part of the model and depreciation causes higher-quality units to
“filter down”to lower income households until eventually demolition becomes more economical than
maintenance. In Sweeney'’s models, depreciation can be partially offset by landlord maintenance. The
model predicts the long run equilibrium distributions of the quality of housing units and prices. Public
policies can be evaluated using this model by finding the impact on new construction, the price and
quality distributions, and household welfare. After a shock, equilibrium is reestablished when supply
equals demand at each quality level and households have no incentive to move to some other quality
of housing.

A return to the Home Ownership Scheme

» Subsidies should be linked to specific homes and not individual with a return to the provision of
homes under the Home Ownership Scheme.

» Properties should be built specifically for inclusion within the HOS to be offered at lower prices for
eligible applicants. Eligibility should be limited to those who have lived in Hong Kong for more than
seven years.

» Problem with HOS if property prices drop rapidly as people will lose their wealth if it is tied up in
their home. A similar situation occurred in 2003 when increased levels of housing supply and wider
economic problems caused prices to fall significantly.

» The building of HOS flats has not historically brought the market down and may actually lead to
additional benefits in the private sector.

> A return to building HOS flats may be delayed by a lack of interest from developers in building homes
at this level and the government may struggle to find.

» HOS should be built differently in design and qualities to private development as they are housing
stock from different sectors and different market.
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6.4 Opinions by Young RICS (Matrics Members) Members

Person Should home Who should be What help should be offered? Further Comments
ownership be helped?
subsidized?
Avan CWFan, |No.Directsubsidy |The lower bound Government may allow the Existing rental protection
Consultant, from government  |of the middle-class |channeling of finance from is inadequate such that

ADR Partnership
Limited.

to promote home
ownership is

not preferred.
According to the
past experience,
housing finance aid
programme might
increase first-time
buyers'risk of
negative equity.

who cannot afford
private homes but
has strong desire of
home ownership.

the Mandatory Provident

Fund (MPF) for housing down
payments or monthly mortgage
payments, then allow affordable
homeowners of at least, say, 5-10
years, to resell their flats to open-
market.

The eligibility of income level
of existing subsidizing schemes
could be adjusted to promote

home ownership.

Promote construction of
affordable housing to the lower
bound of the middle-class who
cannot afford private homes
but has strong desire of home
ownership. Ex-staff quarters for
government officials could be
converted into such affordable
housing.

frustrated tenants may
eventually turn to home
purchase. The fixed contract
period should be extended.

MariaMY So,
Valuation
Assistant,
Albert So
Surveyors
Limited.

No. Direct subsidy
from government
to promote home
ownership is

not preferred. At
the moment the
housing price is
high, home purchase
will consume a
large sum of the
youth's savings.
And there are still
many impoverished
families which
cannot afford home
purchases even
with government'’s
housing subsidy.

People might be
reluctant to be
labeled as public
housing owners.
There should be

no priority for
provisions of subsidy
due to fairness,

i.e. age group,
income level, family
status and home
ownership status
should not be
considered.

Promote construction of
affordable housing to the lower
bound of the middle-class who
cannot afford private homes
but has strong desire of home
ownership.

Adjust selling price of affordable
housing such that it is
construction cost-based rather
than market-based such that
homebuyers will not suffer from
the effect of surrounding high
market price

Repurpose ex-industrial buildings

into loft studios / loft apartments
and sell them to the young
singletons at an affordable price.

Government’s role should be
“ensuring accommodation for

|n

all”rather than “ensuring home

ownership for all”.

There is a mismatch in the
affordability ratio and growth
rate of housing price such that
buyers are hard to engage in
home purchases.

Increasing polarization of
income growth rate between
the high and low income
group makes the rich benefits
the most, whilst the poor

and the lower bound of the
middle-class suffer the most in
fact of surging housing price.




Person

Should home
ownership be
subsidized?

Who should be
helped?

What help should be offered?

Further Comments

Nicky Y H Cheng,
Quantity Surveyor,
Hsin Chong
Interiors (Hong
Kong) Limited.

No. Direct subsidy
from government

to promote home
ownership is not
preferred. Increased
allocation of

public expenditure
on subsidizing
homeownership
might encourage
speculative activities
which boost housing
price or create asset
bubble.

Assistance could be provided
through reducing affordable
housing price or adjust the
eligibility of income level such
that it matches with that of the
targeted group of buyers.

David KY Mui,
Manager in
Collective

Sales Division,
Investment;
Savills (Hong
Kong) Limited.

Yes. government
should subsidize
home ownership,
since it maintains
sense of belonging,
stability and secure.
For example,

some couples who
cannot afford a flat
of their own are
forced to postpone
their marriage.
Government’s role
should be “ensuring
accommodation for
all”.

People with income
level exceeding

the eligibility
threshold of existing
subsidizing schemes,
whilst cannot afford
private homes. The
needs of those aged
between 20 and 40
should be taken care
of since the present
housing policies give
no assistance to this

age group.

There are many singletons,
couples or households whose
income level exceeds the
eligibility threshold of existing
subsidizing schemes, however
they cannot afford private
housing due to surging housing
price. Therefore, government’s
subsidizing schemes should be
implemented in a hierarchy such
that people under various income
groups could be benefited.

Government should take the
role of developers to supply
sufficient affordable housing
and make sure the building
programme is highly responsive
to mass market demand.
Affordable homeowners should
be discouraged from making
their units as an investment asset,
e.g. Government offers to buy
back these units at the original
selling prices, or at a capped
price, should homeowners wish
to resell their units.

Promotion of building
affordable housing among
private developers is
unrealistic since they are
profit-driven.

Shrinking the size of affordable
housing is not an effective
way to lower mass housing
price because developers
could recoup revenue through
other means such as detailed
interior decoration or high
management fee.
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Should home

Who should be
Person ownership be helped? What help should be offered? Further Comments
subsidized?
Billy Chan, No. Direct subsidy  |All taxpayers should |Government can promote home |Promotion of building
Assistant Surveyor |from government be benefited from |ownership through tax rebate. affordable housing among
in Consultancy to promote home  |government’s Either buying or renting a house |private developers is

&Valuation,
Colliers
International

(Hong Kong)

ownership is not
preferred. Increased
allocation of

public expenditure

subsidizing scheme
due to fairness.
There should

be no priority

should be eligible for subsidy.

unrealistic since they are
profit-driven.

Limited. on subsidizing for provisions of
homeownership subsidy, i.e. age
might encourage group, income level,
speculative activities [family status and
which boost housing| home ownership
price or create asset |status should not be
bubble. Moreover, |considered.
government doesn't
have sufficient
resource to handle
all present social
problems and
should not subsidize
housing purchase.

Reeves Yan, No. Direct subsidy Subsidy could be providedina  [There are still plenty of

Manager in Hong
Kong Investment,
Colliers
International
Agency Limited.

from government
to promote home
ownership is

not preferred.
Housing market
should be free
from government
interference, not
even the promotion
of building

smaller units in
suburban areas.
Government'’s role
should be “ensuring
accommodation for
all”

way that assists first-time buyer
or young singletons in settling
down payments since this is the
key obstacle that hinders home
ownership. However, provision
of subsidy should be carefully
planned such that it would not
cause drastic increase in housing
price or create asset bubble.

existing second hand private
units which are affordable by
average young buyers. Direct
subsidy to them might seem
inappropriate because home
purchase should be their life-
long goal.




Should home

. Who should be
Person ownership be heloed? What help should be offered? Further Comments
elped?
subsidized? ;
Ma Ka Chun, No. Direct subsidy Existing stock catered for first- The planning and design of

Eric, Director

of Alliance
Professional
Surveyors Co. Ltd.

from government
to promote home
ownership is not
preferred. Some
participants of
government’s past
Sandwich Class
Housing Scheme are
still suffering from
negative equity since
the appreciation
potential of those
housing estates is
weak.

time buyers or young singletons
are mostly located at urban
areas. Their prices already exceed
buyers' affordability. Moreover,
considering that these buyers
are likely to suffer the most
from housing price fluctuation,
government should promote
supply of smaller units in
suburban areas such that they
match the affordability of first-
time buyers.

existing affordable housing
cannot satisfy people’s needs,
e.g. high transportation costs
and time costs.

Cheung Ka Ki,
Kathy, Senior
Quantity Surveyor
of Bridgewater &
Coulton Limited.

No. Direct subsidy
from government

to promote home
ownership is not
preferred since
developers could still
make profits from
the surging market.

Restrain the surging housing
price by tightening lending policy
or impose stricter requirements
on real estate presale market.
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6.5 Opinions by LEGCO Members from different Political Parties
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Should home ownership

Who should be helped?

What help should be offered?

be subsidized?
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6.6 Opinions by Real Estate Developers and Agents

Person Title should hom? ?wnership Who should be helped? What help should be offered?
be subsidized?
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6.7 Opinions by Academics

. Should home ownership What help should be
Person Title - Who should be helped?
be subsidized? offered?
. R KBS FEEZ ° ASBEHFENNMEE | BERIUFRREHEREE
= = =2 7 / Jom
REHE | -EEEEXEBR —I& ;o BHEEI0EZA
e | BROBHEREZEE
- éﬁj{%ﬁ% -HRMEmEEE | BENBRELENAE ;
B THRMET . s BEREE
warre | DEEIE A BR
BRI e
Eigr
-HEFF T R 1
Yes.
Department of | -The government has a o
. o . . Young people and those who |  Subsidized house rental
Prof Francis Wong Building responsibility to provide o
. cannot afford to buy a house | subsidized home purchase
and Real Estate safe shelters for its
citizens
EBETAS s .
. FEFS s L EEEEARNE
sEGEE P, -AANEG#EEM EHmE N
tEREZERE BREFEEMS
IR

35




Housing Need and Affordability in Hong Kong

36

6.8 Opinions by Professionals

Should home ownership

Person Title o Who should be helped? What help should be offered?
be subsidized?
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6.9 Opinions by Government Officials and by Members of various Government Advisory Bodies

Should home ownership

Person Title be subsidized? Who should be helped? What help should be offered?
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Should home ownership

Person Title be subsidized? Who should be helped? What help should be offered?
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6.10 Opinions by other NGOs and the General Public

Should home ownership

Person Title be subsidized? Who should be helped? What help should be offered?
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Should home ownership

Person Title . Who should be helped? What help should be offered?
be subsidized?
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Part Il: Housing Affordability and Affordable Housing Policies in various
Asian Countries

1. Current Housing Situations of Hong Kong

1.1 Hong Kong'’s current Affordable Housing Policies

Currently, Hong Kong’s affordable housing policy primarily centres around the provision of public
rental housing, PRH (and the Tenant Purchase Scheme has been cancelled), whilst that of subsidized
homeownership (Home Ownership Scheme, HOS) has been suspended since the announcement made by
then-Secretary for Transport and Housing Mr Michael Suen in November 2002.

In order to have an understanding of the reasons behind this situation, it is necessary to trace back to what
happened in the late 1990s. Hong Kong's economy had undergone a prolonged period of downturn as a
result of speculative activities towards the Hong Kong Dollar during the Asian Financial Crisis in 1997-1998,
the defunct policy of providing 85,000 housing units proposed by then-Chief Executive Mr Tung Chee
Hwa, the subsequent burst of housing price bubbles, the September 11th incident in 2001 followed by the
outbreak of the SARS epidemic in 2003. Even though the interest rate had been attenuating during that
period, the employment condition of Hong Kong had worsened. Housing prices had continued to fall and
the public had begun to question the merits of subsidized ownership housing. With private housing prices
getting lower, HOS had become yet another competitor in an already-diminishing housing market. This not
only hurts the interests of property developers, but also many private homeowners who had reached the

status of negative equity holders at the time.

In response to such political pressure, the HKSAR Government noticeably reduced the production of HOS
flats since 2001, and eventually suspended its production and sale altogether in 2003.

However, as property prices have shown remarkable growth in recent years, whether HOS should be
reinstated or not has become a hot topicamong Hong Kong residents. The HKSAR Government, in response,
has also carried out a consultation with regard to subsidizing homeownership on June 2010 to solicit the
views of the public. Nonetheless, according to the 2010-11 Policy Address, HOS is not to be brought back
for the time being. Instead, a new subsidized housing scheme called “My Home Purchase Plan” has been
introduced, which targets the potential sandwich-class home buyers. This Plan has the following merits:

« It provides the sandwich class with flexibility in their home purchase plan, including the choice of
opting to purchase the flat they rent, another flat under the Plan, or a flat in the private market;

« It provides them with rental flats for a maximum of five years so that they will have sufficient time
to think through their housing plan while building up their capability to buy a flat. This means they
will not have to rush into buying flats that are over-priced during short-term fluctuations in property
prices. Also, there will not be any rental adjustment during the five-year period. This will help them
save for part of the down payment for their future flat purchase;

« There will be no re-sale restrictions or premium payment requirement as is the case of conventional
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HOS flats. This will facilitate upward mobility in the property market;
» Flats under the Plan will, to an extent, fill the supply gap of “no-frills’ flats in the first-hand private
market; and
- The Plan will not reduce the supply of private residential land or land for PRH, as the land will not
come from either the Application List or the sites earmarked for PRH.
(For details concerning the housing policies as stated in the Policy Address, see Appendix 1 of Part Il).

1.2 Statistical Information of Hong Kong
The future population and household trends of Hong Kong, as projected by the Census and Statistics
Department, are presented in the figures below.

Fig. 1: Hong Kong Population Projections, 2010-2039
(Source: Census and Statistics Department)
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Fig. 2: Household Projections up to 2036 (Source:
Census and Statistics Department)
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According to the statistics, it can be said that Hong Kong's populace is expected to rise at a relatively steady
rate. The population is projected to reach 8 million by 2025, and close to 9 million by 2039. Nonetheless,
the household projections provide a more interesting implication, which is that smaller households will

become more common, insinuating a higher level of demand for smaller flats in the future.

Other housing-related statistics of Hong Kong are illustrated as follows:

Fig. 3: Percentage of Second-hand Residential Properties
lower than HK$2M (Sources: The Land Registry and Midland
Realty)
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Fig. 4 Stocks of Housing by Type, 1994-2008
(Source: Hong Kong Annual Digest of Statistics 1995-2009)
1600
1400 A
1200 o
1000
2]
'c
S 800
8 %W
=)
600
400
200 A
0 T T T T T T T T T T T T T T
> P ® A X O S DSOS Q@
N D P D DSOS
FFFE S S S S S S
|—0—PRH === Subsidized Sale Flats Private Housing |

Monthly Household
Income (HKS)

2,000 or less 3.2 3.9
2,000 - 3,999 4.8 53
4,000 - 5,999 4.5 5.5
6,000 - 7,999 5.7 6.6
8,000 - 9,999 59 6.6
10,000 - 14,999 15.5 15.2
15,000 - 19,999 12.8 12.5
20,000 - 24,999 10.9 10.1
25,000 - 29,999 7.8 7.3
30,000 - 39,999 10.7 2.9
40,000 - 59,999 9.6 8.7
60,000 or more 8.7 8.3
Median Monthly 18,705 17,250
Household Income (HKS)

Table 1: Monthly Household Income of Hong Kong residents (by percentage)
Source: Census and Statistics Department (2006 Population by-Census)
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2. Housing Affordability
According to Hulchanski (1995), the concept of housing affordability has been used to summarize the

difficulties encountered by households in accessing adequate housing. Within the context of Hong Kong,
the Hong Kong Housing Authority (HA) introduced the concept in 1987, aiming to offer guidelines for the
provision of subsidized housing to those who were in need (Hui, 2001).

Specifically, Hancock (1993) opines that affordability is concerned with securing some given standard
of housing (or different standards) at a price or a rent which does not impose an unreasonable burden
on household incomes from the perspective of the government. To put it differently, households should
be able to afford housing that is regarded as adequate by social norms at a price/rent which allows for
consumption of other goods and services without affecting their living standards.

With regard to indicators for the assessment of housing affordability, the following types are usually
deployed (Phang, 2009):

(i) Price-to-income ratio (PIR);

(i) Mortgage payment to household income ratio (30%, as usually seen in western literature);

(iii) Ratio of median family income to the income required to qualify for a conventional mortgage on the
median valued house sold.

Of the above three indicators, the PIR is the most commonly used. High PIRs indicate excess demand in
housing markets, which are also associated with low owner-occupancy rates, crowding and low living space
per person (Cruz, 2008). Besides, high PIRs tend to correlate with high land prices and high construction
costs as well. This is partly because of the stringent regulations on land use and housing construction (UN
Habitat, 2001).

The PIRs of various countries are shown below:

Ranking City PIR (2010) PIR (2009) Homeownership
(2010) Note 1 Note 1 Rate (%)
1 Hong Kong 23.98 Note 3 21.19 52
2 Shanghai (China) 20.68 18.08 80
3 Seoul (South Korea) 16.29 21.29 52
4 Bangkok (Thailand) 15.96 19.75 56
5 Singapore 14.35 14.35 89
6 Tokyo(Japan) 11.64 10.5 45
7 Taipei (Taiwan) 11.5 Note 4 10.87 82
8 Kuala Lumpur (Malaysia) 11.27 10.53 80

Table 2: Price-to-income ratio of various Asian cities
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Remarks to Table 2:

PIR (2009 and 2010) is the basic affordability measure for housing in a given area. It is generally the ratio of median house prices to
median familial disposable incomes, expressed as years of income.

Note 1: Sources from Numbeo Property Index for 2009 and 2010.

Note 2: Sources from Hong Kong Housing Authority, The Singapore Department of Statistics, Japan Statistics Bureau, Malaysia
National Property Information Centre, Kim and Wachter’s paper.

Note 3: Figure not available from Numbeo Property Index for 2010. It's an estimated figure adjusted based on data from Hong
Kong Census and Statistics Department. For comparison, despite with different definitions, HangSeng Bank’s PIR was 19.8 as at
2009 for 600sq.ft (B-Class) on HK Island.

Note 4: Figure not available from Numbeo Property Index for 2010. It is extracted from
http://www.property-report.com/site/taiwan-fears-property-bubble-10606 with slightly different definitions.

The above table shows that Hong Kong's PIR, at 23.98, is the highest among Asian Countries under study,
followed by that of Singapore and of Seoul. However, as reflected by the comparatively low homeownership
rate in Seoul and in Hong Kong, a city’s rate of homeownership does not appear to be correlated with its
housing affordability. In order to have a more in-depth look at housing affordability, an investigation of
these countries’ affordable housing policies is necessary. The following sections particularly reviews that of
six Asian nations, namely mainland China, Japan, Singapore, the Republic of Korea, Malaysia, and Thailand,
along with an evaluation of the success of their respective policy initiatives.



3. Experiences regarding affordable housing policies in Asian Countries

The following sub-sections provide more details concerning these government housing policies along
with an evaluation of the effectiveness of them.

3.1 China (Shanghai)

The major policies include:
+ Provident Fund for Housing (HPF),
« Provision of Economically Affordable Housing(EAH), and
« Provision of Low-rent Social Housing.

Objectives

For Economically Affordable Housing, the intention was to provide government or organisation-funded
housing with controlled housing prices for the qualified urban moderate and low-income households (Jia
and Chen, 2008). Meanwhile, low-cost rental housing serves as a‘safety-net’for households whose incomes
are too low to purchase ‘affordable’ housing (Wang, 2000).

Housing Policies

The Comfortable Housing 2000 Project (Anju) was China'’s first major affordable housing initiative. Receiving
subsidies from both central and local governments, the original plan was to construct 25 million square
metres of new affordable housing per year between 1995 and 2000 (Rosen and Ross, 2000). The central
government’s role was mainly to proffer mortgage loans to buyers at a rate lower than the market interest
rate On the face of numerous problems, this scheme was later replaced by EAH in 1998. EAH is a new
affordable housing initiative that aims to address some of the mistakes seen when the Anju programme
was initiated. Similar to Anju, this programme is aimed at middle- to low-income workers. Flats are to be
sold below market rates. Yet, unlike the eligibility for Anju, the eligibility for EAH is less stringent (Rosen and
Ross, 2000).

Regarding mortgage financing, the HPF is a mandatory saving scheme for permanent residents, as both
employers and employees, are required to contribute 7% of the latter’s income to their HPF accounts. The
savings will only be used for subsequent home purchases, maintenance of housing units etc (Wong et al,
1998).

Additionally, the emergence of urban poverty provides the rationale for the third housing policy, which is
the provision of ‘social’ rented housing. About half of the cities (148 out of 312) operated a system of social
housing in 2004 (Niu et al., 2005) and in 2006 the central government decreed that all cities had to follow.

Effectiveness
The result of the scheme was far from satisfactory. Many sources report that ‘affordable’ housing
construction has lagged far behind need. (Niu et al., 2005) suggest that affordable housing constituted for
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less than 5 percent of total housing investment in 2004. Another report illustrates that affordable housing
makes up 10 percent of the country’s total housing stock (World Business Review, 4 July 2005). According to
REICO (2005), only 0.4 billion square metres of affordable housing were actually completed between 1998
and 2003, much below than the government’s projected supply of 1 billion square metres. Worse, almost
half of Chinese cities that had previously signed up for Anju projects had dropped out of the programme
by 1999.

The key reason behind the poor performance of affordable housing construction is that it relied heavily
on local governments, which received little or no compensation in return for the land they provided. Since
the responsibility for housing has been delegated to local authorities (especially after 2003), there is no
effective mechanism for the state to ensure the development of and supply of these comfortable housing
units (Stephens, 2010).

In addition, the allocation of affordable housing has been very controversial. Considering the fact that
the eligible group is much larger than the supply, it is an inevitable development. The other controversy
is concerning the delineation of the eligible groups, since the system lacks clear definitions of income.
Besides, incomes are themselves difficult to establish due to the informal economy. This creates resentment
among Chinese people when some are able to consume luxury products while others in obvious need do
not receive assistance (Zhang, 2006). Affordable housing is also allocated to ‘key’ workers and ‘deserving’
groups, for instance retired teachers and ex-soldiers. Others assessments suggest that ‘affordable’ housing
is often too costly for eligible groups, for the developers’tendency to exceed the state’s guidelines in terms

of space standards (Ministry of Construction, 2006).

Nonetheless, according to Mostafa et al (2006), the low-rent housing system benefits the high-income
groups more than it does for the low-income groups. The rent-to-income ratio is so low that it may
discourage affordable high-income buyers toward home purchase. They suggest that rent subsidy should
better cater the need of weak groups of society, which have greater needs of homeownership and financial
assistance.

Recent policy development in Shanghai

In addressing the nationwide housing problems among middle-income households, the State Council
approved of the development of public rental housing which targets middle-income households on a
national basis in June 2010. Guidelines concerning the provision of such housing were drafted accordingly
(FEfE 2 BIZHBELHBERTFMREBALBEEFHIEZEN. see Appendix 2). It is stated in these
guidelines that provincial governments are allowed to make adjustments in terms of how these public
housing units are to be proffered and allocated. In response to those announcements, the Shanghai
Municipal Government officially announced the implementation of the development of public rental
housing on September 16, 2010 (EiB X RBAHERFEFHISEEZ I, see Appendix 3). Sepcifically, this
scheme intends to address the housing problems faced by residents who cannot afford commodity housing



in the private housing yet are not eligible for the existing low-cost social housing (Per Capita Income ceiling:

RMB 960 per month) and economically affordable housing (Per Capita Disposable Income ceiling: RMB
2,300 per month; Per Capita Disposable Income of Shanghai (2009): RMB 2,403). According to the official
press release (see Appendix 3), the scheme has been positively received by residents of Shanghai. Unlike
the other two types of government housing, no income ceiling is set for this new public rental housing
scheme; and the Shanghai Municipal Government has announced that workers who came from rural areas
are also eligible for this housing scheme. The leasing term for this type of housing is as long as 6 years. The

effectiveness of this scheme remains to be seen.
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3.2 Japan
The major housing policies of Japan include:
« Construction of ownership housing
« Concessionary Mortgage Loans from Government Housing Loan Corporation (GHLC) replaced by
mortgage securitization since 2007
« Low-rent public housing proffered by local governments

Objectives of Japan’s housing policy

The goals of Japan’s current housing policy are fourfold: 1) better quality of housing stock, 2) better quality
of built environment, 3) proper transaction and supply of housing in the market, and 4) housing supply for
those who need special care (Matsumoto and Onishi, 2008).

Housing Policies

The post-war housing system of Japan was established under a ‘family-centred’ homeownership system,
in which homeownership was portrayed as the social norm. With this goal in mind, the mass construction
of owner-occupied dwellings with the provision of the GHLC's concessionary mortgage loans have been
the central pillar of housing measures. The interest rates on the subsidized loans are 2 to 3 percent lower
than the market mortgage rate (Kanemoto, 1997). Besides, the government even imposed age restriction
for single-person households that wish to apply for state-subsidized loans (Honma, 2006). The amounts
of subsidies involved in the GHLC loans are quite sizable, as the rates of GHLC-financed housing against
all owner-occupied housing construction were as high as 47.6% in the 1980s and 49.3% in the 1990s
(Forrest and Hirayama, 2009). This strategy has been deeply embedded in the framework of developmental
policies, in the sense that housing construction was used as a means to facilitate Japan’s own economic
development (Hirayama, 2007; Oizumi, 2007). The GHLC loans are available also, to a much lesser extent,

for rental housing construction. In short, GHLC loans favor owner-occupied housing over rental housing.

Besides active promotion of homeownership, the Publicly-operated Housing Act was established in 1951.
Under this Act, low-rent public housing was provided by local governments (but not by the national
government). Also, in order to address the problem of housing shortage due to the gathering of population
in large cities, the Japan Housing Corporation (JHC), the forerunner of Urban Renaissance Agency, was set
up in 1955 to supply housing and building lots which targeted the working class in these metropolitan
areas (Matsumoto and Onishi, 2008).

Effectiveness

However, the country has recently experienced a shift of type of homeownership from buying to renting,
and that the number of one-person households demanding small housing stock for accommodation has
been increasing. The reasons, according to Izuhara (2010), are that Japan’s employment status is closely tied
to household affordability and thus influences the design of new housing policies or allocation of public
expenditure on housing. During 1994-2004 after the economic bubble burst, the recruitment environment



in Japan was unfavorable which caused household affordability to drop. The younger generations enjoy

less job security and occupational welfare than the previous generations, which are more inclined to land-
oriented form of homeownership. Instead, the younger generation prefers renting housing units and
moving houses to suit the needs of their life-course, they have low incentive towards home purchase for
self-occupation or investment purposes. In face of such changes, the post-war policies were subsequently
abandoned by 2007, including the eventual dissolution of the GHLC and the establishment of the Japan
Housing Finance Agency (JHFA). Unlike GHLC, JHFA no longer provide loans to people buying houses
directly. Instead, it supports private financing organizations in the provision of long-term mortgage loans
at low interest rate, by means of mortgage securitization. JHFA are also expected to act as a safety net for
residents who have difficulties with repayment of their loans.

From a social perspective, the Japanese housing system, which concentrated public funds on middle-class
families and encouraged them to purchase their own homes, has generated a large disparity between
those on low incomes and those with higherincomes; between single and family households; and between

renters and homeowners (Zenou, 2010).
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3.3 Singapore
The major housing policies of Singapore include:
« Direct Provision of Public Housing Flats,
« Use of Central Provident Fund (CPF) for down-payment, and
» Concessionary Mortgage Loans for eligible borrowers by the Housing and Development Board
(HDB).

According to the HDB, the main goals and objectives of its policy are as follows:

i) Providing Affordable, Quality Homes: HDB plans and develops public housing towns that provide
Singaporeans with quality homes and living environments. In this effort, HDB engages in active research
and development work to ensure that cost-effectiveness and quality standards are maintained and
continually improved upon.

ii) Ensuring Vibrant Towns: Even as HDB towns are provided with various commercial, recreational and
social facilities and amenities for the convenience of residents, one of HDB’s key priorities is to ensure
that they meet changing needs and circumstances. Through renewal and upgrading programmes, HDB
brings new features, facilities and improvements to its older estates and towns to ensure their vibrancy and
continued relevance. The latest rejuvenation programme is the‘/Remaking Our Heartland'Plan, a 20-30 year
plan to transform HDB estates and towns into a world-class living environment.

iii) Focusing on the Community: Another key priority of HDB is the building of cohesive communities within
its towns. Living environments are provided with community spaces for residents to mingle and interact.
Public housing policies and schemes are formulated not only to meet changing needs and aspirations,
but they also support national objectives such as maintaining racial harmony and stronger family ties, and
focus on the needs of elderly and those who may be in financial difficulty. In addition, with its network of
branch offices, HDB ensures that it is well integrated in the daily lives of the community it serves.

Housing Policy

Singapore has an early history on subsidizing housing policy. The country’s subsidized homeownership
scheme was firstintroduced in 1964, in which HDB took the responsibility of affordable homes construction,
in the form of high-rise and high-density new town development (Park, 1998). Besides, the HDB also has
directly proffered concessionary mortgage loans to eligible Singapore residents to obtain homeownership
through the purchase of these HDB flats. With regard to its eligibility, the income ceiling for a 4-room HDB
flat is S$8,000 (Average Household Income of Singapore: S$6,826).

Apart from supply of housing stocks, the government also undertakes to monitor and increase affordability
of flat buyers. Ever since 1968, Singaporean residents are required to channel their savings to the Central
Provident Fund (CPF) to finance HDB flats down payments and mortgage repayments at low interest rates.
Additional housing grants are also provided to special groups of eligible households. From 1971 onwards,



HDB flat owners with 3-year residency are even allowed to resell their units to eligible public housing
buyers at market prices (Park, 1998; Phang, 2009).

Effectiveness

The public housing system in Singapore has played a critical role in raising savings, homeownership rates,
as well as her sustained economic growth (Zenou, 2010). According to Ramesh (2003), Singapore’s housing
policies have been “phenomenally successful’, as her economic development since the inception of these
policies has improved from third world to first world status. Also, around 90% of Singapore’s population has

obtained homeownership.
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3.4 The Republic of Korea
The major housing policies of South Korea include:
« Direct Provision of 1 million Public Rental Housing Flats between 2003 and 2012,
- State-developed Housing for Sale
« Pilot projects on affordable homes, such as ‘Half-price Apartment Scheme’and‘Repurchase Scheme’
» Long-term Fixed Rate Mortgage Loans

Objective of South Korea’s housing policy

According to Ha (2008), the major goal of Korean housing policy has been to increase homeownership
and housing construction policy has focused on middle-income households rather than on the neediest
people. Specifically, Korea’s current policy goal is to increase owner-occupancy to 65 percent and public
rental housing to 12 percent by 2018 (MLTM, 2008). In other words, the Korean government has been
essentially pro-homeownership.

Housing Policy

As stated above, South Korea’s housing policy has long centred on the construction of State-developed
Housing for sale. Between 1962 and 2000, the Korea National Housing Corporation (KNHC) had produced
761,240 units for such purpose, which constitutes 62% of the total amount of housing units constructed by
the corporation (Ha, 2008). The target customers of these State-developed housing are non-homeowning
households, and buyers are selected through a lottery system (Ha, 2008).

Additionally, through the merging of KoMoCo and the Credit Guarantee Fund to form the Korean Housing
Finance Corporation (KHFC), housing finance was noticeably revised in 2004 in order to facilitate the greater
flow of funds to individuals and to help more low-to-middle-income households to obtain homeownership.
Also, the government also implemented some pilot projects in 2007 to promote affordable homes, namely
the’Half-price Apartment Scheme’and’Repurchase Scheme’ The former, to a certain extent, resembles Hong
Kong's leasehold system, as subsidized residential units are being sold to low-income people whilst the
state retains ownership of land; the latter, similar to Singapore’s housing strategies, allows owner-occupiers
of half-price apartments to resell their units at open-market price after 20-year residency. Alternatively,
owners may sell their units back to the state provider before the required period of residency expires.

Ronald and Jin (2010) summarize the characteristics of Korean Housing Policy as: i) the overwhelming
orientation towards supply solutions has been complemented by a rhetorical logic in which new housing
has been synonymous with material and social improvements in housing conditions; ii) policies focusing
on housing suppliers rather than demand-side measures such as subsidies; and iii) rental tenures as
sustainable alternatives to homeownership have been underdeveloped by the state.

Nonetheless, the Korean Government has recently changed its stance towards the provision of affordable
housing, aiming at easing the financial burden for lower-income people. The Construction Plan for One



Million Rental Housing Units from 2003-2012 was established in 2002. According to Zenou (2010), the aim

was to ensure sufficient supply of good quality affordable rented housing for low-income families. With the

implementation of this policy, public rental housing proffered an alternative for low-income households
to choose.

Effectiveness

These housing policy measures, however, have led to polar opposite results with respect to their
effectiveness. On the one hand, Korea managed to achieve a housing supply ratio of 100 percent in 2002,
which means that the amount of housing stock in the country matched the number of households. In
other words, the policy was successful in the sense that its goal had been met. On the other hand, the two
affordable housing pilot schemes failed, as only a subscription rate of 22% for these flats was recorded.
Ronald and Jin (2010) explain that the private sector shows little interest in affordable housing building
programs due to low profit incentives. On the other hand, although the repurchasing scheme might seem
helpful to first-time buyers, the high land costs payable to the state prior to resale still render these flats less
affordable (and thus less attractive) to them. From another perspective, Ronald and Jin (2010) also opine
that the sluggish advance of owner-occupation in Korea is not the result of high housing prices, but rather
due to the government’s inability to target low- to middle-income households.

55




Housing Need and Affordability in Hong Kong

56

3.5 Malaysia

The major housing policies of Malaysia include:
- Direct Provision of affordable housing, according to target set in the 5-year National Plans,
» Government Housing Loan Scheme

Objectives

Malaysia's current subsidizing housing strategies continue to follow her major development plans, which
are the Vision Development Plan (2001-2010) and the 7th Malaysian Plan (1996-2000). The former aims
to provide affordable quality housing to the Malaysian people, whilst the latter introduces low medium-
cost housing as another form of housing provisions. In the recent Ninth Malaysia Plan (2006-2010) (see
Appendix 4 for details), the primary objective is to ensure that Malaysian, regardless of their income levels,
can find adequate, quality and affordable homes accessible, with the emphasis on low-income groups with
monthly salary between RM1,501 and RM2,500 (Shuid, 2004) (Malaysia’s Average Household Income was
RM 3,249 in 2004). In order to make sure that low-cost houses for the low-income group are sufficiently
supplied, any mixed-development projects undertaken by private developers are guided by the 30 per
cent low-cost housing policy requirement.

Housing Policy

The government has targeted that 709,400 flats are required to meet the needs of the Malaysian people
during the Plan period, among which 38.2% are low- and low-medium cost houses and houses for the
poor provided by the Syarikat Perumahan Negara Malaysia Berhad (SPNB) and other state economic
development corporations (SEDC). In terms of location, 19.2 % of these flats will be in Selangor followed by
Johor at 12.9%, Sarawak 9.4% and Perak 8.2%. Of the total requirement, 92.8% will be for new houses and
the remaining for replacement. Besides, the private sector participation has been encouraged to provide
low- and low-medium-cost houses .According to the Plan, the private sector is expected to supply 72.1
percent of the total requirement. Meanwhile the public sector mostly focuses on the construction of low-
cost housing (Program Perumahan Rakyat; PPR) along with accommodations for public sector employees,
the disadvantaged and the poor (Idrus and Ho, 2008).

Effectiveness

Yet, previous experience on the provision of low- and medium-cost homes did not prove to be successful.
The major problem is the lack of supply of these flats. Between 1996 and 2000, only 50.4 percent of the target
set for the Seventh Malaysia Plan was completed. Of those completed, the public sector built 56.1 percent
of its target and the private sector did even worse (Agus, 2002). Similar to the situations in earlier plan
periods, the performance has been unsatisfactory in terms of the construction of low-cost housing. For the
construction of low-cost housing, only 45 percent of the targeted amount was completed. The performance
of the low/medium-cost housing programme was even worse, as it was able to achieve only 12.7 percent
of the targeted amount. By contrast, medium- and high-cost housing flats were over-constructed, as 104.8
percent of the targeted amount for the former and 141 percent of that for the latter were built.



The performance of the Eighth Malaysian Plan period was better than that of the previous Plan. For low-cost

housing, 86.4 per cent of the Plan target had been achieved during the 5-year period, 83,910 low-medium-
cost housing units (i.e. 63.9% of the targeted level of construction) had been completed. Yet, similar to
the pattern shown in the Seventh Malaysian Plan, the total number of medium- and high-cost houses
constructed by the private sector during the Plan period far exceeded its target reflecting a continuous
demand for houses in this category (64.4% and 112.6% of the Plan target, respectively), indicating that
private developers are not attracted to the construction of affordable housing. Some possible reasons are
low profit margins and lack of supply-side incentives such as tax benefits, discounted land premium and
faster approval.

Recent development in housing policy

According to the National Economic Action Council Houses and Public Housing Kuala Lumpur City Hall
programme, dwellers of those public housing units (Program Perumahan Rakyat) have recently been
allowed to buy the flat they're currently occupying as renters. However, the effectiveness of this scheme

remains to be seen.
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3.6 Thailand

The major housing policies of Thailand include:
« Direct Provision of low-cost housing for slum dwellers
» The Baan Mankong Housing Finance Programme
« The Baan Eur-Arthorn Project

Objective

The objective of Thailand’s housing policy is simple: to assure shelter for all residents in Thailand.
Nonetheless, due to the past political context of Thailand, limited resources had been put into housing
policy and planning. In short, Thailand did not have a comprehensive housing policy in a national
context. It was not until the early 1970s that the government became more active in low-cost housing
provision, when the World Bank initiated to provide loans to finance building projects in the developing
countries. The National Housing Authority (NHA) was established to consolidate all housing activities such
as re-housing of slum dwellers and squatters, community development, rental subsidy provision, public
housing construction, etc (Giles, 2003). Besides the NHA, the government Housing Bank (GH Bank), and
the Community Development Organization Institute (CODI) have also played critical roles in carrying out
government middle- and low-income housing programmes.

From the mid-1980s onwards, Thai housing strategies began to fall in line with the international trend such
that the government let market be the provider of low-cost homes. Such market-oriented housing policy
is called ‘Enabling shelter strategy’: the government would act as a coordinator and encourage the private
sector to participate in national development. Instead of affordable homes construction, the NHA only
carries out small-scale slum upgrading activities ever since the 1990s.

Housing Policy

In recent years, Thailand’s housing policies have generally focused on affordable housing and slum
upgrading. Similar to these of many other countries, Thailand’s housing policies have gradually shifted
from direct provision of public housing through the NHA to more market-oriented approaches. From the
perspective of financing, the Baan Mankong (i.e. Pro-poor Housing Finance) Program aims to finance the
redevelopment of slum-area communities. The program is funded by the Thai government, and is carried
out by CODI, for the development of community-based savings programs and organization through co-
operatives. In addition, affordable housing units have been proffered to households with income not more
than 22,000 baht a month (Average Household Income in 2007: 18,660 baht), through the Baan Eur-Arthorn
Project, in which government subsidies (i.e. eighty thousand baht per unit) are granted to private property
developers for the construction of these flats. According to the NHA, there are seventy-two completed
projects encompassing 65,293 housing units in total, by December 2006. Besides the affordable prices for
flats under this scheme, the GH Bank and the government Savings Bank provide concessionary financing
for eligible buyers.



Effectiveness

However, the NHA's policy through direct provision of low-cost housing in meeting the housing needs of
the urban poor was ineffective (Yap, 2002). The NHA produced around 20,000 low-income rental apartment
units for low-income households and evicted slum dwellers. With an average low-income household size
of 4-5 persons, these apartments would only be able to accommodate roughly 10 percent of the slum
dwellers. The result was that the amount of slum dwellers and squatters in Bangkok alone hovers at over
a million, despite the existing stocks of low-cost housing. According to Giles (2003), these people, who
rely on informal sectors in the city centre for a living, prefer their existing place of residence to these low-
cost homes, which locate in the suburban areas. And for those who originally moved into these low-cost
apartments, many sold their occupancy right to middle-income households and returned to the slums.The
NHA initially did not allow such transfers, but eventually compromised through the issuance of a charge for
every transfer, as well as a higher level of rent with every transfer (Yap et al., 1993).

Meanwhile, the Baan Eur-Arthorn Project does not seem to be very effective as well. From the supply-
side perspective, in 2005, 600,000 affordable housing units were projected to be built under this scheme
by 2007. However, this target was proved to be unrealistically high, as reflected by the NHA's decision to
eventually scale down its projection to 200,000 units. Meanwhile, from a demand-side perspective, there
were 1,075,608 applicants on the list to become Baan Eua-Arthorn Project residents, between February
2003 and November 2006,.

Recent policy adjustments

There have been some housing policy changes starting 2008. On May 28, 2008, Thailand’s Cabinet approved
of the founding of the National Housing Policy Committee (NHPC). Its major responsibility is to oversee the
formulation of comprehensive long-term national housing policy. The roles of the public sector and of the
private sector have been delineated more clearly. The NHA and CODI focus on housing provision for lower
income groups, whilst private housing developers play a leading role in housing development for low/
middle/high income Thai people. Nonetheless, the effectiveness of these policy changes remains to be

seen.
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3.7 Taiwan

Generally speaking, the government have not directly involved in the provision of housing. Nearly all
domestic residential housing units were built and sold by private builders and a minimal amount of social
rental housing units were supplied to the poorer people. Yet, the quality of the buildings built by the
government was poor. The outright sale of low cost housing may benefit the buyers of government housing
units. But they put the government in the difficult position of having to endlessly obtain land and build
units with ever diminishing resources. Such a policy is ultimately untenable. Such a form of government
housing is a thing of the past.

Over the past twenty years, housing prices have risen. To help people purchase housing, to salvage the
economic boom, and to boost the property market, the government launched first time home buyers
loans, discount mortgages, and Youth Home Loan policies. In short, Taipei's government involvement in
housing has been similar to that of the Japanese government (China Times, Sept 7, 2010).

Recent policy adjustments

In response to the continuously-rising housing prices, the Taipei City Government has announced the
provision of public rental housing in some of the city’s most desirable districts in October, 2010. The
effectiveness of this policy initiative remains to be seen.



3.8 Summary of Findings
Descriptions of housing policies of various Asian countries, as well as those of Hong Kong, are presented
in the table below:

Provision Financing Effectiveness
Hong Kong |Homeownership: -Home Assistance -Effects of My Home
-Direct provision of HOS/PSPS flats Scheme before 2004 | Purchase Scheme yet to be
before 2003 seen
-Tenant Purchase Scheme before
2005/06

-My Home Purchase Scheme (1,000
units per year)

Rental:
-Public Rental Housing (PRH; 15,000
units per year)

Singapore | -Direct provision of subsidized -Central Providence -Around 90% of
housing (both ownership and rental) |Fund Singaporeans have
by Housing and Development Board |-Concessionary obtained homeownership
(HDB) mortgage loans

offered by HDB

South Korea | Homeownership: Long-term fixed rate  |-Housing supply ratio of
-State-developed Housing for Sale loans 100% in 2002.
-Pilot projects in 2007 to promote -Poor subscription rate for
affordable homes, namely the pilot schemes

‘Half-price Apartment Scheme’and
‘Repurchase Scheme’

Rental:

-Construction of 1 million rental
housing units between 2003 and
2012 by the Korean Government

Japan Homeownership: -Securitization of -Decreasing incentives for
-Mass construction of ownership mortgage loans homeownership after the
housing during the last decade rather than direct 1990s among younger
(1990-2000) provision of such after |generations

the abolition of the -Social issues among
Rental: Government Housing |Japanese people due to
-Low-cost public housing by local Loan Corporation the emphasis on middle-
governments income households in the

government’s formulation

of its housing policy
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Provision Financing Effectiveness

China Homeownership: -Housing Provident -Insufficient supply of
-Direct provision of Economically Fund affordable housing due to
Affordable Housing by the the lack of profit incentives
government for private developers.
-Sales of public housing to existing
tenants at discounted prices
-Private participation in provision of
affordable housing
Rental:

-Provision of low-cost social housing
(and public rental housing)

Malaysia Homeownership: -Housing Loan -Provision of low-cost
-Direct Provision of affordable Scheme units underachieved while
housing units based upon the target that of higher-cost flats
set by 5-year plans overachieved.
-“Rent-to-own” option for Program
Perumahan Rakyat residents

Thailand Homeownership: -The Baan Mankong |-Undersupply of Baan Eur-
-Subsidized homeownership through |Housing Finance Arthorn Housing Units
the Baan Eur-Arthorn Project Programme
Rental:

-Direct Provision of Low-cost housing
for slum dwellers

Taiwan -There has been no social housing -Concessionary -Effects of new social
policy in Taiwan in the past. Mortgage Loans housing policy remain to

provided by the be seen.
-Only until Oct, 2010, that the Taipei |government
City Government has announced the
construction of public rental housing.

Table 3: Brief descriptions of various Asian countries’ housing policy initiatives

Having reported the recent housing policies of these Asian countries, it should be noted that these nations,
due to disparities in terms of their internal situations, have deployed various means to address the issue of
affordable housing. But generally speaking, these governments have attempted to tackle this issue either
1) by direct provision of low-cost affordable housing (ownership and/or rental) or 2) by indirect means such
as mortgage loans at below market rate (or mortgage securitization) for the promotion of homeownership.
With regard to the eligibility for affordable homeownership housing, usually the income ceilings are being
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set on par with (or slightly above) a nation’s average household income level.

Nonetheless, based upon the experience of these Asian countries, there are a number of things which
we can learn from. Firstly, it is worth noting that direct provision of affordable housing, particularly those
for low- and medium-income people, has not been effective. It is shown in previous sections that the
construction of low-cost affordable housing rarely meets the target amount as originally planned. No
matter these flats are constructed directly by the national government (i.e. Thailand, Malaysia), by local
governments (i.e. Anju in Mainland China), or by the private sector, severe undersupply of flats for low- to
medium-income households has been prevalent. By contrast, flats for medium- to high-income households
have been oversupplied. Meanwhile, Japan’s previous practice of promoting homeownership through low-
cost mortgage loans does not appear to achieve its original goal of developing her economy since the
1990s. The only exception of the rule is Singapore. Through a combination of direct provision of HDB flats,
concessionary mortgage loans and CPF, Singapore has achieved 90% homeownership rate, without facing
the same issues with regard to housing assistance of the urban poor in nations like China and Thailand.
However, this has also incurred a vast amount of expenses on the government’s part on a regular basis.

Within the context of Hong Kong, without the supply of HOS flats, the only means of government housing
assistance is public rental housing and the recently-announced My Home Purchase Scheme. Nonetheless,
at 1,000 units per year, My Home Purchase Scheme in itself is not able to address the demand for
homeownership among Hong Kong residents. As the HKSAR Government currently has no plans to reinstate
HOS, the housing problem of the so-called “sandwich-class” population group has become more prominent
in the society. Similar issues take place in Shanghai as well. In a sense, Shanghai’s recent implementation
of temporary public rental housing for middle-income people could provide some insights in addressing
the housing needs of Hong Kong residents. Besides, the effective implementation of “rent-to-own” option
for HDB flats in Singapore and the recent introduction of “rent-to-own” option for PPR residents in Malaysia
provide some implications in terms of the development of housing policy within an Asian context. In Hong
Kong, a similar scheme had been implemented (i.e. Tenant Purchase Scheme) but is currently suspended
based upon the policy change in 2002 which the government decided to cease the sale and production
of HOS. However, as property prices are reaching unaffordable levels, this particular scheme could address
the overwhelming demand for homeownership much more effectively than it had.

Another implication from the Asian experience is that, the income ceiling which determines the eligibility
for affordable housing in these nations usually is either similar to or slightly above their average household
income. However, since the income ceiling for the eligibility for PRH is only a little lower than Hong Kong’s
median household income, the criteria used by these Asian countries for affordable ownership housing
might not applicable to the situation of Hong Kong. In other words, in order to decide who should be
assisted, adjustments are needed in terms of the income range of eligible households. This will be further
discussed in the next section. In addition, the latent housing demand within the next 5, 10, and 20 years in
Hong Kong will also be forecasted in the next section.
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4. Appendix
4.1 Housing Policy in the 2010-11 Policy Address
Housing Policy

Housing is currently the greatest concern of our people. The government’s housing policy is premised on
three principles. First, the focus of the government’s subsidised housing policy is to help the low-income
group who cannot afford private rental accommodation by providing public rental housing (PRH). Second,
apart from PRH, the major role of the government is to supply land. The government should refrain from
participating in subsidised housing schemes as far as possible, and minimise intervention in the property
market. Third, the government will ensure sufficient land supply and provide quality infrastructure to
maintain a fair and stable environment for the healthy and sustainable development of the property
market.

Over the past few years, private housing supply has been relatively low. In September, private residential
property prices rose by 20% year-on-year. The mortgage-to-income ratio in the second quarter was 41%,
which, even though lower than the average ratio of 53% over the past 20 years, is on a rising trend.

We should address the fundamentals by increasing land supply in response to market demand. We will
create a land reserve, use the Application List system as the main axle, and supplement it by a government-
initiated land sale arrangement, to ensure that there will not be any shortage in housing land supply.
Under normal circumstances, the market itself will adjust its demand for land. But if there is an upsurge
in residential flat prices and developers do not actively apply for land under the Application List system,
the government will on its own initiative put up for auction land suitable for building various types of
residential flats, including land designated for small and medium units, to stabilise flat prices.

Land Supply

Under the “Hong Kong 2030 Planning Vision and Strategy”, we will have sufficient land to meet our
housing needs if we optimise the use of existing development areas and new towns, and develop the Kai
Tak Development Area and other new development areas in the northern New Territories. Nevertheless,
housing land has been in short supply over the past few years because of a number of challenges in land
development, including the re-planning of southern Tseung Kwan O to lower its overall density, adopting
“zero reclamation” for the new design of the Kai Tak Development, reviewing high-density development
projects, and tackling various problems arising from statutory procedures.

These challenges must be overcome if we are to implement the concept of “progressive development”
that | advocate. After several years of strenuous efforts, a consensus has been reached in the community
—— Hong Kong must not stay put. Having carefully considered the opinions of different parties and striking
a balance as far as practicable, we must put development plans into action. The government should also
think out of the box to review existing land uses and explore new land resources. We have completed a
study on industrial sites across the territory, and proposed to rezone about 30 hectares of land for residential
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use. We have also lowered the threshold for compulsory sale of land for redevelopment to facilitate the
redevelopment of more old buildings. Later, we will consult the public on the proposal for reclamation
on an appropriate scale outside Victoria Harbour to generate more land in the long run. In addition, we
are devoting resources and expediting internal procedures to make more residential sites available to the
market. Next year, for example, we plan to put out to the market the former North Point Estate site and the
Ho Man Tin site returned by the Housing Authority, as well as other sites in various districts including Tung
Chung and Tseung Kwan O. Also, we will speed up infrastructure construction at the Kai Tak Development
Area so that some residential sites in the area can be made available to the market earlier, in 2015.

Last year, | pledged to monitor changes in the private residential property market, fine-tune land supply
arrangements and discuss with the Urban Renewal Authority (URA) and MTR Corporation Limited (MTRCL)
ways to quicken the pace of bringing residential sites to the market.

Subsequently, the Financial Secretary announced that the government would put up specific sites on the
Application List for sale by auction or tender to increase land supply. As at end-September, a total of
eight sites were sold, of which three were put up for auction by the government and five were triggered
by developers from the Application List. Altogether, these sites can provide some 4 700 flats. Taking into
account further sites made available through lease modifications and land exchanges with premium paid,
as well as projects to be tendered by the MTRCL and URA, and other private redevelopment projects not
subject to premium payment, we estimate that a total of 61 000 first-hand private residential units will
come on the market in the next three to four years.

In the past 10 years, the average annual take up rate of first-hand private residential flats was 18 500 units.
To ensure a healthy and stable property market, in the next 10 years, on average land needs to be made
available annually for some 20 000 private residential flats. | need to stress that this is not a fixed target
for residential flat production. Our aim is to build up a sufficiently large land reserve over a period of time
to ensure stable land supply for the residential property market. In particular, we need to make available
sufficient land for building small and medium residential flats to keep their prices stable.

To achieve this objective, the Financial Secretary will chair a“Steering Committee on Housing Land Supply”
to co-ordinate the efforts of the departments concerned. This will ensure that issues relating to housing
land will be dealt with as a matter of priority to guarantee a stable and adequate supply of such land.
Members of the committee will include heads of bureaux and departments.

Public Housing

On PRH, the committee will ensure an adequate supply of land to produce about 15 000 flats each year, thus
maintaining an average waiting time of three years. To ensure rational allocation of limited resources, the
Housing Department will step up checks on PRH tenants’household income and assets. In addition to checking
some 5 000 randomly selected cases a year, an additional 5 000 random checks will be conducted this year.



Some people want the government to use proposed PRH sites to build Home Ownership Scheme (HOS)

flats. Any proposals that may undermine our pledge to maintain the waiting time of three years for PRH
are unacceptable.

Subsidising Home Ownership

The government recognises the importance of a stable home, and is fully aware of our people’s wishes to
improve their quality of life and move up the social ladder through home ownership. Many find it unnerving
that property prices have kept rising and years of hard-earned savings cannot even cover a down payment.
They hope that the government will help them realise their aspirations for home ownership. The Transport
and Housing Bureau (THB) started consulting the public on subsidising home ownership last May. The
exercise was completed in mid-September.

There are diverse views on the resumption of HOS. We share the public concern over soaring property
prices and the difficulties in purchasing their first flat. The conventional HOS has already helped over 300
000 families buy their homes. We believe that we should introduce more targeted measures in light of the
latest situation to help the sandwich class purchase their own flats.

As to whether the government should offer loans to these prospective home buyers, many consider that
home ownership loan schemes may lure some families into acquiring properties they cannot afford. Some
are also concerned that such a scheme will spur short-term demand for properties, which will further push
up property prices.

My Home Purchase Plan

Any form of subsidised home ownership will only serve as a buffer. In the face of short-term market
fluctuations, it is appropriate for the government to offer relief measures to potential sandwich class home
buyers to give them time to save up. In this regard, the government, in collaboration with the Hong Kong
Housing Society (HKHS), will introduce an enhanced scheme of subsidised housing known as the My Home
Purchase Plan.

Under this Plan, the government will provide land for the HKHS to build “no-frills” small and medium flats
for lease to eligible applicants at prevailing market rent. The tenancy period will be up to five years, within
which the rent will not be adjusted. Within a specified time frame, tenants of the Plan may purchase the flat
they rent or another flat under the Plan at prevailing market price, or a flat in the private market. They will
receive a subsidy equivalent to half of the net rental they have paid during the tenancy period, and use it
for part of the down payment.

The Plan has the following merit:
(1) It provides the sandwich class with flexibility in their home purchase plan, including the choice of
opting to purchase the flat they rent, another flat under the Plan, or a flat in the private market;
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(2) It provides them with rental flats for a maximum of five years so that they will have sufficient time
to think through their housing plan while building up their capability to buy a flat. This means they
will not have to rush into buying flats that are over-priced during short-term fluctuations in property
prices. Also, there will not be any rental adjustment during the five-year period. This will help them
save for part of the down payment for their future flat purchase;

(3) There will be no re-sale restrictions or premium payment requirement as is the case of conventional
HOS flats. This will facilitate upward mobility in the property market;

(4) Flats under the Plan will, to an extent, fill the supply gap of “no-frills’ flats in the first-hand private
market; and

(5) The Plan will not reduce the supply of private residential land or land for PRH, as the land will not
come from either the Application List or the sites earmarked for PRH.

The subsidy equivalent to half of the net rental paid may not be sufficient to cover the down payment in
full. Tenants must conscientiously build up savings to meet the down payment and related expenses. The
Plan reflects Hong Kong people’s spirit of self-reliance by enabling them to make their home purchase wish
come true in a practical and step-by-step manner. The Secretary for Transport and Housing will announce
details of the Plan later.

The government has already earmarked sites in Tsing Yi, Diamond Hill, Sha Tin, Tai Po, Tuen Mun and
other areas for a total of some 5 000 flats to be built under the Plan. The first project will provide about
1 000 flats in Tsing Yi by 2014.

Revitalising the HOS Secondary Market

The Housing Authority is taking measures to revitalise the HOS secondary market. These include the
Premium Loan Guarantee Scheme launched by the Hong Kong Mortgage Corporation Limited, which
allows HOS owners to pay the premium by instalments.

Supply of Small and Medium Flats

To address the shortage of first-hand small and medium flats, we have already reserved a site at the former
Yuen Long Estate and will, as a pilot, specify in its sale conditions the minimum number of units and unit
size restrictions. We are preparing to sell the site by tender later this year. In light of experience gained,
we will explore applying this arrangement to other sites. We will discuss with the URA and MTRCL the
provision of more small and medium flats in their urban renewal projects and residential developments
along the West Rail respectively.

Monitoring the Sale of Flats

To enhance the transparency of the sale of first-hand private residential properties, the government has
implemented various measures over the past two years, covering such areas as price lists, sales brochures,
sales arrangements, transactions and show flats. We have declared that we will legislate to regulate the



sale of first-hand private residential units, if the existing regulation through the Lands Department’s

Consent Scheme and the guidelines of the Real Estate Developers Association of Hong Kong (REDA) proves
ineffective.

As we cannot reach a consensus with the REDA on the regulation of the sale of first-hand completed flats,
the THB will set up a steering committee to discuss specific issues on regulating the sale of first-hand flats
by legislation and put forward practicable recommendations within one year, including the use of saleable
floor area as the only basis for listing the price per square foot to avoid misleading buyers and eradicate the
problem of “shrunken flats".

Review of the Capital Investment Entrant Scheme

The government has reviewed the Capital Investment Entrant Scheme, and noted an upward trend in real
estate investment, which accounted for 42% of the total investment under the scheme for the first nine
months of this year. Despite the fact that real estate investments under the scheme in recent years have
only represented about 1% of the total market turnover, the government, in view of public concern, has
decided to temporarily remove real estate from the investment asset classes under the scheme with effect
from 14 October. The Security Bureau will announce the implementation details and other changes to the
scheme later.
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4.2 Official announcement regarding the acceleration of the development of public rental housing
(Source: Ministry of Housing and Urban Rural Development of the People’s Republic of China)
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