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August 18,1976.
Dr. Norman Beckman,
Act in g Direc tor , Con gressio nal  Res earch Servi ce,  Li br ar y o f Con­

gress , Washing ton,  D.C .
Dear Dr. Beckman: The Subcommittee on HUD -Independent 

Agencies has  struggled for the past 3 fiscal years with the problems 
associated with funding a workable and cost-conscious housing sub­
sidy program for low- and moderate-income American families. The 
section 8 approach is the current principal program available for im­
plement ing housing subsidies. It  replaced the section 235, section 236, 
rent  supplement, and conventional public housing programs. When 
the section 8 program was first proposed, the committee raised a num­
ber of questions concerning its ultimate cost and workability. At the 
time, in April 1974, H UD strongly disputed any suggestion that  sec­
tion 8 would be more expensive than section 236 or public housing. 
Recently, both the GAO and Dr. Schussheim, the senior specialist for 
housing in CRS, have independently concluded th at section 8 new con­
struction is more expensive than conventional public housing. This, of 
course, confirms the committee’s original concerns.

In view of this, and in view of the fact that  the Banking Com­
mittees and the Appropriation s Committees in both the House and 
Senate have now reopened the conventional public housing program 
for new construction, we are requesting tha t Dr. Schussheim direc t a 
major study examining the general premise of  “where do we go from 
here” with subsidized housing. The committee is par ticu larly  
interested in what kind of a housing program, or what kind of a mix 
of different housing programs it should ult imately fund in fiscal years 
1978 and 1979. Such questions as should the local community provide 
some subsidy in the form of foregone taxes—how much and how deep 
should the subsidy be; how broad should the coverage be; what role 
does rehabil itation p lay and what role should it play ; how many units  
conservatively should be financed in each fiscal yea r; can any new con­
struction program be successful tha t is not total ly subsidized—are 
important  to the subsidized housing issue.

Tn short, the committee requires a general philosophical analysis of 
the current  subsidized housing problems and some specific recommen­
dations, based on what has been learned over the past  20 years, con­
cerning what k ind of p rogram  direction should be funded in the com­
ing years. Because subsidized housing programs are expensive—and 
because they commit the Federa l Government to long term contractual 
obligations, the committee believes it is important to have independent 
expert advice in this area.

The Library  should use whatever  resources, in addition to Dr. 
Schussheim, are required to complete this study. This includes tapp ing 
the General Accounting Office, the Congressional Budget Office, and 
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contracting for whatever additional help may be necessary. The com­mittee would apprecia te having  this “white paper” on subsidized hous­ing by March 1, 1977. Any questions should be raised with the sub­committee staff.
Thank you for your help and cooperation in this  matter.

Sincerely,
George Mahon, Chairman,

Committee on Appropriations.
Edward P. Boland, Chairman, 

Subcommittee on HUD-Independent Agencies,
C om/mittee on Appropriations.

The L ibrary of Congress, 
Congressional Research Service,

Was Turn/ton, D.C., March 15,1977.Hon. George Mahon,
Chairman, Committee on Appropria tions.
Hon. Edward P. Boland,
Chairman, Subcommittee on HUD-Ind ependent Agencies, Committee on Appropriations

Gentlemen : I am pleased to transmit herewith a report prepared by the Congressional Research Service at your request on the subject of subsidized housing. The repor t is called “Subsidized Housing— Where Do We Go from Here ?”
Your request was for a “white pape r” that  would address some crucial issues in determining an appropriate  housing policy for the Nation. We believe this report  is responsive to your requirements and at the same time consistent with our char ter to prepare  objective and nonpar tisan analyses.
This study was a joint effort involving a number of  CRS personnel as well as outside consultants. CRS staff members who wrote oapers or performed o ther related work w ere: Michael A. Agelasto, IT, B ar­bara  O. Maffei, Barb ara Miles, Grace Milgram, Francis Parente, and Anne M. Smith.
The following consultants also provided advice: Ph ilip  N. Brown- stein, assisted by Morton W. Schomer, Barry P. Rosenthal and Elea ­nor Roberts Lewis; John M. Frantz:  Frank S. Kr isto f; M. Carter McF arland; and David B. Carlson, Morton L. I sler, and John ITein- berg of the Urban Insti tute.  All papers and monographs written  in connection with th is study are being made available to the Committee.The project was carried out under the general direction of Morton J. Schussheim, who also wrote the final report.
Tt is our hope tha t this studv will contribute to the shaping  of effec­tive national programs and policies on housing by your committee and the Congress.
With  warmest regards.

Sincerely,
Gilbert Gude, Director.
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Subsidized  H ousing— W he re  D o W e Go F rom H ere?

(Pre pare d at the request of the Committee on Appropriations, U.S.
House of Representatives by Morton J. Schussheim, Senior
Specialist in Housing)

For more than  40 years the Congress has been concerned with en­
couraging investment in housing and raising housing standard s of 
American families. This interest has extended to all income levels and 
resulted in laws ranging from insuring deposits of t hr ift  institu tions 
to tax preferences for homeowners to payments on bonds issued by 
local housing agencies. These Federal suppo rts have helped make it 
possible for most Americans to trans late rising  incomes into marked  
improvements in housing standards. Today two out of three families 
are homeowners. Fo r many of these families thei r homes represent the 
principal means of accumulating equity as they pay down mortgage 
debt and to the extent th at home prices rise.

Why has the Federal government become so involved with hous­
ing? For one thing, resident ial mortgages  make up a substantial  por­
tion of the assets of commercial banks and other  financial institutions. 
In  the 1930’s when borrowers in large numbers were unable to meet 
thei r monthly payments or refinance the ir unamortized mortgage 
loans, many lenders found themselves with illiquid  holdings of mor t­
gages and real estate. The Government was not prepared to permit 
these financial institutions to go under. At  the same time there was 
concern about homeowners who were threatened with loss of thei r 
homes or forced sales a t distress prices. These Depression events in­
duced the Congress to au thorize the Federal Home Loan Bank System 
the Federal Housing Administra tion, deposit insurance and other  
measures that have made mortgage lending  a mixed public-private 
enterprise.

High unemployment among construction workers and others was 
another reason for governmental intervention. In the 1930’s Federal  
funds were made available for many types of public construction in­
cluding community facilities and public housing. Recurren t cyclical 
fluctuations in priva te homebuilding in more recent decades have de­
monstrated the close re lationship between housing activity and mone­
tary  actions taken to stabilize the general economy. H ousing has been 
a football between the monetary author ities who have found in this 
sector a useful way to tu rn down an overheated economy and congres­
sional supporters of housing who have periodically  authorized addi­
tional Federal cred it to stimula te housing construction.

Cultu ral attitudes and social concerns have also played some part in 
shaping national policy toward housing. T he earliest Engli sh settlers 
in America  brought w ith them a strong belief in priv ate ownership of 
property. To this day there is an implic it conviction tha t homeowner- 
ship is importan t to  a stable and responsible citizenry. Tax breaks for 
homeowners reflect contemporary Federa l support for this  form of 
investment.
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The Nation has been less consistent, however, in its commitment to help the poor. In colonial times local jurisdictions tried  to avoid the burden of the poor and to pass the problems on to  other places. His­torically, big cities like New York, Boston, and Philadelph ia have absorbed a disproportionate share of the  poor. In  the early decades of the 19th century there was litt le sympathy for paupers and unem­ployed workers, many of whom were foreign-born . Community at ­titudes  toward the poor softened somewhat in* the latt er part of the 19th centu ry: rising social income, new knowledge about the handi­capped and other disadvantaged groups, and the spread of humani­tar ian  sentiment brought improvements in the treatment of depend­ent members of society.
In  the present century Federal legislation  has provided help to the  elderly, the disabled, and  families with dependent children. But  what has evolved, in the view of some observers, is a two-track  system of social supports, one for the working population and another for the welfare population. In  health care for the elderly, for example, Medi­care is avai lable to social security recipients who pay a portion of the  costs; Medicaid for the indigents. In public housing a similar  sep ara­tion of working families and welfare families was set in motion in 1949 with the decision to evict overincome tenan ts from federally- aided projects.1 (An alternative would have been to raise the rents of such families in line with thei r ris ing incomes up to  a ful l economic rent.) As a consequence, public housing increasingly has become, in the 1956 words of Elizabeth Wood, a former directo r of  the Chicago Housing  Authority , “the permanent  home for the damaged, the non­normal, the decietful [ra the r than] the temporary home of the  capa­ble, the ambitious.” 2 By 1975 the decline of otherwise self-sufficient families among nonelderly occupants was pronounced : 54 percent of the nonelderly families reexamined for continued occupancy were on assistance or receiving o ther forms of benefits.3
In  short., a two-track  system appears  to prevail in federally-assisted housing, as in other  federally-involved social sector programs.  Not only is public housing increasingly accommodating welfare families; early observations of  the more recently authorized lower income hous­ing assistance program—section 8—suggest tha t a substantial  pro ­portion of enrolled families are also receiving other forms of public assistance. The trend is c lear: whether by design or defaul t, Federal  housing programs seem to segregate the poor and keep them apa rt from the upward mobile families in the community.

Economic and social considerations
The Federa l Government is now deeply involved in housing, but its commitment is bounded by the realities  of economic forces and social trends. These includ e:
1. Persistent inflation.— Since 1966 the American economy has ex­perienced a steady rise in prices at an average ra te o f almost 6 percent

1 S ee Ab ner B. Si lv er m an , “U se r Ne eds an d So cial  Ser vi ce s,” pa pe rs  su bm it te d to  Su b­co m m itt ee  on  H ou sing  Pan el s,  Hou se  Com m it tee on B an ki ng  an d Cu rren cy , Ju n e  1971, pp.  579—006.
2 Ibid. , p. 601.
3 O th er  th an  social  se cu ri ty  pay m en ts  (O ASD I) on ly . Am ong th e el de rly fa m il ie s reex am ined  fo r co nt in ue d oc cu pa nc y,  51 pe rc en t were re ce iv in g som e fo rm s of  as si st ance  or  be ne fit s o th er th a n  so ci al  se cu ri ty  pa ym en ts  on ly  ; th e la t te r  gr ou p co mpr ise d 39 pe rc en t of th e  e lder ly .
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a year compounded. I n 10 years the co9t of living  has climbed by 75 
percent.

The expectation of persistent inflation discourages lenders from 
making  long-term loans at fixed returns since they will be repaid  in 
dollars of declining value. So lenders look for shorter-term loans. 
Among the borrowing sectors that  are most adversely affected by in­
flationary expectations and high interest rates  are home purchasers 
and local governments. So long as general inflation rates are in the 
range of 5 to 7 percent, res idential mortgage yields will probably  stay  
between 8 to 10 percent.

2. Low productivity.—Productiv ity is difficult to measure, bu t there 
is general agreement th at long-term productivity gains have been rela­
tively high in farm ing and durable goods man ufac turin g and rela ­
tively low in construction and service sectors such as local government. 
This is reflected in cost indexes: home construction costs in 1976 up 
more than 100 percent above 1967 levels, sewer construction costs an 
estimated 125 percent higher , and State and local government service 
costs up 91 percent. Low produ ctivi ty in construction and local gov­
ernment is a burden for families when they first buy a house and when 
they pay property  taxes tha t tend to increase yea r after year.

3. Rising energy costs.—Prices  of fuel have  risen faste r th an overall 
consumer and wholesale prices since 1974 and will probably continue 
to do so in the next several years. For homeowners, expenditures for 
fuel and utilities  have been going up an average of almost 10 percent 
a year since 1970. Thus  it is not only development costs of housing tha t 
have worked against families seeking homes but operating  expenses 
as well. Rising  costs of heat and ut ilitie s have also been a major factor 
in the financial distress of many public housing and other  subsidized 
housing developments in the past  5 years.

L Environmental protection.— Only in recent times has the Nation 
begun to pay serious attention to the damage to the environment  r e­
sulting from indus trial activi ty, motor transpor tation, and related 
causes. Efforts to  improve the environment were endorsed by the Con­
gress in 1969 but quickly collided with other nationa l objectives in­
cluding  the increase in housing production called for in the housing 
legislation of 1968. Environmental regula tions attempt  to correct for 
spillover costs that  are passed on by one jurisdiction  or industry to 
others. Investments by electric generating companies to reduce air  and 
water  pollution  to levels mandated by regula tory agencies are esti­
mated to add about 10 percent to total capital outlays of such com­
panies.4 Similarly, housebuild ing costs have been increased by inde­
terminate  amounts as a resu lt of environmental regulations.  The added 
costs reflect not only improvements in water and sewer facilities but  
also long waiting periods for the preparation and approval of en­
vironmental impact  s tatements and higher land prices in some places 
attributable to limitations on buildable sites.

5. Population shifts .—The larges t metropolitan areas are no longer 
as at tractive to people as they were a decade or two ago and they are 
growing at slower rates than earlier. Meanwhile, the smallest metro­
politan areas and formerly nonmetro counties have grown fas ter t han  
before. Regionally the movements are from the Northeast  and North

4 E co no mic R ep ort  of th e P re si den t,  Ja n u a ry  197 7, p. 153.
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Centra l par ts of the country to the South and West. These shifts  will result in underutilized housing and public facilities in some areas and shortages in others. Those left behind in the slow-growing or declin­ing areas are likely to include a disproportionate number of poor people including the elderly poor. Thi s has been happening  within metropol itan areas and will probably occur in the regional movements as well.
6. Ag e distribution a.vd housing demand.—For at least the  next 10 years the demand for single-family housing is expected to be strong. The record numbers of persons born in the baby boom of 1947-56 will be in the age band of 25-35 in the  years immediately ahead. If  they emulate thei r predecessors, most will be candidates for single-family  homes. But  homeownership may prove more elusive or burdensome than in the past if house price increases continue to outpace income gains.
7. Liv ing  alone.—More and more people seek separate accommoda­tions. Not only are relatively  more elderly persons choosing to live in their own places but younger, unmarr ied adults  as well. Since 1970 sligh tly more than  hal f of the added households have been primary individuals . This preference for independent living adds to housing requirements  and may also result  in some underu tilizat ion of space, par ticu larly  among the elderly.
8. One-third of a nation.—The people with the least adequate hous­ing and the heaviest housing burdens will continue to be the lower in­come thi rd  of all households. A barely adequate budget for an urban family of four was about $10,100 in 1976.5 About a thi rd of all Ameri­can families had incomes lower tha n th is lash year. Approximate ly the  same proportion of households headed by a person 65 years and over had incomes below $4,000 a year.6
Among the lower income th ird  o f the Nation are the most deprived of all—the 51/2 million families and 5 million unrelated individuals subsisting below the poverty level.
Through the remainder of  this  decade at least, the housing expenses of lower income families can be expected to rise much faster  than in­comes and fur ther raise propor tions of income that must be spent on housing. Competition for housing subsidies will be intense and will pose for housing officials the cruel dilemma of choosing to help the very poor or the less poor.
9. Overall.—These trends spell a substantial increase in the need for housing accommodations but at the same time the imperative of economizing on this increasingly expensive service. For the next 5 to 10 years housing quality  is not likely to rise as fast as in the period 1950-1970 and for some families housing payments may take much higher fractions of income than most Americans are accustomed to paying. Studies by the Urban Institute suggest tha t minority families in par ticu lar will suffer from increasing rents and a slowdown in qualita tive improvements to housing with perhaps more such families living  in inadequate homes in 1980 than in 1970/

B E st im ate s by th e Bur ea u of  L ab or S ta ti st ic s fo r 197 5 ad ju st ed  to  197 6 by CR S. See U.S . D ep ar tm en t of  L ab or  N ew s, 76 -7 59 .8 T he  BLS lo-wer bu dg et  fo r a re ti re d  co up le  in  1975 was  .$4,500  an d pe rh ap s 5 pe rc en t h ig her  in  1976.
7 H ousi ng Low’-Income Fam il ie s : A Su m m ar y of  Se lected  Res ea rc h Pro duct s,  compiled  an d su m m ar iz ed  by Dav id  B. Car ls on  w ith an  af te rw ord  by M or ton L. Is le t.  T he  U rb an  In s ti tu te . F eb ru ary  197 7, p. 3.



9

The Nation as a whole can hardly afford to overlook any opportu ni­
ties to hold down housing costs and outlays. From 1950 throu gh the 
early seventies the United Sta tes followed a strategy of  relying heavily 
upon new construction to raise housing standards. Because of sharp ly 
rising costs, this seems less appropria te for the conditions of the next 
10 years. More attent ion is likely to be paid to preserving existing 
neighborhoods and making  more effective use of the stand ing stock 
of housing.
Housing choices for the nex t decade

Housing  policies and programs may take 5 to 10 years to put in place 
and evaluate. In 1976 the Departmen t of Housing and Urban De­
velopment was still  funding new housing star ts for assisted develop­
ments under commitments made prio r to the Nixon moratorium of 
Jan uary 1973. And the housing assistance program approved by the 
Congress in August 1974 was so slow in being implemented tha t a 
definitive evaluation appeared premature in early 1977. Thus the 
Congress has more latitude in the considera tion of appropriate  housing 
policies and approaches (as distinguished from program levels and 
incremental adjustments) in a time frame of 5 to 10 years rather than 
1 to 2 years.

Among the conceivable strategies are these:
1. A substan tial level of new construction for purchase and renta l 

by families who can afford new market-priced housing; others secure 
accommodations in the existing inventory without significant sub­
sidies for lower income families.

2. A high-volume construction program aimed at meeting household 
growth requirements, replacing a large number of units removed 
from the inventory, and providing a sizable quant ity of new or  sub­
stant ially  rehabilitated housing directly  for lowrer income families.

3. Housing allowance payments for all families deemed to be paying 
an excessive portion  of income for housing due to low income, with 
average payments pegged to rents or prices of exist ing housing of 
modest but acceptable standards.

4. An income maintenance p rogram tha t applies to all needy families 
without earmarking of funds for housing.

5. Reduction of housing standards both for newT construction and 
existing houses; permi t each household to decide on the quality  and 
amount of residential space it will buy.

6. Combinations of the above.
1. High construction level with  filtering down to the poor

This approach—termed a filtering  strategy by Anthony Downs— 
was essentially the one followed in the United States from the end of 
World War II  to the sixties. Housing  conditions  improved for the 
majority of families as more units were added to the housing supply 
than  the increase in households. The process was lubricated by sub­
stant ial tax deductions allowed homeowners but these tax  preferences 
were not generally viewed as “subsidies.”
2. High construction volume for  subsidized as well as unsubsidized 

families
A second approach became official policy in 1968 with the passage 

of the housing act of tha t year. Of the 26 million housing units tar-
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geted for production over the following 10 years, 6 million were sup­
posed to be earmarked for lower income families requiring subsidy. 
Through September 1976 about 2.3 million subsidized units were 
estimated to have been initia ted through new bousing star ts and re­
habilitations. H UD accounted for 1.65 million and the Farmers Home 
Administration for 650,000 units. Another 750,000 subsidized units 
were projected through fiscal year 1978.8 This would bring  the total 
by the end of the 10-year target period to about 3 million, or half  
the volume called for in 1968.

Had  the pace of subsidized housing production in 1971-72 been 
sustained, the 10-year volume would have come to about 4.5 million 
units. But in Jan uary 1973 President  Nixon suspended all new com­
mitments for subsidized housing on grounds that  the programs were 
cost-inefficient. There was opposition to this action in the Congress 
and the country but not enough to get the HUD subsidy programs 
fully reinstated. In  the view of some observers, a major consideration 
in the reluctance of some Members of Congress to restore these p ro­
grams to the targeted levels was their budget impact. One budget 
exper t told a congressional committee in 1971 tha t the annual pay­
ments required to meet the subsidized housing goals set for IlU D 
would be in the order of $8 to $10 billion by 1978.9

A related factor was the heavy reliance in the principal subsidy 
programs upon new construct ion at relatively high unit costs per as­
sisted family. Some housing policy makers, in the Congress as well 
as in the Administration, were coming to believe that in some local 
market  areas it would be possible to find ample existing standard 
housing for subsidized families without significantly impacting the 
marke t and pushing up rents. Exis ting units would be available at 
substan tially lower cost and outlay per assisted family than new 
housing.

Scandal and mismanagement also undermined support for the sub­
sidized housing programs  in the early 1970’s. To meet high production 
goals, HUD personnel were forced to sacrifice quality  for quantity. 
In  many cases poor sites were approved and shoddy construction was 
permitted. In connection with subsidized rental developments in fi­
nancial difficulty, the  Federa l National Mortgage Association, which 
held many of the mortgages, blamed poor management and high op­
erat ing costs, among other factors. The number of subsidized units 
involved in outr ight  corruption  of HUD officials was relatively small, 
but  the smell of scandal tainted the entire program. Amid this swirl 
of negatives, i t was easy to lose sight of the fact that subsidized hous­
ing programs are inherently risky and defaul ts bound to be h igher 
than  fo r market-level real estate.
■?. Housing allowances

In any event, the Nation now was urged to move toward another 
strategy—housing allowances. The idea of housing allowances has ap ­
peal to those who place a premium on consumer choice. It  also is 
premised on the belief tha t housing markets will respond fairly 
promptly to increased demand without big boosts in housing prices

8 N in th  Ann ua l R ep ort  on th e  N at io nal  H ou sing  G oal , H . Doe. 95 -5 3,  p. 39.9 D on ald D. Ku mmerfe ld , “T he  H ou sing  Su bs idy Sy stem ,”  in  pa per s su bm it te d to  Su b­co m m it te e on  H ous in g Pan el s,  Hou se  Com mitt ee  on Ban ki ng  an d Cur renc y,  Ju n e  1971, p. 457.
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and rents. In  the 1930’s the approach was supported by the real estate 
boards who called for rent  certificates as an alternative to the construc­
tion of low-rent public housing. In recent years the proponents  have 
included economists and social scientists in universities and research 
institutes. Congress went along with the idea to the extent of authoriz­
ing an experimental housing allowance program in 1970, which is 
still under way in several places. The housing assistance program— 
section 8—enacted in 1974 also lends itself to implementation along 
the lines of a housing allowance approach. Unde r the portion of sec­
tion 8 involving existing  housing, a part icipant is free to select any 
standard accommodation he can find—including his present house if 
found of acceptable quality and space.10

The housing assistance program now in force is funded at a level 
tha t can assist about 400,000 families a year. Thus it cannot meet one 
of the criter ia of a full-fledged housing allowance program. This is 
the criterion that  all eligible families with incomes below specified 
levels receive cash or certificates tha t can be applied toward housing 
expenses. The general principle is called horizontal eq uity: All persons 
in the same circumstances are to be treated similarly. Violation of this 
principle  was one of  the main charges brought agains t the suspended 
subsidy programs in the National Housing  Policy Review ordered by 
President Nixon in 1973.* 11 The programs were unfa ir, it was held, 
because only a small fraction of the families eligible to participate on 
the basis of income were being served. The same criticism, unfortu ­
nately, applies to the housing assistance program proposed by the 
Nixon Administra tion and enacted in 1974. At  current funding levels 
and costs per family, re latively few of the households eligible in terms 
of income can be accommodated.

The fact is tha t no housing subsidy program for lower-income 
families can meet the criterion of horizontal equity unless the Nation 
is prepared to spend far  more than  present outlays for assisted hous­
ing. The order of magnitude is indicated by estimates for a full- 
fledged program of housing allowances.

What would it cost to support a full-scale housing allowance p ro­
gram ? Estimates prepa red by the Urban  Ins titu te suggest that  as 
many as 17.5 million households might be eligible to participate but 
only 40 percent or 7 million households would ultimately  choose to 
enter the p rogram. The average subsidy per household—in 1977 dollars 
—would be about $800 a year and total payments would approach $6 
billion a year afte r a buildup over 3 to 5 years. To th is must  be added 
administrative costs of $1 to $2 billion a year, for a total cost of $7 
to $8 billion a year.12

4- / nm/nc maintenance
For  those who believe tha t the “housing problem” is really an income 

problem, the logical response is an income maintenance program. Give
10 An  an al ysi s of  th e se ct ion 8 pr og ra m  lia s bee n pr ep ar ed  in  co nj un ct io n w ith th is  re po rt  

by Grace  M ilg ram of  th e Co ng re ss io na l Res ea rc h Se rv ice . Th e pap er  is ca lle d “T he  C urr en t 
S ta te  of th e Se ct ion 8 H ou sing  P ro gra m s. ”

11 H ou sing  in  th e  Se ve nt ies,  U.S.  D ep ar tm en t of  H ou si ng  an d U rb an  Dev elop men t, 
p. 112 if.

12 T he  U rb an  In s ti tu te  es tim at es  as su m e no in cr ea se s in  re n ts  re su lt in g  from  th e 
in cr ea se d de man d,  ba se d up on  ex pe rien ce  w ith th e  ho us in g al lo w an ce  ex pe ri m en t in  Green

JV 8 , If ' ' n  fa ct , re n ts  wer e to  ri se  by, say, 10 pe rc en t, th e  nu m be r of p a rt ic ip an ts  
m ig ht  In cr ea se  to  8 mill ion.  T ra n sfe r pa ym en ts  to  fa m ili es  wo uld th en  am ount to  $7 bi lli on  
a ye ar . In cl udin g a dm in is tr a ti v e  c os ts,  th e  to ta l an nual outl ay  wo uld be in  th e  o rd er  o f $8  to  
.$9 bil lio n. The se  est im at es  do not  incl ud e in dir ec t co st s to n onpart ic ip a ti ng  fa m ili es  as  a 
re su lt  of  the in cr ea se d ho us e pr ic es  a nd  re nts .

8 7 -3 4 5  0  -  77 - 2
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people sufficient money and they will meet their  housing needs as 
other families now do in the marketplace. Such a s trategy will work 
only if (a) the income transfers  are relatively large so that assisted 
families will not have to skimp on food or cloth ing or o ther essentials, 
and (b) if the housing markets work effectively for all lower-income 
people including minority families. Some housing su ppor t might still 
be necessary, such as encouragement of neighborhood rehabil itation, 
the targeting  of special aids to families in really bad housing, and 
vigorous enforcement of fa ir housing laws. Whether the Administ ra­
tion is prepared to propose and the Nation to accept a generous in­
come maintenance program may be known within a year or two, in 
view of President Car ter’s public commitment to bring  out a welfare 
reform plan.
5. Reducing housing standards

Still another strategy would be to lower s tandards or expectations 
for housing. A problem exists only when the  community perceives a 
serious gap between its aspirations in an area like health, employment 
or housing and present conditions or performance. Lowering expecta­
tions reduces the problem to a more manageable level. Many com­
munities did precisely this during and afte r World  Wa r II  when 
housing shortages compelled families to double-up or live in houses 
with serious code violations. Failu re to enforce housing standards in 
minority neighborhoods and in migrant w orkers housing is reportedly 
not uncommon. Thus it is not unthinkable to consider the lowering 
of housing standards as a way of mitigating  the housing problem.
But  whose standards? It  goes against the humanitarian grain of this 
country to suggest that housing standards be explicitly lowered for 
the lowest income families while higher income people continue to 
improve thei r living environments. Cost trends in housing indicate 
tha t the Nation will not be able or willing to mainta in the rate of 
housing improvements over the next decade that  characterized the 
period from 1950 to 1970. B ut it may not be prepared to adopt a na ­
tional housing strategy predicated upon acceptance of housing s tand­
ards for lower income people that  are markedly and visibly below’ 
levels generally deemed acceptable in the community.
Issues in program design

Policy designers do not st art  with a clean slate. I n weighing an ap­
propr iate national housing policy for the future we need to consider 
previous commitments, experience with earlier  programs, and budget­
ary and institu tional means available. Tt would be foolish, for exam­
ple, to set a production targe t for housing so high that  prices or rents 
would rise by 25 percent a year: it would be futi le to lay out a set of 
programs that  require a level of managerial or admin istrative com­
petence far  beyond what Federa l agencies or local governments have 
been able to achieve. Ends must be adapted to means just as means 
must be shaped to carry out  realistic goals. Some of the issues involved rin this meshing of means and ends are set forth below.

1. What is the main objective? Is it to save older neighborhoods?
To w’iden the range of housing choice of lower-income families? To 
stabilize the homebuilding indust rv bv guarantee ing a steady level of *
support for new’ assisted housing? To assure that  households with in­
sufficient income are able to afford adequate houses? If  the last of
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these is tak en to be the  majo r purpo se of Federal  hous ing  poli cy, 
an othe r set of questions sugg est  them selves.

2. IIow  ma ny  househo lds need help?  The Urb an  In st itut e says th at  
17 to IS mil lion  househo lds wou ld qu al ify  fo r assi stan ce. The est imate  
exclude s none lde rly  sing le person  households and those wi th sub­
stan tia l assets . Low-income hom eowners—m any  of  whom are eld er ly— 
as well as renter s would be elig ible . As noted ea rli er , ha lf or  more 
of  the eligib les  migh t decl ine to pa rti cipa te .

3. Wha t s tan dards wi ll he ap pl ied ? It is genera lly  agre ed t ha t hou s­
ing  f or  w hich  subsidies may be pa id  should  be modest bu t st ru ct ur al ly  
sound and ade quate  in terms  of  basic fac ilit ies  such  as kit chens and 
bathrooms  and with sufficient space fo r the  size of fam ily . Lo caliti es 
pa rt ic ip at in g in the  section 8 housing  ass istance  prog ram  ut ili zing  
ex ist ing  hou sing have  ap pa rent ly  not had grea t difficulty in se tting  
stan da rd s, al thou gh  comp laints  th at  HU D has no t pe rm itt ed  su f­
ficiently hig h fa ir  m ark et ren ts may  c loak  disa gre em ents about accep t­
able qu al ity  o f h ous ing . In  fac t, there may be s erious  di fficu lties  if  one  
looks  a t the whole bund le of  res ide nti al serv ices  m ade  ava ilable  to  th e 
fam ily  r at her  t ha n the house alone . Sh ou ld minim um  s tand ar ds  be set 
fo r the  qu al ity  of  com mu nity facil iti es  and services? The calib er of 
the  schoo ls? Access to rec rea tio n and open  space? Adequacy  of  pub lic 
tr an sp or ta tio n?  These pro blems are  not insupera ble  if  the  test  of  
reas ona blenes s is  used. But  there may  be genu ine  d ifferences of op inion 
betw een local officials and rep resentati ve s of  the low-income  com mu­
ni ty  both  as t o s tand ar ds  in iti al ly  es tab lished  and  ad equ acy  of  enf orce­
men t. Th is suggest s the  need fo r systema tic  mon ito rin g by Fe de ral 
personnel to make sure th at  Fe de ral ass istance  is not  sim ply  being 
siphoned  off by land lords of  su bs tand ard rental  propert ies .

I f  the main objective of  Federal  assi stance  is as sta ted  above , the  
hou sing occupied  by subsidized fam ilie s need not  be new. Bu t if  new 
construction  is deem ed necessa ry due  to real short ages  of  ade quate  
hou sing in the  com mu nity, stan da rd s fo r new un its  will  probably be 
set in terms  o f loca tion , concen tra tio n, ameni ties , a nd  costs. A gu id ing 
pr inc iple is to  recognize th at  the  newly bu ilt  st ru ctur es  have  to  yie ld 
acceptable  housing  serv ices  over a long pe riod of  yea rs. Main ten ance 
and op erat ing costs  ove r tim e have to be con side red, not ju st in iti al  
con struc tion costs. And while the  con struction need  not be luxu ry  
qu al ity , it may be false economy to omit fac ili tie s deem ed essent ial  
in market -lev el dev elopments, such  as  cent ral  air -co nd iti on ing in are as 
wi th  long h ot  an d h um id seasons .

4. E xi st in g ver sus  new  housing or hoth?  From  a cost  stan dp oint , 
ex ist ing housing  has  an ad va nta ge  ove r new const ruc tion. Fa mili es  
ass iste d in ex ist ing housing  und er  sec tion 8 in fiscal ye ar  1976 re qu ire d 
ave rag e subsidies of  $2,200, com par ed with $3,600 in new or  sub­
stan tia lly  reh ab ili ta ted units . Es tim ated  sub sidy paym ents in fiscal 
year  1978 will be $2,200 for ex ist ing  un its  and $4,000 in new units . 
(In clu sio n of  income t ax  per ferenc es would sig nif ica ntly increase Fed ­
eral costs  fo r new section 8 construction , pa rt icul ar ly  if financed  by 
St ate housing  finance agencies with tax -ex em pt bon ds and spo nso red  
by lim ite d- re turn  c orp orati ons o r p ar tn er sh ip s. )13

13 See “C om par at iv e Co sts of  H ou si ng  Lo w- Income Fam il ie s U nd er  Sev er al  Fed er al ly  
Ass is ted P ro gra m s. ’’ by M or ton J.  Sc hu sshe im , Sen at e C om m it te e on Ban king , Hou sing  an d Urb an  Affa irs . Ju ne  1976.
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In  addition to lower uni t costs in existing  housing, the contract 
commitment can be of far  shorte r duration than  in new construction. 
And with such assurances as are necessary to induce private  owners to 
rent to assisted families, such as reimbursement for a limited period 
as a result of the tenan t leaving before the lease has expired, the 
benefits can be tied to the family, not to the unit.

There is, of course, the possibility tha t rents will be driven up as 
a result of a leased-house program involving existing housing. Not 
only would program part icipants  (and therefore the Federal  Govern­
ment) have to pay more, but other families ineligible for subsidies or 
unwilling to take them would also be adversely affected. The experi­
mental housing allowance program in several cities indica tes tha t rents 
do not rise signif icantly b ut it may not be prude nt to generalize from 
this  experience. Rents could be pushed up if a higher propor tion of 
eligible families were able to participate and chose to  do so. And for 
par ticu lar types  of households, such as families requ iring  three or more 
bedrooms and minor ity families, the rental  supply may be inadequate 
or unresponsive. In  at least one city with an experimental housing 
allowance program—Jacksonville, Fla .—black households encountered 
unusual difficulties. The percentage of black enrollees in Jacksonvil le 
who were able to receive benefits was much lower than  nonminority 
enrollees. There were two reasons, according to the Urban  In st itu te : 
many of the houses occupied by blacks were low-quality so the families 
could not receive payments in place. Second, it  was difficult for black 
families to find other hous ing th at met program standards. The c ity’s 
housing markets are sharp ly segregated, and black families were 
evidently reluc tant to seek acceptable housing outside thei r ne ighbor­
hoods.14

When there are serious housing shortages for par ticu lar segments 
of the population, new construction for subsidized households may 
be the appropriate response. If  new construction is undertaken, the 
lessons of the recent past  with subsidized rental developments must 
not be forgotten. Are the proposed sites suitably  located and serviced 
and potent ially attractive  for market-level housing as well as for sub­
sidized families? Have allowances been made for the probability of 
rising opera ting expenses? Do the interested sponsors and builders 
have a record of long-term commitment to stay with their develop­
ments? Or do they appear primarily  interested in immediate profits 
on land and construction and the sale of portions  of the equity as tax 
shelters to high-income investors with nonrelated income? Do the 
sponsors have experience in the management of rental housing oc­
cupied by subsidized families? If  not, what arrangements have been 
made to retain competent management? These are some of the ques­
tions tha t prud ent program administra tors will ask.

5. Is there a rationale for  shallow subsidies? This  type of assistance 
is aimed at lower middle  income and working families who presently 
cannot afford better housing at current market prices. Programs of 
this  sort generally  provide interest subsidies or reduced mortgage 
payments for a period of time to enable certain  families to buy homes. 
If  such assistance is to be provided, it may be wise to limit it to rel­
atively strong families with good credit patterns  and good prospects

14 Carlson and Isler , Housing  Low-Income Famil ies, op. c it., p. 28.
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of  ra is ing th ei r incomes. Ho me  ow nersh ip fo r very low income fa m ­
ilies  wi th  no pr io r experie nce  wi th th is  for m of  tenu re  is ris ky  no t 
no t only fo r the  Fe de ra l Go vernm ent bu t fo r the family  itself . E a r­
lie r pr og ram exp erienc e sugges ts th at  th e very poor  do no t have  the  
resources to cope with  home ow nersh ip expenses.  Th e up war d tren d 
in op erat ing expense s will  make it  even more difficult fo r the poo r.

The home ow nersh ip ass ista nce  prog ram kno wn as sect ion 235 was  
able to rea ch  d own to  fam ilies wi th incomes  o f $4,000 t o $5,000 in  the  
ea rly  1970’s in  some pa rt s of  the co un try . A t to da y’s dev elo pm ent  
costs  and  o pe ra tin g expenses it  re quire s an income o f $10,000 to $12,000 
even  wi th  a 1-pe rce nt in ter es t rat e. In  the view of some ho us ing  ex­
pe rts  t he  prog ram now has to be seen as a low er mi ddle income hous­
ing  vehic le. To  make the prog ram work in all  par ts  of  the co un try  
prese nt mortga ge  cei ling s will  hav e to be rais ed.

I f  there  is a con gressio nal  de term inat ion to  serve low er income 
fam ilies th ro ug h th is  pr og ram, say  families  with  incomes  as  low as 
50 per cent of  media n income or  abou t $7,000 in 1976, me tho ds of  
deepe nin g th e sub sidy need  to  be fou nd. Am ong the possibil itie s are  
a zero  pe rce nt  ra te  of  in ter es t, ca pi ta l wr itedown  to  reduce  mortga ge  
paym ents, and /o r subsidi es to cove r uncontr oll ab le expe nses  such  as 
pr op er ty  tax es  an d ha za rd  insura nce .

Oth er  measu res  may also  be indic ate d. Counsel ing  services,  au th or ­
ized by the  Con gress bu t nev er fu lly  impleme nted, cou ld he lp low er 
incom e pu rcha se rs with  incom e bu dg et ing,  hom e ma intenance, and 
re lated  problems. To  avo id de faul ts  resu lti ng  from un an tic ipat ed  
major  repa irs  fo r which  the owner  cannot pay, H U D  might  be au ­
thor ize d to  make loans on len ien t ter ms or  to  make pa ym en ts un de r 
its  mo rtg age ins urance contr ac t. An d a pro cedure cou ld be es tab­
lish ed un de r which  a section 235 h omeow ner  c ould  t ra nsf er  t he  pro p­
er ty  to  an othe r eligib le fam ily . Th is  might  reduce  th e nu mber of  
homes th at  are  aba ndoned when an ass iste d family  mu st move and 
can not  find  a marke t-r at e pu rcha se r.15 It  may be n oted th at the Farm ­
ers  Hom e Adm in ist ra tio n manag es to keep  the foreclosu re ra te  low 
on its  in terest sub sidy hom e o wn ers hip  p rogram  (sec tion  502) by sub­
st itut in g one fam ily  fo r an othe r th at cannot meet its  obl iga tions.

Some knowledgeable  observers  believe th at  a deg ree of  len de r ris k 
sho uld  be req uir ed  in connec tion  wi th a subsidized hom eow ner ship 
prog ram  inv olv ing  lower income fam ilie s. Pe rh ap s a  less-than-100  per ­
cen t mort gage  ins ura nce cov erag e by H U D  wou ld induce  a deg ree  of  
len de r pru den ce an d dis cre tion not  pre vio usly exercised. Th e di ffe r­
en tia l might  be tak en  up  wi th coinsu ran ce,  alt ho ug h pr iv at e insu rers 
migh t tu rn  down prop er tie s in hi gh er  ris k are as  of  th e city. How ­
ever it  is done , measu res  seem to be ind ica ted  to  prev en t the prac tic e 
of  mortgage in iti at io n an d mortgage ass ign me nt at  the expense of  
the FH A .

Oth er  pro posal s to  close the ga p betw een mo derate incomes  an d 
hom eow ner ship costs also need  to  be appro ached wi th consider abl e 
cau tion . The general  des ign of  m ost of  th ese  p rop osa ls is to  help  fir st ­
tim e buyers of homes by sh if ting  part  of  the  paym en ts on a loa n

15 Some of these sug gestio ns ar e tak en  fro m a pa pe r prep ared  by Ph ili p N. Br ow ns tel n 
under a co nt ra ct  wi th  th e Congress ional Resea rch  Service. The pa pe r is tit le d “E va lu at io n 
of the HUD  Sec tion  235 Subsidized Ho using  Pr og ram.’’ A com pan ion pa pe r by the sam e 
co ns ul tant  re la te s to a re nta l subsidy  p rogram  and is cal led  “E va lu at io n of th e HUD  Sec tion  
236 Subsidized Ho using  Pr og ram.”
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from the early years  to later years. The ab ility to meet higher monthly 
payments in later  years is predicated upon the family’s income rising 
over time. Under some plans the amount of mortgage debt actually 
rises in the early years;  if a family finds itsel f compelled to sell ear­
lier than  anticipated, it can end up owing more money to the lender 
than it originally borrowed. The more promising approaches in this 
group involve some form of low interest or noninterest-bearing sec­
ond mortgage, repayment of which might  still leave a net gain in 
equity to the home buyer. An experiment along these lines is being 
tried  in Dade County, Fla .16

This class of subsidies is likely to be helpful to families with in­
comes between $15,000 and $20,000 a year or higher. They are not 
appropria te for low-income families. They may be of some help to 
low-income families, however, to the extent that  the submarkets of 
lower priced and lower rental housing are loosened up.

6. What is the role o f rehabilitation? Rehabilitation of  housing can 
range from moderate fixup to gut ting  and complete reconstruction. 
The a ppropria te level of rehabilitation will depend upon incomes and 
types of families to be served, location and age of properties , and 
costs compared with new construction (including streets, utilities  and 
other supporting  facilities). What we are mainly concerned with here 
is the  potential  of rehabili tation for lower income families in their  
present neighborhoods or  areas to which they might gain access. Re­
habilitation is important  in its own righ t as a means of extending tU  
economic life of the supply of existing housing. It may also be help 
ful in improving the housing conditions of lower income families buA 
it is not the only vehicle for this purpose.

For  several decades housing officials have seen in rehabi litation an 
approach of considerable potential but accomplishments have fallen 
far short of the promise. I n laying  out the national housing targets, 
for example, the first goals report  of 1969 projected 2 million assisted 
rehabi litations over the next 10 years. The second goals reports re­
duced the t arge t to 1 million units and said  that even this level won1*1 
be difficult to achieve because of limited entrepreneuria l capacity for 
rehabi litation.17 The ninth  goals report issued in Jan uary 1977 esti­
mates that 274.000 units of subsidized housing were actually begun 
between 1969 and September 1976 with the possibility of another 
100,000 by the end of fiscal year 1978. One-thi rd of the subsidized 
rehabs, it may be noted, have come through  programs of Farmers 
Home and the balance are attributed to HUD  programs.

The volume of activity is not the sole measure of a program’s suc­
cess or  shortfa ll. One must also consider how long the improvements 
last, the consequent living conditions of the residents, and the effects 
on other properties in the vicinity of the rehabi litation.18 While re­
habil itation holds promise, past experience must make us cautious 
about expecting too much or settling on one par ticu lar approach or 
level of rehabili tation. A check of rehabil itation efforts conducted in

18 A nu m be r of  su ch  pr op os al s ar e an al yz ed  in  a pa pe r pre pa re d fo r th e Co ng ress iona l Res ea rc h Se rv ice by F ra n k  S. K ri stof . “P ropo se d New Ty pe s of  Ho me M or tgag e In s tr u ­m en ts .’’ Thi s re po rt  dr aw s on Dr . K ri s to f’s pa pe r.17 S eco nd Ann ua l Rep or t on N at io na l Hou sim r Goals . H. Doc. 91 -2 92 . p. 25.18 T his  se ct ion dra w s on a pa per  bv  M. C art er M cF ar la nd . “T he  R eh ab il it at io n  an d Rev ival  of De cayed or  Dec ay ing R es id en ti al  Neigh bo rh oo ds .” Th e pa per  w as  done  under  a co n tr ac t w ith  th e  Con gr es sion al  Res ea rc h Se rv ice . A mem or an du m on th e same su bj ec t by Micha el  Age lasto of  t he  Con gr es sion al  Res ea rc h Se rv ice was  also  h el pf ul .
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four cities with HUD support 7- to 10-years-ago presents a sobering 
picture. In all four cities—New York, Boston, Pitt sburgh, and De­
tro it—the rehabilita tion outlays were substantial, ranging from $8,030 
to $18,000 per unit on top of acquisition costs of $2,000 to $5,000 pe r 
unit. (Rehab costs for comparable work would be much higher today.) 
In none of these cities was the rehabilitation  a financial success. In 
all of these cases the mortgages on practically  all of the  rehabilitated 
structures have been foreclosed or assigned to FHA . Perhaps the best 
report  is for Pitt sbu rgh ’s effort:

“Af ter 9 years, the experience is mixed. A good deal was accom­
plished, several thousand families were given better homes and many 
minority  contractors and workers were given training and jobs. On 
the other hand the experiment did not prove profitable to the com­
pany par tly because some families were destructive of thei r housing 
and failed to pay thei r rent and par tly because a more flexible and 
generous Federal subsidy would have been needed.” 19

For other cities, reasons for failure  range from a small percentage 
of dest ructive families (Boston), to unsuitab ility of the s tructures for 
rehabi litation (New York’s Old Law tenements) and insufficient scale 
to create its own environment (New York), to overestimation of the 
market  for small rental units (Detroi t).

Today there is a resurgence of interest in rehabili tation. A con­
siderable amount of neighborhood fixup is taking place in various 
cities with funds from Community Development Block Grants. It is 
still too early to speak of lasting  results, but local and national offi­
cials are optimistic about these efforts.

Concurrently there are related activities under the rubric  of home­
steading. Publicly  acquired properties are being transferred to new 
owners on condition that they will be fixed up and occupied by pa r­
ticipants . It seems clear that  this must involve credit-commanding 
middle-income families, even if the propert ies are turned over for $1. 
I he reason is that the new owner must be able to secure a loan or 
have savings to undertake $15,000 to $30,000 or more of  work to fix 
up his “homestead.”

By and large, rehabilitation of owner-occupied houses has been more 
successful than of rental properties. This probably reflects the higher 
incomes and social p atterns required for home ownership. It  may also 
work better in neighborhoods or communities tha t are relatively co­
hesive and where people are concerned about each other. Thus, neigh­
borhood rehabilitation  may tend to reinforce ethnic or racial bound­
aries. Since fair  housing is a ma tter of national concern and law, lore! 
officials must be prepared to reconcile this social objective with neigh­
borhood preservation efforts.

In selecting neighborhoods for rehabi litation, the dominant view 
today is to give p rior ity to areas that  are in early stages of  d isrepair 
rather than deep decline. Caught in time and with the proper infu ­
sions of public improvements, private credit, and resident par tici pa­
tion, many older neighborhoods can probably be stabilized and ken4 
livable for the next 10 to 20 years or longer.

The toughest problems in rehabi litation have to  do with low-income 
renter  families in the inner  city. In such distr icts, rehabi litation may

”  M cF ar la nd , op. ci t. , p. 22.
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have to include not only repairs to houses but improvements in muni­
cipal services, efforts to find jobs for the employables, and social serv­
ices to families. Grigsby’s studies in Baltimore suggest that inner city 
tenants are realists : they ask for better police protection, more fre ­
quent garbage pickups, and more play space for children rath er than 
sumptuous improvements to their  houses.20 Rehabilitation  of the 
houses in such areas probably should be limited in type and moderate 
in cost.

7. Block grants for  housing. Is this  an idea whose time has come? 
Former  HUD  Secretary Carla  Hills apparently  thought so in the  sum­
mer of 1976 and instructed her staff to design a program. The Ford  
budget issued in January 1977 proposed that  section 8 funds be allo­
cated in line with such a concept.21 Tf approved by the Congress, 
budget autho rity would be allocated directly to the communities. Local 
officials would decide on the appropriate mix of new, existing, and sub­
stantially rehabi litated  housing as determined in their housing assist­
ance plans. The  HUD proposal reflects congressional intent expressed 
in the Housing Authorization Act of 1976 that HUD distribu te section 
8 funds to the extent practicable in accordance with local housing as­
sistance plans.

Under a block grant  approach. Federa l funds would be distributed 
by formula to local governments to enable them to carry  out a broadly 
stated Federa l purpose. Local recipients would decide how to spend 
the money in accordance with local priorities as spelled out in some 
sort of plan. They would not have to obtain Federal approva l for 
individual projects or activities. The Federal department in charge 
of the program would confine its role to such oversight as necessary 
to assure financial integrity and program conformance to the local 
plan and to keeping Congress advised as to progress, problems, and 
costs of the program. There would also l)e Federal enforcement of 
relevant laws such as fai r housing and nondiscrimination in employ­
ment. The essence of a block grant concept is th at local officials and 
technicians set priorit ies, choose strategies , and determine specific 
projects and undertakings with minimal Federal  participation.22

There are many considerations in the formulation of a block grant 
for housing such as the scale of the program, the range of  permissible 
activities, and the Federa l programs it would or would not replace. 
These have  been spelled out elsewhere.23 A congressional decision to 
adopt  such an approach would seem to turn  on at least three crucial 
questions:

1. Would national purposes and priorities be proper ly served 
under a housing block grant system ?

2. Can assisted housing be adequately funded through block 
gran ts ?

20 W ill iam G. Gr igsby an d Lou is Ro se nb ur g,  “U rb an  Hou sing  Pol ic y” (A PS  Pub li ca tion s,  In c. , Cen te r fo r U rb an  Po lic y Res ea rch,  R utg er s U ni ver si ty , 19 75 ),  pp.  93 -9 5.21 T h a t pro po sa l was  no t includ ed  in th e revi se d bu dg et  su bm it te d by th e  new ad m in ­is tr a ti on .
22 T hi s re po rt  dr aw s su bst an ti a ll y  upo n a mon og ra ph  pre par ed  und er  con tr ac t w ith  th e Con gr es sion al  Res ea rc h Se rv ice by Jo hn M. F ra n tz  en ti tl ed  “T he  Use of  Block G ra n ts  as  a Ve hicle  fo r Fed er al  H ou sing  A ss is ta nc e. ”23 The  F ra n tz  st ud y,  ci te d above, is th e m os t re ce nt an d per hap s m os t co mpr eh en siv e an al ys is .
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3. Do local governm ents have the  competence to develop s tr a t­
egies  and implement a broad-gauged  prog ram of  th is  t yp e in the 
complex field  of h ousin g ?

I t is in the na ture  of  local  politi cs th at  fund s fo r com mu nity im ­
pro vem ent s and housing  will be sp read  widely.  Ev ery di st rict  an d 
eve ry w ard will want some of th e Fe de ral money. Fu nd s may be sp read  
too th in ly  an d wi tho ut pa rt ic ul ar  at tent io n to the need s of  th e most 

4  depri ved sectors of the popu lat ion . Th is is a findin g o f sev era l stu die s
wi th respect to the com munity  dev elopm ent  block gr an t program . 
There  is no reason to th ink it wou ld no t be the  same with a hous ing  
block gr an t pro gra m.

♦ Second,  there is the question of  fund ing.  Re lat ively  lar ge  numb ers
of  f am ilie s are  now assi sted  un de r annu al co ntr ac ts betw een a sponsor 
an d the Fe de ral Gover nment . W ould the Con gress be pr ep ar ed  to con- 

. vey to 2,000 or  more loc ali ties the power to  com mit the  F ed eral  G overn ­
men t to  make paym ents fo r assi sted  housing  ove r 30 or  40 years ? I f  
not , the  a lte rnat ive is fu ll fu nd ing of all pro jec ts.  That  i s, the  l ocali ty 
could o nly  make  ag ree me nts  to the  ex ten t o f f un ds  in hand . T hi s would 
seem to lim it ac tiv ities  to one -tim e paym ents or  rel ati ve ly shor t-t erm 
ass istance  or  to needs th at can  be met wi th co mp arati ve ly  th in  
subs idies.

Thi rd , t he re is th e question of  local ad min ist ra tiv e competen ce. Th is 
m at te r req uir es more in form at ion th an  is ava ilab le.  Some observe rs 
who are fa m il ia r wi th loca l effo rts to ad min ist er  such pr og rams as 
Model  Cit ies,  urba n renewal, an d local economic dev elopment , among 
var iou s fed erall y ass iste d local  e nte rpris es,  have  expresse d doubts th at 
local gov ern me nts  as a grou p cu rre nt ly  have the  insti tu tio ns  and pe r­
sonnel to ca rry out effec tively and efficiently a housing  block gr an t 
pro gra m.

8. S ho ul d loca litie s he req uired to share in  h ous ing  sub sid ies? Most 
Fe de ral prog rams req uir e the rec ipient to share  in the  cos t of  th e pro ­
gra m or  projec t.24 Th e tre nd , however , has been toward a lowe rin g of  
the  local  sh are : 90-percen t gr an ts  are  inc rea sin gly  comm on in social  
we lfa re prog rams such as the ad ult  educa tion prog ram  an d th e old er 
Am erican s com mu nity service emp loyment program . Con gress con ­
sidered a 90-pe rcen t Fe de ral and 10-percent local  s ha ring  for  the Com ­
mun ity  Deve lopment Block Grant  p rogram  a dopte d in 1974 bu t fina lly 
set tled on a 100 percen t gr an t. Ho us ing assi stance  pr og rams have  
general ly not  req uir ed local shar ing,  but  the  low -rent public hous ing  
prog ram does r equir e l oca lities t o accept a p ayme nt in lieu of  p ro pe rty 
taxes by the  local housing  au th or ity  th at  is usu ally low er th an  the  
prop er ty  tax  th at  wou ld otherw ise  be imposed  on a pub lic  housing  
develop men t.

A str on g case can  be mad e fo r local pa rt ic ip at io n in the cost of 
fede ra lly  assi sted  pro gra ms . The fol low ing  arg um en ts hav e been 
of fe red:

1. A local co ntr ibuti on  demo nstra tes  t he  loca litv’s co mm itm ent . 
Fr ee  m oney may  be accepted even if the  com mu nity places a very 
low p rior ity on the u nd er taking .

24 T hi s se ct ion dra w s up on  a mem or an du m pr ep ar ed  by B arb ar a Ma ffei  of  th e Con gr es ­
sion al  Res ea rc h Se rv ice ca lle d “ Sh ou ld  Lo ca l Gov er nm en ts  Be  Req ui red To  C ontr ib ute  a 
Port io n of  t he T ot al  Co st of  Fed er al  H ou sing  P ro g ra m s? ’’ .



2. The programs are expensive and local taxpayers should be 
called upon to share the costs.

3. It  makes for closer supervision and better management if 
localities have some of their own money in an activity.

Against these views it is argued tha t if a local contribution is re­quired some communities, for lack of funds, will have to turn  down Federal assistance for activities on which the Nation puts a high premium. For  example, toward  the end of fiscal year 1975, $5 billion in grants from the Environmental Protection Agency reportedly were unclaimed mainly because of a lack of matching funds. Federal funds have also gone unclaimed for hospital construction, maternal and child health, and similar programs. Matching  requirements may thus discourage f inancially pinched communities from par ticip ating fully in socially desirable undertak ings. They may also work a par ticu lar hardsh ip on groups in a community with little  political influence— the under-educated, the poor, and minority people.
Housing fo r lower income people has generally had little  community support. The only exception is housing for the elderly. A requirement tha t localities share in the  cost of such subsidies—particularly in the form of a cash contribu tion—would probably result in a number of places declining to participate in subsidized housing programs.
An alterna tive is to offer supplementary gran ts to localities tha t utilize a designated portion  of the ir general funds for subsidized hous­ing. The Secretary of HUD would have a discretionary fund from which such grants could be made. Localities might thus be encouraged Io allocate a larger share of thei r general revenues (including monies 

received through the Federa l general revenue sharing program) to housing for lower income families.
9. Can housing programs be administered more effectively?  There is widespread dissatisfaction with the administration of housing pro­grams in the United States .25 Carping about inefficiency and waste in government is a cherished tradit ion in democratic societies, but it has a special shrillness in this country when directed to programs that are supposed to help the poor. Certa inly th is is true in connection with sub­

sidized housing. Residents will invariably  oppose location of a public housing “project” in a pleasant neighborhood; la ter, when it has been sited in a ghetto or near the city dump, people will point to the ill- starred development as another example of government bungling.
How do we get an admin istrative agency to implement effectively a policy or program? “Three conditions must obtain. First, the agency must identify with the goals of the policy. Second, there must l>e clear communication of what the top officials really want. Third , a penalty 

and reward system must be available to back up the official policy. Outside the administrative apparatus, the intended beneficiaries of a program must be convinced that  real benefits will be forthcoming, and the community at large  has to be persuaded that the policy or program 
is needed and is worth the cost”.20

25 This  se ct ion has  dr aw n up on  a pa per  by  F ra nci s P a re n te  of  th e Con gr es sion al  Re se arch  Se rv ice en ti tl ed  “H ou sing  M an ag em en t Pr ob le m s Sur ve y. ”26 M or ton J.  Sc hu sshe im . “T ow ar d a New  H ou sing  Po licy  : The  Le gacy  of th e Six ti es ” (C om m it tee fo r Ec on om ic De ve lopm en t, su ppl em en ta ry  paper No. 29, 19 69 ), p. 46.
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If  the Department of Housing and Urban Development has been 
a troubled agency in recent years, its  difficulties may be partly explain­
able in terms of the criteria stated in the preceding para graph. The 
appointed officials who took over HUD in 1969 were charged with 
implementing programs called for by a different administration. The 
incumbent administra tion in the Executive Office of the President  ex­
hibited growing doubts about the value of the housing programs tha t 
culminated in their  wholesale suspension by Presidential  order in 
Jan uary 1973.

Civil service personnel may not have been clear on what the top of­
ficers of the Department really wanted. In the early years of his tenure, 
HUD  Secretary George Romney was known as a production  man and 
the Department responded by approving record numbers of subsidized 
housing and insuring many properties  in risky areas. But  in early 1972, 
with many loans going sour, the Secretary  in test imony before a con­
gressional committee cited a number of factors  inc luding “excessively 
zealous implementation of congressional mandates to insure mortgages 
on inner city housing for the poor.” 27

Another problem has to do with institu tional missions and view­
points that transcend  in time the comings and goings of different ad­
ministrations. Pr ior  to the 1960’s the Federa l Housing Administration 
had li ttle responsibil ity for low-income housing. It s main mission was 
to insure housing mortgages on propert ies sold or rented at market 
prices. FH A viewed itself as a self-sufficient insurance agency tha t 
could function with li ttle or no support from the taxpayers.  The deci­
sion to assign FHA responsibility for subsidized housing programs 
and to write insurance on properties in declining neighborhoods was 
met with opposition by mortgage bankers and other  groups with which 
FHA did business. And for some FH A personnel the instruction to 
move into subsidized housing and depar t from the canon of economic 
soundness as a basis for u nderwriting mortgage loans seemed to be in­
consistent with everyth ing the agency had stood for.

Today FH A is a shadow of its former self. In 1976 FH A insured 
5 to 6 percent of new homes sold and 7 to 8 percent of ex isting homes 
sold. It is submerged within HUD  without clear lines of a uthority to 
the field and under an assis tant secretary only one of whose duties is to 
run the agency. It  may be unwise to t ry  to restore FHA to the domi­
nant role it once played in residential finance, but some people believe 
that  it could have a constructive p art  in meeting housing requirements. 
A starting point would be to clarify its mission and assign the  agency 
a consistent set of functions. Looking at FH A’s achievements as well 
as shortfalls, some housing experts have suggested that  the agency be 
reconstituted to serve first-time homebuyers, rental housing, and 
credit-short areas but not necesarily have a prominent role in dealing 
with the housing needs of low-income families. In helping to increase 
the supply of housing fo r middle- and moderate-income families, how­
ever, FHA would be loosening markets to some degree for  lower- 
income families.

27 T es tim on y of  Sec re ta ry  Ro mn ey  be fo re  th e Hou se  Com m itt ee  on  B an ki ng  an d Cur ­
rency, Sub co m m itt ee  on Hou sin g,  be ar in gs on re al  e s ta te  se tt le m en t co st s,  Fe b. 22 an d 24. 
197 2. p. 57. Th e st a te m en t was  in co nn ec tio n with  pr ob lem s in D et ro it , Mic h.
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In seeking to improve the effectiveness of HUD programs, it  may also be useful for the Congress and the A dministration to examine the many social requirements imposed on HU D's  housing programs. These include environmental reviews and impact statements, reviews for con­sistency with areawide plann ing (A-95) by councils of  governments or other agencies in metropolitan areas, payment of preva iling wages to construction labor (Davis-Bacon Ac t), and similar  provisions of law or administrative regulation. Each of these requirements presum­ably has a social prior ity in its own right.  But housing has proven a frai l vessel for the  ca rrying of so many social goods. Moreover, when there are alternative ways of securing financing or other  forms of Federal  he lp withou t complying with all these requirements, builders and borrowers will seek the less burdensome and time-consuming sources. The decline of FH A volume is in some measure a ttributab le to the more stringe nt requirements of this  nature  enforced with  respect to its programs as compared -with conventional financing.
If  public housing and leased private housing programs are to have a substan tial role in assisting lower income families, more attention will need to  be directed not only to HU D’s administrative practices but also to the structu re and functioning of local housing organiza­tions. I n the last hal f dozen years operating  expenses of public hous­ing agencies have climbed at a sharp rate and necessitated increasing amounts of Federa l payments toward such expenses. The fiscal year 1978 budget requests authority  to obligate $665 million for this  pu r­pose. Studies done for HUD by the Urban Institute have identified certain  characte ristics of high performance  housing agencies. These include strictness in enforcing rides, quick response to tenant problems such as clogged toilets, involvement of tenants in rule-setting, and deci­sionmaking at  the projec t site rathe r than the central office.
If  effective use is to be made of existing housing, local housing ma­chinery will have to be improved. Local public housing agencies (PH As)  have princ ipal responsibi lity in connection with section 8 existing housing. An effective PH A will establ ish outreach communi­cation with landlords and prospective program participan ts. I t will also be in close touch with real estate groups, tenant organizations, and public agencies such as the building  inspection department and welfare agencies.
Alternative or supplementary local delivery mechanisms may also merit consideration. It  might  be possible to develop a program tha t would attra ct participatio n by private rental agents and property man­agement firms. Perhap s they could be licensed by city hall o r HU D or both. To reach the full market potentia l of the existing  housing pro­gram, a broadening of the delivery system along these lines may be indicated.
For the program to be attractive  to landlords, rents must be realistic­ally set. One of the major administra tive difficulties of the existing housing section 8 program, according to the General Accounting Office and other observers, has been the use of fai r market rents. The fair  market  rents are intended to protect the tenan t and the government from overcharge, preclude occupancy of luxury houses, and control program expenditures. In practice  they have been unwieldy and cannot be changed quickly to ada pt to  altered  market conditions. Their use as
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a means of budget control may prevent correction of  original miscalcu­
lations or adjustm ents reflecting market changes. An alternat ive ap­
proach would be a maximum limit  upon the subsidy to be paid, say, not 
to exceed the maximum amount payable fo r newly constructed conven­
tional public housing in the locality. Administ rative controls could 
prevent use of luxury housing.
A balanced approach to lower-income housing

Housing policy emerges from the political process. It  may be in­
formed by technical analysis but there is no single definitive solution 
that analysts can determine for the housing problem. The la rge r ques­
tions about housing have to do with income distribu tion, stabil ization 
of the economy, equal opportunity , and environmental protection. On 
such matters, the Congress and the Nation are often faced with diffi­
cult choices among several good social objectives, and the decisions are 
ultimately made not through technical calculation but  value 
judgments.

In rethinking national housing policy for lower-income people, it 
may be useful to have some guid ing princip les and facts before us.

1. We must be concerned with providing  adequate housing services 
over time. Like o ther forms of  capital investment, housing is va luable 
only to  the extent i t yields a stream o f income or amenities over a pe­
riod of  years. P roducing a given number of new or rehabilita ted hous­
ing units in any one year is only the beginning of the process; the 
structures must be properly occupied, operated , and maintained.

2. A corollary of the first point, is that  we cannot afford subsidized 
housing programs tha t permit  developers or sponsors to build and run. 
Rental housing for lower income households, especially families with 
children,  is difficult to operate  and maintain. Experienced and com­
mitted sponsors are called for . Local housing authorities  have a long­
term responsibili ty. Some priva te sponsors bring  a long-term 
commitment to their developments. But H UD  has found it  necessary to 
take back many mortgages or properties  within 3 to 5 years of construc­
tion. The department’s inventory of acquired proper ties and assigned 
mortgages in mul tifamily s tructures tota led more than 250,000 units in 
Jan uary 1977. Over two-fifths (43 percent) of these defaulted prop­
erties were financed under subsidized programs (section 236, 221(d) 
(3) BMTR, and 221(d) (4) with 100 percent re nt supplem ents) .

3. Location of housing is central to its long-term value. Sturdy  build ­
ings in undesirable locations are bound to be less valuable than  those in 
good locations from a social as well as investor viewpoint. Poor  sites  
have been a pr incipa l reason for  the failure of a number of subsidized 
developments.

4. Housing is costly. There is no cheap way at present to provide 
large numbers of low-income families with adequate housing within 
the ir means except by overlooking the ir problems. For example, under 
the section 8 program involving new or substantially rehabilita ted 
units, the direct subsidy per family in fiscal year 1978 will average 
about $4,000 per y ea r; with existing  housing, it will average $2,200 a 
year.

5. Housing  subsidies are  a form of income redis tribut ion. The pr in ­
ciple of equity suggests tha t all households who are eligible for assist-



ance  sho uld  be able to a va il them selv es of  the  help . I f  the  subs idie s were 
to  tak e the  form  of  housing  allowances  pr im ar ily  ut ili zing  ex ist ing  
housing, Fe de ra l ou tla ys  af te r a bu ild up  ove r 3-5  years  cou ld ran ge  
between $7 and  $9 billio n a  year .

6. A bala nce d ho using  ass istanc e ap proa ch  for  lowe r-incom e fa mi lies 
will  pro bab ly req uir e bo th  new and ex ist ing  hou sing. Th is  is recog­
nized in the prog rams au thor ize d by Con gress in 1974—th e section 8 
pro gra ms . In  some typ es of  m arke t s itu ati on s an d fo r c er ta in  typ es  of  
househo lds, new constru ction  may be r eq ui re d; in o thers  ex ist ing  hous­
ing m ay suffice. Th ere is  a pr im a facie case f or  mak ing do  with  ex ist ing  
housing whe re the  su pp ly is amp le a nd  in  good condit ion . B ut pr og ram 
ad min ist ra to rs  have to keep a close wa tch  to  be su re r en ts a re  not  shoot­
ing  u p as a resu lt of  th e sub sidy prog ram . Th is cou ld ha pp en  i f ma ny 
of  th e assi sted  fam ilie s need  la rge un its , whi ch tend  to  be in s ho rt su p­
ply , o r i f t he  ho using  m arke ts a re sh arply restr ic ted ag ain st mi norit ies  
by discrim ina tory  prac tice s.

7. Spec ial incent ives m ay be necessary to ind uce  housing  managers— 
public and pr ivat e—t o acce pt a fa ir  sha re of  the lowest income fam ­
ilies. Ho us ing ma nagers will normally give pre ferenc e to the  less p oor  
ra th er  th an  the lowest income fam ilie s among the elig ible s since  the  
poo res t are  conside red mo re difficult tena nt s and less able  to abs orb  
fu tu re  increases in  op erat ing expenses.

8. Home ownersh ip is an expensive pro posit ion  and ge tti ng  re la ­
tiv ely  more so. I f  it  is pre ssed upon low-incom e fam ilie s wi th slim 
pro spe cts  of r ai sing  th ei r incomes a t th e ra te  of  general  p rice  inc reases, 
seve re problems a re vi rtua lly inevitabl e. By  a nd  larg e, if  home ow ner­
sh ip  ass istance  is availabl e, it  would be u nrea lis tic  to  br in g in fam ilie s 
with  incomes below $10,000 a year .
Some  near- term imp lic ati ons

Th is sect ion pre sen ts some implications  fo r housing  p olicy and pro­
gra ms  over the next  ye ar  or  two. The issues include program s levels  
and emphasi s and prog ram admin ist ra tio n wi th in  the  fra me wo rk of 
hou sing policies  pre vio usly establ ished by the Congres s. The new Ad­
minist ra tio n has n ot had sufficient time to  fo rm ula te and  propo se ma jor 
new poli cy dir ectio ns  fo r hou sing. The revised budget subm issions 
do, however , reflect some change s in emphasi s th at  are  noted  in th is 
rep or t.

1. Pr og ram levels.— Th e De pa rtm en t of Ho us ing and  Ur ba n De­
velopm ent  is now projec tin g total res erv ations of  assis ted housing of 
ap prox im ate ly 500,000 un its  a y ea r in  bo th 1977 and 1978. W ith in  these 
levels , 400,000 un its  wou ld be ren tal  housing  fun ded unde r section 8 
and public  housing  an d 100,000 un its  would be fo r home pur cha se 
un de r the  revi sed  section  235 pro gra m.  The to tals are wi th in  the  
numerical ta rg et s fo r assi sted  housing  set by the  Congress in 1968— 
6 mill ion  ass iste d u ni ts over  a 10-year per iod .

How ma ny of  these res erv ations will be tran slat ed  into  occupied 
un its  ove r th e nex t 3 years  rema ins  to  be seen. In  t he pas t several years 
HUD has con sis ten tly  fal len  beh ind  its own estimates . The  fiscal ye ar  
1976 bud get  est imated th at  140,000 un its  wou ld be made ava ilable  fo r 
occupanc y un de r section  8 and  public  housing  th at  ye ar ; the  actual  
num ber , as repor ted  in H U D ’s most recent budget jus tifi cat ion , Ma rch  
1977, was less tha n 62,000 unit s.
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While the need for assisted housing is great, HU I) might be well 
advised to set reasonable targets and to build up the volume of as­
sisted housing in a deliberate manner. There are good reasons for 
avoiding a crash program. The forced-draft production levels of 1971 
and 1972 permitted  a number of projects to be approved in poor loca­
tions, with questionable management commitments, and based on un­
derestimates of future opera ting expenses. HUD may presently  lack 
stalf capacity to handle a big increase in processing and supervision 
of assisted housing. With  private housebuilding activity  on the rise, 
there are potential  inflationary effects on construction and land costs 
from large additional injections of new housing. Not least, we need to 
think about the housing after it is buil t and to assure tha t localities 
and sponsors assume a long-term view of their responsibilities for the 
housing developments and the neighborhoods in which they are lo­
cated. Tenants, too, have responsibilities.

2. The mix of new, rehabilitated arul existing housing.—The 1976 
Housing  Author ization  Act requires HUD to allocate assisted units 
among new, rehabilita ted, and existing housing to the extent practi­
cable in accordance with local housing assistance plans. Pr ior  to  this 
statu tory change, the previous Administration was pressing localities 
to rely primarily upon existing housing in utilizing the section 8 pro ­
gram. Now the pendulum is swinging in the other direction, with 
housing assistance plans calling for 57 percent of the assistance in 
the form of new or substantially  rehabilitated  houses. At the present 
time the  Congress has no assurance that  the mix reflected in the local 
plans consti tutes the most effective and least costly way of meeting the 
housing needs of lower income families. New and substantia lly re­
habil itated  houses require annual payments tha t are almost twice as 
high as existing units. Where market conditions are favorable, a good 
case can be made on cost grounds to utilize existing  units. It is possible 
tha t more families could be helped with a given amount of Federal outlay.

A small technical amendment might increase the effectiveness of the 
Federal aid while continuing to give localities the lead role in deter ­
mining the mix. Language could be considered tha t would require that  
the Secretary of the Department of Housing and Urban Development, 
in app roving  housing assistance plans, find th at the locality is propos­
ing to utilize the least expensive and most effective combination of 
newr, rehab ilitated and existing housing, taking  into account both im­
mediate and longer-term effects upon the quality,  composition, and 
prices of the existing inventory of housing and consequences for  non­
participan ts as w ell as partic ipan ts in assisted housing.

3. Moderate rehabilitation under section 8.—The legislation and ad­
ministra tive procedures governing section 8 appear to recognize only 
one possible level of upgrading of existing housing:  substantia l 
rehab ilitation . Unit  costs for substantial rehabilitation under section 
8 are running as high as new construction. Moreover, substantial 
rehabilitation  may result in displacement of tenants from previously 
occupied properties. Moderate rehab ilitation has been encouraged 
under several HUD  pro grams; it may be a way of enlarging the supply  
of modest but acceptable existing  housing for section 8 families. HUD  
could be authorized to utilize such improved proper ties under  section 
8 and instructed to develop effective approaches of this type.
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4- Mod erate rehabil ita tio n throug h publi c acq uis ition.— An othe r 
way of  foste rin g mo der ate  reha bi lit at ion is th roug h the pub lic hous­
ing  pro gra m.  Local publi c housing  agencies could be encouraged to 
acq uire prop ert ies  th at  requir e some impro vem ent s but  not  complete 
rec onstru ctio n. “A cquis itio n—with or witho ut reha bi lit at ion” is the 
han dle  fo r a H U I)  prog ram th at  could  be ac tiv ate d for th is purpose. 
If  modes t imp rov ement s o r mo derni zat ion  were req uir ed, funds would 
be ava ilable  fo r th is  pur pose.  To  the  ex ten t feasibl e from a ma nage­
me nt sta nd po in t, houses wou ld be acq uired in a numb er of dif ferent  
blocks and neighborho ods to  avo id overc oncentr ation  of subsidized 
fam ilie s an d th e m oving out of  uns ubs idiz ed fam ilie s.

5. Role of publi c housing agenc ies.— The new ad min ist ra tio n's  re ­
vised budget proposes to plac e more  rel iance upon  local public hous­
ing  agencies fo r con ven tion al or tu rnke y pub lic hou sing. The Fo rd  
bu dg et  proposed no ad di tio na l res erv ations of  public  housing  un its  
in fiscal year 1978; the Car te r b udget call s fo r 50,000 unit s. Stu die s by 
the  U rban  In st itut e sug gest t ha t a num ber  of P H A ’s have the  c apaci ty 
to expand th ei r prog ram s, pa rti cu la rly  those in middle and  smaller 
sized  com munities. Uni t cost s are  also somewh at lower th an  fo r p ri ­
vately sponsored dev elopments unde r section 8 fo r the  same income 
levels. As of  mid-1976 t he re  were more  tha n 2,800 public  housin g agen­
cies wi th a to ta l of  almost 1.2 mil lion  un its  un de r manag ement . The 
ave rag e income of publi c housing ten an ts in 1976 was about $1,200. 
Th e P H A ’s hav e a subs tan tia l fun ction  in housing  the  poor both in 
ma naging  and inc rea sin g th ei r own pro jec ts and ad min ist er ing the  
sect ion 8 pro gram  in  connection  with ex ist ing  hous ing .

6. Metr opoli tan -wide  hou sing op po rtu ni ty  plans.— HUD has been 
giving  bonuses  o f 10 perc en t or  more above nor ma l allo cat ion s of sec­
tion 8 un its  to com muniti es t hat,  have agreed  to  par tic ip at e in are awide  
fa ir  share housing p lans. Th is  practic e ap pe ars to  be an effective way 
of  ca rrying  o ut  the  sp ir it  of  the  F air  Housing Act  and congres sional 
in tent  wi th  rega rd  to me tro po litan  coo peratio n. I f  the  Con gress ap ­
pro ves  of  th is approach , it  may  wan t to clar ify  its end orsement  in 
re la tio n to  the 1976 amend ment req ui rin g di st ribu tio n of section 8 
fund s in accordance wi th local housing ass istance  plan s.

7. The loan  ma nageme nt inve ntor y and section 8.— In  1976 HUD 
comm enced to pro vid e sect ion 8 a ssis tanc e to ce rta in  financ ially tr ou­
bled  rental  dev elopments wi th mo rtg ages ins ured  or  held by the  De­
pa rtm en t. By  th e end  o f Septe mb er 1976, such he lp had been extend ed 
to  developments co ntainin g 111,448 units . The De pa rtm en t ind ica tes  
in its  budget pro posal s fo r fiscal year 1978 th at  an addit ion al 55,000 
un its  migh t be sim ila rly  assi sted . Th is act ion  has been cri tic ize d on 
two  coun ts:  firs t, as a ba ilo ut of pro jec ts th at  would otherw ise  add 
to  the alr eady  lar ge  inv entor y of IIU D-h eld pr op er tie s:  second, as a 
displacem ent  of  uni ts th at  were intended to help pre vio usly unassis ted  
fam ilie s un de r section 8. Sev eral  questions may  be asked  about thi s 
practic e. W hy  has HU D been reluc tan t to use au th or ity  and  funds to 
assi st section 236 p rojec ts with finan cial difficulties associated pr im ar ­
ily wi th ris ing pr op er ty  t axes  and ut ili ty  costs? Ad mitt ed ly , th is  is not 
a general  solution fo r all of  H D D ’s financ ial ly tro ubled  dev elop­
men ts, bu t it  could help wi th some. Second, wh at are  t he pro spects  f or  
re sto rin g various prop er tie s in the  loan  ma nag ement  po rtf ol io  to  eco­
nom ic viab ili ty  wi th and wi tho ut ad di tio na l paym ents?  A thoro ugh
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examination and report to Congress by the Department on the loan management inventory would seem to be indicated.
8. i s section 235 workable? For what income groups?—HDD pro­poses to raise the mortgage limits on section 235, the home ownership assistance program, and make reservations of 100,000 units a y ear in 1977 and 1978. Fewer than 19,000 units were reserved under section 235 in 1976 and the transi tion quarte r and less tha n 600 units  started.* This may be attributable to the relatively low mortgage ceilings ap­plicable to the program that  precluded its use in many par ts of the country. With the new mortgage limits and interest rates subsidized down to 5 percent—plus .7 percent for mortgage insurance premium— 

r  homebuyers without  previously accumulated equity or other resourceswill need incomes between $14,000 and $18,000 to participate. For  most families with incomes below these levels to partic ipate , it wouldbe necessary to deepen the subsidy.
9. Getting a handle on housing costs.—Both construction costs and operat ing expenses for housing have risen faster than prices generally over the past half  dozen years. More recently, with housing activity  star ting to pick up, lumber costs at wholesale jumped 24 to 30 percent in 1976 and are expected to increase another 25 percent in 1977. Land prices, fees, and other costs are rising as well. Perhaps it is time for another thorough assessment of the factors contributing to  rising hous­ing costs and consideration of ways to arrest  these trends. H UD could be directed to carry out such a study. Alterna tively, a national com­mission might be established for th is purpose.
10. What  marching orders for  HUD ?—The Department of Housing and I rban Development is cast in the role of a David facing G oliath­sized problems. I t is expected to stabilize construction activity but has little  or no role in formulating the fiscal or monetary policies that can send housing into a slump. The department has lacked the tools and the funds to restore decaying neighborhoods. And its resources have been limited to dealing with the housing needs of lower income people. Still , there s much that HUD can do in the next several years. And the Congress can help by clarify ing its priorities.
There is considerable support for the view th at our national policies should place a high prior ity on preserving neighborhoods and the ■ existing housing supply. More attention could be given to H UD ’s per ­formance as a conservator of older neighborhoods. The Departmen t’s success in dealing with its own large inventory of assigned mortgages and acquired propert ies would be another measure of effectiveness. Perhaps less emphasis should be placed on the numbers of assisted housing starts attained in the next year or two. Certain ly there is need for additional volume. But it may not lie helpful to push HUD  into a numbers game. The new leadership needs time to strengthen the ad­minist rative  capabili ty of the  Depar tment. It also needs a clearer sense of its missions. To consider and clarify missions is the responsibility ■\ of the Congress.

8 7 -3 45  0  -  77  - 3



Tiie Current State of the Section 8 Housing P rograms

(By Grace Milgram,  Specialis t in Housing, Economics Division) 

BACKGROUND

The leased housing program was established in Title II  of the Hous­
ing and Community Development Act of 1974, as Section 8 of the 
amended United States Housing  Act of 1937. It  is current ly the pri ­
mary instrument for the provision of housing assistance to households 
with incomes too low’ to  obtain decent housing in the private market. 
It is an outgrowth from the section 23 1 leasing program under which 
public housing authorities leased units in priva tely owned housing 
and sublet them to households eligible for admission to public housing.

Section 8’s adoption followed the suspension in Jan uary, 1973, of the 
section 235 2 home ownership program, the section 236 2 moderate- 
income rental program, the rent supplement program, and the low- 
rent public housing program, which together had formed the major 
Federal housing subsidies for moderate- and low-income households. 
Thereafter, the only projects eligible for assistance under these pro­
grams were those for which earlie r commitments had been made. Sec­
tion 235 was reactivated in a modified form as a result of court action, 
and conventional public housing th rough congressional direction, but 
not to the levels previously reached.

DES CRI PT IO N O F T H E  P ROGR AM

Section 8 in general provides assistance to renters whose incomes are 
80 percent or less of the median in their  area. For operational  pu r­
poses, the limit for four-person families is set at 80 percent of median, 
and adjustments are. made up and down for larger and smaller house­
holds. Thi rty  percent of those assisted must have incomes below 50 
percent of median, simila rly adjusted for household size. The assisted 
household pays 15 to 25 percent of its gross income for  rent, the exact 
percentage varying with its size. The Government pays the landlord  
the difference between the household’s pavment and the contract rent 
approved by HUD. The only Federal criterion for tenant par ticipa­
tion is income. Localities may set other requirements or establish pri ­
orities in types of households assisted in the rental of existing units.

The apartments which tenants rent may be existing units, or units to 
be rehabil itated or in proposed new’ construction. To rent an existing 
unit, a familv must first receive a certificate from a public housing 
agency fPH A)  and then locate and rent a unit which meets oualitv  
standards at an acceptable rental from a landlord who agrees to par­
ticipate in the program. Households may continue to live in apar t-

1 Of th e U.S. H ou sing  Ac t of  193 7, as  am en de d bv th e  H ou si ng  an d Urb an  Dev elop men t
Ac t o f i9 60 . , _  ,

2 Of th e  N at io nal  H ou sing  Ac t of  1934, as  am en de d by th e  H ou sing  an d U rb an  De ve lop­
m en t Ac t of  1968.
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ments they already occupy if they meet requirements. For reha bilit a­
tion and new construction, the developer obtains a prio r commitment from HU D to subsidize some or all of the units in the  completed bui ld­ing. The owner then rents to any applicant household, as in any rental 
in the private market, provided its income is below the maximum. I here are some existing units in FHA-insured, financially troubled  
structures in which section 8 has been a ttached to the project, as with new construction.

The rents in all types of programs must be no higher than fai r mar­ket rents (FMR) established by H UD for each housing market  area 
in the country, with the possibility of exception up to 20 percent 
higher with HUD approval. Fa ir market  rents are set separate ly for 
each of the program types, for the kind of building  in which the unit is located (for example, walk-up, elevator), and by number of bed­
rooms. In addition,  contract rents must be approved individually for each unit,  based on rents for comparable apartm ents in the area.

The number of assisted households nationa lly is determined by the size of the authorization  and appro priat ion of contract  and budget au­thor ity by the Congress. The central HUD office allocates th is amount among its regional offices, which in tu rn allocate funds among field of­
fices in the ir jurisdictions.  The field offices dis tribute the fimds among 
the program types, and then receive proposals from public housing 
agencies for partic ipation in the existing program and from develop­ers for the new construction and rehab ilitation programs. Allocations 
are made on the basis of population and other criteria  established in the 
Housing  and Community Development Act of 1974, including con­
formi ty with a housing asistance plan prepared in localities in accord­ance with the terms of th at act. There are some special restric tions and 
incentives in the allocations; 20 to 25 percent of  the funds must be used in non metropolitan areas, and HUD has an arrangement with the 
Farmers Home Administra tion to use section 8 subsidies in conjunc­tion with units it assists in its section 515 program. Similarly, projects 
for the elderly w’th section 202 loans also receive section 8 assistance, 
curren tly, by HUD regulation, for all th eir units. Special bonuses can 
be given to metropolitan areas whose separa te municipalities have en­
tered into cooperative agreements so that families may rent throughout  the area ; and to cities in which building t rade  unions have set special 
rates to encourage rehabilitation. Special allocations may be made to State housing finance and development agencies (HF DA ) for projects which they finance.

For new construction, there are requirements to be met other than 
rent levels. These include site location criteria, environmental impact 
considerations. HU D minimum property standards, and payment of 
prevail ing wage rates. Tf FHA insurance is desired, F HA  underwri t­
ing procedures must be followed and standards met. The procedure with private financing is complex and time-consuming. Special “fast- 
track” processing has been established for HFDA-financed projects which expedites their development.

The following sections report on the appropriations for the program 
the level of activitv achieved, the types of households assisted, and the 
problems encountered in its administra tion and use. These are followed by an Appendix which contains a much more detailed description of various aspects of the operation of the program.
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AUTH ORIZ A TI ON AND  APP RO PR IA TI ON OF FU N D S

On  Septe mb er 19, 1973, the Pr es iden t ann oun ced  res um pti on  of the  
low -rent publi c hou sing sect ion 23 lea sin g pr og ram un de r revi sed  
reg ula tions , and th is  was foll owe d by the  adop tio n of  a renum ber ed 
section 8 in  the  1974 act.  It s exp ected dim ens ions can  be seen in the  
HU D bud get  pro posal s fo r fiscal 1976, which  es tim ate d th at  annu al 
co ntr ibuti on  contr ac ts wou ld be reserv ed fo r 200,000 u ni ts in fiscal 1975 
and 400,000 in fiscal 1976. The act au tho riz ed  ad di tio na l annual con ­
tr ibut ions  c on tracts  o f $1,225 b illi on , the  bulk of which  was ava ilable  
fo r section  8. A t lea st $150 mi llio n pe r ye ar  was to be used fo r un its  
owned by public  housing  agen cies , of  which not more  th an  ha lf were 
to be constructe d o r r eh ab ili ta ted fo r own ers hip  u nd er  sect ion  8. I n ad ­
dit ion to  th is  $150 mi llio n pe r year,  $15 mi llio n in each  of  fiscal 1974 
and 1975 was  auth or ize d to finance low-cost ho us ing  f or  I nd ians , n one  
of  w hich cou ld be used un de r section 8. O pe ra tin g sub sidies  a nd  othe r 
ma nageme nt costs also fell un de r th is  au tho riz at ion . HU D, in Ja n u ­
ary 1975, allocated $900 mi llio n to  section 8 use.

The 1976 Ho us ing Autho riz ati on  Act added $850 mi llio n in con ­
tr ac t a ut ho ri ty  for  fiscal y ea r 1977. with $633 mi llio n fo r section 8. The  
IIU D  fiscal year  1977 ap pr op riat io n law—P.L . 94-378—released 
$520 milli on i n co ntr ac t au thor ity  fo r section 8, ou t of  a  tota l contr act  
au th or ity  a pp ro pr ia tio n of $675 million.  U sin g t hi s ap pr op riat io n and  
au th or ity  ca rri ed  o ver  fro m e ar lie r yea rs, on Dec ember  8. 1976. H U D 
allo cated $564 m illion to  r egion al offices f or  use in section  8 act ivi ties .

ACT IV IT Y UNDER T H E  PRO GRAM
Reservations

"From the  begin nin g of the  prog ram  th roug h Se pte mb er 30, 1976, 
res erv ations to taled 585,000 uni ts  (exc lusiv e o f some 7,000 w hich lapse d 
and were  re tu rn ed ).  One -th ird  were  fo r new construction , one- 
tw en tie th  fo r reha bi lit at ion,  over two-f ifths  fo r un its  in the  ex ist ing  
un it  prog ram, an d ju st  shor t of  one-fif th fo r loan  ma nag ement  and  
pr op er ty  di spo siti on uni ts (Tab le 1).  R ese rva tions are  made a t the time  
of  pr el im inary acce ptan ce of  a pro posal  in the  new const ruc tion and 
reha bi lit at ion prog ram, and at  the  tim e of  a cceptan ce of a PITA pr o­
posal in th e ex ist ing  pro gra m.



31
TAB LE 1.— ACTIV IT Y UND ER SEC. 8, BY PROGRAM TYPE, FISCAL YEAR 1975 THROUGH TR ANS ITIO N QUARTER AND 

ES TIM ATED  FISCAL YEAR 1977-78  

[Thousands of units]

Actual

Program type

Tota l actual Fiscal
-----------------------------------------  year
Units  Percent 1975

Transition 
quarte r 

Fiscal (July 1 to 
yea r Sep t. 31, 
1976 1976)

Estimate

Fiscal Fiscal
year
1978

A. Reservations :
New  construction >.......... 189.4 33 32.4 91 .1 66.0 91 .1 19 9.0Rehabili tat ion________ 23.4 4 4. 4 10. 1 8 .8 25.5 23 .0Existing_______________ 25 8.4 44 55. 3 12 7.9 75 .2 72.6 11 7.0Loan management and prop-

erty disposition_____ 11 1.5 19 . . 43.9 67. 6 NA 55.0

Tota l_____________ 58 2.7 100 92 .1 27 3. 0 21 7.6 189.1 39 4.0

Star ts:
New  construction............ 32. 3 94 . . 13 .0 19 .2 10 0.0 10 0.0Sec. 202 2 ........................... (2 8 .1 ) (3 1 .1 )Rehabil ita tion_________ 2.1 6 __ 1.2 .8 10 .0 25.0Existing_______________ NA . . . NA NA NA . NALoan management and prop-

erty disp os ition .......... NA . . . NA NA NA NA NA

Tota l....................... 34 .3 100 . . 14 .3 20.0 11 0.0 12 5.0

Comp let ion s:3

New  construct ion______ 6.3 7 . . *3 .4 • 2 .9 20.0 50.0Sec. 202 2 ............ ............... (1 5 .6 )Rehabil itation_________ .5 1 . . .3 .2 5 .0 10.0 '
Exis ting______________ 54 .3 59 . . 29.5 24. 7 94.5 17 0.0Loan management and prop-

erty disposition_____ 30 .9 33 NA 2.5 28. 4 80.5 5 .0

T o t a l . . . ................ 92.0 100 . . 35. 7 56. 3 20 0.0 235.0

1 Inc lud ing  conversions into  sec. 8 of structures begun und er othe r programs.
2 Structures financed under sec. 202 wi th sec. 8 com mitments  are included in new construction.
3 Includes exist ing units availa ble  for occupancy

Note:  Deta ils may not add to totals  because of rounding.

Source: Summ ary of HUD budget, fiscal years  1976, 1977, and 1978.

The time which will elapse before actual occupancy is problematic. 
The program was slow in getting under way. A lengthy period fol­
lowed i ts adoption, during which HUD  prepared and issued income 
limits, fai r market rents, regulations, and handbooks, and allocated 
funds to the regional offices. The regional offices in turn allocated funds 
among the field offices, who then followed complex prescribed pro­
cedures in allocating funds among localities and program types and 
obtain ing proposals for reservations. The first reservations were not 
made until the spring of 1975, and occupancy of existing units did 
not begin until November of tha t year.

Reservations consistently fell short of targeted goals until the  transi­
tion quar ter (Table 2). They were fa r ahead in the transi tion quarter, 
however, and during the entire 15-month period of Ju ly 1, 1975- 
Sept. 30, 1976, 490,000 units were reserved instead of an expected 
400,000. Idle pace dropped again during the first quarter of fiscal year 
1977, with only 3,700 units  reserved in the four months from Octo­
ber 1, 1976 to Jan uary 31, 1977, exclusive of special programs such 
as elderly housing (section 202) receiving section 8 assistance.
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TA BL E 2.— COMP ARISO N OF UN ITS EXPECTED IN  1976, 1977 AN D 1978 BUDGETS AND  AC TU AL  PERFORMANCE

A ctiv it y  ye ar

Tra nsit io n
1976 quarter 1977 1978

A. RESERVATIO NS
New constructio n:

1976 budget.............................................................................  30 0,00 0 ................................................. .........................................
1977 budget______________________________________ 90,00 0 22,50 0 11 2,500 ______________
1978 budget_____________ _________ _______________ ‘ 91 ,130  ‘ 65 ,9 86  91 ,065  19 9,000Rehabili ta tio n:
1976 budget.................... ........................................... .......................................................................... ................... ........................................
1977 budget______________________________________ 10 ,000  2,5 00 12 ,500  ______________
1978 budget______________________________________  ‘ 10 ,123  ‘ 8, 848 25 ,455  23 ,0 00

Exist in g:
1976 b u d g e t. ........................................................ .................  10 0,00 0 . ................. , ...................................................... ...............
1977 budget______________________________________ 132,000 33 ,000  16 5,000 ______________
1978 budget______________________________________  '  12 7,88 9 ‘ 75 ,157  72 ,5 55  117,000

Loan man ag em en t:
1976 b u d g e t. . .....................................................................________ ________ _____ _______ _____ __________________________
1977 b u d g e t . .. ________ . . ______ . ________________  88,00 0 22 ,0 00  110,000 _______________
1978 budget................ ................. ........................................... ‘  43 ,8 84  ‘ 67,56 4 ______________  55 ,000

To ta l:
1976 b u d g e t. . .......................................................................... 40 0,00 0 _____________________________ _______________
1977 budget______________________________________  320,00 0 80,0 00  40 0,00 0 ______________
1978 budget______________________________________  » 2 73 ,026  ‘ 217, 555 189, 075 394, 000

B. STARTS
Ne w construction:

1976 b u d g e t. . ........................................................................
1977 b u d g e t. . .................... ....................................................
1978 budget........................ .. ..................................................

Rehabili ta tion:
1976 b u d g e t. . ...................................... ....................................
1977 budge t.............................................................................
1978 budget........................... ................. ................................

Exist ing.................. .......... . . ............................................................
Loan man ag em en t.................................................... ......................
To ta l:

1976 budget..............................................................................
1977 bud ge t..............................................................................
1978 bud ge t..............................................................................

140,000 . . .  
39, 600

‘  13, 039
22,50 0 

‘  19, 245
110,700 . . .  
100, 000 100, 000

4, 400 2, 500 12 ,300  . . .
‘  1, 248 ‘ 803 10, 000 25, 000

( ’ ) C ) ( ’ ) W
<*> <’ ) <*> (* )

140,000 .................. ........................................................................
44; 000 25, 000 123,000 . . .

‘ 14, 287 1 20, 048 110, 000 125, 000

C. CO MP LETIO NS
Ne w constructio n:

1976 budget.............................................................................. 27, 000 ..........................................................................- .............1977 budget................ .......................................................................................................................... 3,600  ..............................1978 budget............................................................................. ‘ 3,40 7 ‘ 2,94 1 20,00 0 50 ,000
R ehabili ta tion:

1976 b u d g e t. . ............................................................................................................................................................... - ...................................1977 budget.................................................................................... ......................... ............................  400 .........................1978 budget.............................................................................. > 250  ‘ 218 5,00 0 10 ,000
E xis ting:

1976 budget.......................................................... .................... 70 ,000  .................................................— - .................................1977 budge t........................................ .....................................  47 ,000  40 ,000  173,0 00  ------------------------1978 bud ge t.............................................................................. ‘ 29 ,531  ‘ 24 ,746  94 ,500  170,000
Loa n man ag em en t:

1976 budget.........................................................................................................................................................................................................1977 budge t____________ ___________________________________________________ ___  . 35 ,0 00  ..............................1978 bud ge t.............................................................................. ‘ 2, 480 * 28, 442 80, 500 5, 000
T o ta l:

1976 budget.............................................................................. 97 ,000  ................ .......... ...............................................................1977 bu dg et  ............................................................................ 47 ,000  40 ,000  21 2,00 0 ........... ................ .1978 bu dg et  ..................................................................... ‘ 35 ,668  ‘ 56 ,347  20 0,00 0 23 5,00 0

‘ Actual num be r achie ved.
2 No t app lic ab le .

Sou rc e: Su mmar y o f HUD budget , fis ca l ye ar 19 76 ,197 7,  and 1978.

Reflecting budget and contract authority limitat ions and directions 
in the  1976 Housing Authorization and Appropriation  Acts, the 1978 
budget estimate, appea ring in Jan uary 1977, lowered expected reserva­
tions for fiscal year 1978 from a projected 400.000 in the 1977 budget to 
189,000. Although the number of projected new construction units 
was cut from 112,500 to 91,000, this represented an increase in pro­
portion from 28 to 48 percent. The revised budget, issued in February 
1977, increased the total of subsidized units  from 235,800 to 400,000.



The 235,800 figure includes 46,700 conventional public housing units. 
It is not clear from the published budget revision whether all the 
164,000 additional units are to receive section 8 assistance o r whether 
some are to be added to public housing. As of th is writing,  the  future 
of all the subsidy programs, including section 8, are under review 
by the congressional committees.

During the initial year of the program, reservations for new con­
struction were limited to conversions from other programs and pro j­
ects financed by State Housing  Finance Agencies (Table 3).  The State 
agencies were responsible for 94 percent of all reservations in fiscal 
year 1975. Faced with difficulties in selling bonds, the State agencies 
in following years managed to increase reservations in absolute terms 
but th eir share dropped to slightly over a quarter of reservations made 
in fiscal year 1976 and the transition quarter .

TA BL E 3.—S OU RCE  OF A C TIV IT Y FOR RE SE RV AT IONS  BY  TY PE OF SE C. 8 PROGRAM. BY  YE AR  

’Units in thousands)

Sourc e of activity

Total 1975 1976 and TQ

Number Percent Number Percent Number Percent

A. NEW CO NS TRUC TIO N
Con vers ions_____________ _________ 8.3 4 1.9 6 6.4 4HF DA *........................... ............ . 71.1 38 30.3 94 40.8 26Sec.  202_____ _______________ . 7.8 4 _ 7.8 5
Loan management:

Property dispos itio n___________
Other_____________________ 102. 2 54 .1 (’ ) 102.2 65

To ta l............................................... 189.4 100 32.4 100 157.1 100

B. RE HAB IL IT AT IO N
Con version s........................ .  .......... .3 1 .1 2 .2 1
HF DA *_______________________
Sec.  202_____ _____________.

7.6 33 4.1 93 3. 5 19

Loan management—
Property dis pos ition ____________ 1.9 8 . . . 1.9 10

Other________  ___________ 13.5 58 .2 5 13.3 79

T o t a l. . .____ _____________ 23.4 100 4.4 100 19.0 100

C. EX IS TI NG UN ITS
Conve rs io ns. .......................... 17.1 5 1.2 2 15.9 5HFDA i ...................
Sec.  202................... ..............

23 .8 6 5.1 9 18.7 6

Loan management—
Property dis pos ition ____________ 111.7 30 . . . 111.7 36Other__________ ___ 217. 3 59 49.1 89 168.2 53

To tal ___________________ 369.9 100 55.3 100 314. 5 100

D. TO TA L OF A LL TY PE S
Con vers ions________ 25.7 4 3.2 3 22.5 5HF DA *........... . ............ 102.6 18 39.5 43 63 .0 13Sec.  202_____ _______ 7.8 1 . . . 7.8 2
Loan management—

Property disp osit ion____________ 113.6 20 . . . 113.6 23Other___ __________________ 333. 0 57 49.4 54 283. 7 57

To tal ____ _________________ 528.7 100 92.1 100 490. 6 100

1 Housing Finan ce and Development Agencies.
2 Less than 0.5 percent.

Sou rce: HUD unpub lished  tables.

Over the period of the program’s activities through September 30, 
1976, somewhat over half  of the new construction reservations were



received by private developers and three-eighths by State Housing 
Finance Agencies. It  is estimated that three-quarters  of actual starts  
were financed by State  agencies, reflecting the difficulties developers 
seeking other types of financing have experienced in tr yin g to operate 
under the program. For  existing units, the loan management/property  
disposition program took second place to private  landlords. Not in 
existence in 1975, it received over a third , 36 percent, of reservations 
for existing units in fiscal year 1976 and transi tion quarter .

Activity was not evenly divided among the HUD regions (Table 4).  
This was part ially  because of differences in allocations arising out 
of the distribu tion formula and procedures, and part ially  from the 
activities of the HUD field offices, developers, and public housing 
agencies in the regions. One-fifth of all reservations were made with in 
tlie Chicago region, and Atlanta and New York received 16 and 15 
percent respectively. At  the other  extreme, only 3 percent were made 
within the Seat tle region, a small region in terms of population. There 
was also a difference among the regions in types of programs, rang­
ing from just under half the units  in existing housing in Chicago to 
seven-eighths in the Dallas region. The distribu tion among program 
types reflected not only field office judgments and housing market 
conditions within each region but also the degree of conversion from 
other programs, the activity of the State housing finance agencies, 
and the use made of the loan management program.

TA BL E 4.— RE SERV AT IONS  BY  REG IONS, BY  PROGRA M TY PE , CU MU LAT IVE  THROUGH SE PT . 30, 1970 

(Units in thousands)

Substanti al
Total New construction rehabilitation Existi ng

Region Number Percent Number Percent Number Percent Number Percen t

1.—Boston....... ......... ....... 43 7 12 6 3 13
z

28 7
II .— New Yo rk........ ......... 87 15 34 18 7 30 46 13
II I .— Phi lade lphia........ . 51 9 20 11 2 9 29 8
IV .— Atlanta___________ 91 16 25 13 3 13 63 17
V — Chic ago...................... 119 20 57 30 5 22 57 16
V I.— Da llas____ _______ 55 9 6 3 1 4 48 13
V I I — Kansas C it y ........... 28 5 11 6 1 4 16 4
V II I. — Denver_________ 16 3 8 4 8 2
IX .—San  Fran cisco _____ 74 13 11 6 1 4 62 17
X. — Sea ttle ____________ 18 3 5 3 13 3

To tal ....................... 583 100 189 100 23 100 370 100

Note.— Details  may not add to tota ls because of rounding. 

Sou rce: HUD unpublished tables.

Start s
Starts  have lagged even more than  reservations behind original 

goals, but also showed some speeding up in the trans ition  quarter. 
There were no new construction star ts in fiscal year 1975, 13,000 in 
fiscal year 1976, and 19,000 in the trans ition quarter . Of a projected 
7,000 rehabili tation star ts in the 15-month period,  2,000 materialized. 
Completions and occupancy

Completions in a new construction or rehabi litation program of 
course can be expected to be 1 to 2 years behind starts . As of the end 
of September 1976, only 7,000 new’ or rehabilitated units were com-



35

pleted, almost all, if  not all, conversions to section 8 from star ts made 
under section 23 or section 236. However, there have been delays in 
bringing existing units into occupancy as well. Of the  369,000 existing 
and loan management units for which funds were reserved, only 
85,000 reached occupancy by the end of the t ransition quarte r. Again, 
however, the process seems to be speeding up;  iy 2 times as many 
existing and loan management units were occupied in the 3 months 
of the trans ition  quarter as were occupied in the entire 1976 fiscal 
year. No data  are avai lable for fiscal year 1977.

AS SIS TE D HO USE HOLD S

Households to be assisted are those whose incomes are 80 percent 
or less of the median income in the area in which they live, with 
adjustments up or down for number of persons in the household. 
Adjustments can also be made in places with very low median incomes 
or very high housing costs. T his is roughly equivalent to the regular 
income limits for the old section 236 program, and, in general, lower 
than  the section 236 exception limits, which assisted some less needy 
families and thereby encouraged a grea ter degree of economic mixing 
within a project. There is a fur the r requirement tha t at least 30 
percent of assisted households at initia l occupancy must be o f very 
low incomes, that is, with incomes of not more than  50 percent of 
median, and tha t this propor tion be kept to the degree possible on 
re-renting. By regulation, except for projects financed by a State  hous­
ing finance agency, thi s requirement must be met by each newly con­
structed  or rehab ilitated project, rath er than over the program as a 
whole.

Median incomes of course vary tremendously among different local­
ities and change over time. Adjustments  in income limits are made 
on a nationwide basis each year, as well as in individual  communities 
during a year at the request of the local public housing agency or on 
the in itiative of the H UD field office. Current ly, the maximum income 
limit for four-person households ranges from $14,500 in such high- 
cost metropolitan centers as New York and Washington, D.C., to  a 
low of approximately $4,000 in low-income ru ral counties. For most 
places thi s maximum falls between $8,000 and $12,000. Under HUD  
regulations, four-person households are generally limited to the 80 
percent of median income established in the law; one-person house­
holds are limited to 50 percent of median, while limits for eight  or 
more persons go up to the median. Similar ly, limits for very low in ­
come households range from 30 to 66 percent of median, according 
to size.

These limi ts are, o f course, just tha t, maximum limits. In fact, the 
indications are tha t at least in the existing  program, prim arily  fam­
ilies with very low incomes are being served. HUD has initia ted a 
nationwide study of the operation of th e program, from which more 
reliable knowledge will be obtained of families being helped. Cur ­
rently, only a somewhat impressionistic survey is available of the 
occupants of existing units, conducted in the spring of 1976.3 It  in-

3 “ Se ct ion 8 H ou sing  A ss is ta nc e Pay m en ts  Pro gr am . E xis ti ng  H ou si ng .” F ie ld  st ud y,  Office of  P ro gra m  Ana ly si s an d E va lu at io n,  HU D,  Aug us t 1976.
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dicated tha t the average income of households in the existing  program 
was approximately $3,800, averaging about one-third of the median 
income; almost seven-eighths of  the households had very low incomes. 
This disproportionate number of very low income households may 
result from the fact tha t most public housing agencies are public 
housing authorities, whose clients in the past have come from such 
households and who may experience difficulty in reaching those with 
somewhat higher  income.

A fur ther reason for these low incomes, however, is the high pro­
portion of elderly and handicapped, who generally have lower in­
comes than other families. T his same study showed 34 percent of the 
assisted households were elderly and another 14 percent were handi­
capped or disabled. A rep ort by GAO states t ha t 57 percent of tenants 
in Cali fornia as of  February 1976, were elderly.4 HU I) reports t hat  
of reservations made through the end of calendar 1976, almost half 
were for units  for the elderly and handicapped, comprising about a 
thi rd of the units in the existing program and about two-thirds of 
the new construction.5 6

With this large propor tion of elderly, it is not surprising  tha t the 
survey found that  three-fi fths of the part icipa nt households consisted of one or two persons. In  general, large households have had difficulty 
in making use of the program. This seems to result par tly from low 
fair-market rents, part icula rly for large units; from landlord  re­
luctance to rent  to large families which generally are regarded as 
making rental  properties  more difficult to manage; and from shortage 
of large apartm ents in the rental stock. This difficulty in assisting 
large households was one of the reasons HU D permitted local public 
housing agencies to accept rents  for some units  above the published 
FMR. In  addition,  HUD is now considering setting separate rents 
for single-family  houses, which are more suitable for larger families 
but usually have higher rents than apartment  accommodations.

PROB LEMS AXI) PROSPECTS

Comparison, of  program, types
Despite th eir inclusion in the same section of the Act, existing hous­

ing, new construction, and substantial  rehabilitation are in fact d istinct 
programs. Almost the only important substantive  attribute  held in 
common among these types are the income limits, which are the same 
for all three. Fa ir market  rents are set separately and wide apart, the 
function of the public housing agencies are quite different, separate 
regulations have been issued, and thei r prospects and problems are of 
a quite different nature. Moreover, state housing finance and de­
velopment agencies (HFD A’s), which hold permanent financing of 
new and rehabilitated  residential structures and are increasingly par ­
ticipating as public housing agencies in the existing  program, work 
under  thei r own set of streamlined regulations. Consequently, they 
experience difficulties unlike those in privately financed development.

Not only are the program types distinct in operation, but they 
are also viewed as serving different functions, which to some degree

4 “Ma jor  Changes Are Needed in th e New Leased-H ous ing  Prog ram,” Gen eral  Accountin gOffice, Ja n.  28, 1977, p . 42.
6 HU D unpub lish ed tables.
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are contradictory, and they are in competition for funds. All have 
the primary purpose, of course, of provid ing housing to low-income 
households. The new construction program, however, is also regarded 
as a way of stimulating the construction industry during a period 
when multifamily construction is at a low level. Rehabilitation  and 
the existing programs, for thei r p art , are seen as ways of preserving 
or renewing the existing housing stock and protect ing the vital ity 
of existing  neighborhoods and cities. Use of existing  structu res 
has also been urged as a means of enlarging freedom of choice in hous­
ing for lower-income families, who thereby are not constrained to 
par ticu lar subsidized units. There are those who expect all types to 
serve, as a means of providing opportun ity to low-income and minority 
households to move from areas in which they are now concentrated, 
so as to promote the goals of economic and racial mix throughout the 
Nation’s neighborhoods. There is no at tempt  to reconcile the. conflicts 
which might arise between the promotion of mobility and the effort to 
preserve existing neighborhoods.

Cost.—Congress controls the level of activity  in the program not 
only through appropria tions  for annual contract authority but also 
through setting  limits on budget authority  (tha t is, the total  expendi­
ture  over the life of contracts  by which the Government is bound).  
Direct subsidy costs vary both within each program type among ma r­
ket areas because of differences in incomes, construction casts, and a p­
proved rents, and also among program types, which have different 
average costs in meeting their varying social goals. New construction, 
particularly, is expensive not only because of actual build ing costs 
but also because of added time and monetary costs occasioned by 
meeting the social purposes embodied in environmental protection, 
metropolitan goals expressed in the so-called A-95 review, equal op­
portunit ies, payment of prevai ling wages, and so on.

There are not  yet sufficient data on actual costs for any program type 
because of the low level of activity, and estimates vary according to 
the assumptions made. A CRS study has estimated the first-year 
direct subsidy for an FHA-financed new construction uni t housing a 
tenan t with a $4,000 income at $3,343, and a State-financed uni t at 
$2,808.° With  indirect subsidies in the form of admin istrative costs 
and taxes foregone, the total went to $3,643 and $4,015 respectively. 
HU D’s comparable estimates were $3,504 and $3,010 for direct costs 
and $3,791 and $4,247 including indirect costs.* * 7 HUD also estimated 
the subsidy for housing such a family in an existing uni t at $1,519. 
The GAO, with somewhat different assumptions and for a family with 
a $4,250 income living in a uni t newly const ructed by a limited divi ­
dend company, estimated the  average annual discounted direct subsidy 
over 20 years at $1,816, and the total, including indirect costs, at 
$2,149.8 Estimates  fo r a “very low income'’ tenant in exist ing housing, 
based on established fai r market rents in several places, ranged from 
$772 to $1,273 per year, averaged over a 5-year period.

8 R. Ede ls te ln  J.  G u tt en ta g  " In te re s t R ate  Ch ange In su ra nce  an d R el ate d  Pr op os al s . . .Se ve ra l Fed er al ly  Ass ist ed  P ro gra m s. ” Ap r. 20. 1976 .
7 T es tim on y by C ar la  H il ls  a t hea ri ng  be fo re  th e  U.S . Sen at e Com mitt ee  on Ban ki ng , H ou sing  an d Urb an  Af fai rs,  94 th  Cong. , 2d sess. , Ju ne  23, 1976. pp.  36, 37.8 ‘‘A Com pa ra tive  Ana ly si s of  Su bs id ize d H ou sing  C os ts ,” P ro gr am  A na ly si s Div isi on , G en er al  Acc ou nt in g Office, Ju ly  28,  1976, pp. 20,  32.
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Whatever the actual costs will turn  out to be, it seems clear that 
the program using existing housing is least costly both in immediate 
expenditures and in budget authority,  since the contract is for a 
maximum of 15 years. This par tial ly explains HV D’s desire to con­
centrate  on this type. Criticism has been raised that  the relatively 
low cost in contract  auth ority  is produced to some extent by the low 
fai r market  rents (FM R),  at the price of discouraging many land­
lords from entering the program, keeping them from bringing units 
up to HUD quality standards, and limit ing tenant  movement from 
low-rent poverty areas to others where a racial or economic mixture 
could be achieved. Moreover, the short durations of the tenant lease 
and HUD contract,  which promoted low impact on budget authority, 
are seen also to discourage substantial investment in improvements on 
the pa rt of priva te landlords .

In  new construction, the assistance contract is at tached to particu lar 
units and extends for 20 years for privately financed construction 
and 40 for tha t financed by an HFD A. The contract  autho rity for 
each is approximately the same, but developments th at are privately  
financed require less budget authority. The State agencies and some 
others believe this  is a spurious advantage. Since rents are not high 
enough to permit amortization of the mortgage in 20 years, debt service 
will continue when subsidy payments end, according to current law. 
There is little  likelihood that tenants then in residence will be able 
to pay the rent increases required to meet the increased charges. This 
low probability arises, first, from the requirement that  at least 30 
percent of tenan ts be of very low income, not only on initial renting 
but, to the degree possible, in re ren ting; and second, it can lx1 expected 
tha t there will be grea ter propensity to move by households whose 
incomes rise than  by those whose incomes remain steady or fall, since 
the higher the income the grea ter the housing opportunities  and the 
chance of reducing rent payments below 25 percent of income. Under 
these circumstances, it  appears highly probable to some observers that  
Congress will take action to extend the subsidy to prevent massive evic­
tions. They see HF DA ’s to be currently disadvantaged, but no ulti ­
mate saving in the use of Federal  funds.

Location  of projects.—Others see the limit ing of the subsidy to  20 
years as a way of forcing  more careful location of projects in arecs 
where there is likely to be a demand for unsubsidized units. This 
would both promote an economic mix of tenants while the subsidy 
is in force, and facilitate the ultimate  shift to total ly unsubsidized 
occupancy.

There is some impression that  projects are being located in areas 
with grea ter marke t demand than was the case with section 236 
projects. This is not reflected in subsidy requests under section 8. 
Private developers almost always ask for subsidy o f all units  re gard ­
less of t hei r expectations in this respect. While HUD initia lly sought 
ways of encouraging economic mix, the program rules in fact dis­
courage this. Developers apply for 100 percent subsidies since, under 
HUD procedures, they cannot obtain an increase in the number of 
subsidized units once they have contracted for part ial coverage; and 
they are penalized for requesting total coverage only if a competing 
developer obtains a prio rity  in consideration of his proposal by
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req uesting  20 perce nt or  few er u ni ts,  an  u nli ke ly occurrence.  T he  S ta te  
H F D A ’s, which have th ei r own goals  wi th respec t to economic  mix , 
hav e more  o fte n reques ted  pa rt ia l subs idizat ion .

Co mp eti tio n fo r fund s.—The re  is an  obv ious comp eti tion in the  
div ision of  c on tra ct and bu dg et  a ut ho ri ty  am ong prog ram types,  such  
as ex ist ing and new constru cti on , and betw een pr iv at e financin g an d 
H FD A  set-asid es in new constru ction . Th e set -as ides fo r spec ial pr o­
gra ms , no tab ly section 202 housing  fo r the eld erl y, hav e also  affected  
othe r types.  Sec tion 202 res erv ations are  ma de  fro m field office al lo ­
cat ion s, and H U D ’s ce nt ra l office ha s in str uc ted the  field offices to  
reserv e fund s fo r to ta l cov erag e of  sec tion  202 projec ts wi th pr e­
lim inary ap prov al , even thou gh  sect ion 202 pro ces sing tak es  consid­
era ble tim e, and indeed , even tho ug h all the  reg ulat ions  f or  such proc ­
ess ing  a re  no t y et  even  c omplete . Some f ield offices seem to  have insuffi­
cie nt alloca tion to cover all  the  section 202 un its  in th ei r are a, hence 
no othe r fund s le ft  fo r othe r new co ns tru cti on , wh eth er  pr ivat ely 
fina nced or  H FD A  set  aside. Th e Hou sin g an d Develop ment Re ­
po rter  9 notes that H U D ’s re ac tio n to th is  si tuat ion has been to a tte m pt  
to  reca ptur e res erv ati ons fro m proje cts  which  hav e no t pro gre ssed 
ra pi dl y eno ugh  fro m pr el im in ary ap prov al  to fina l acceptance, re ­
ga rdless  of  wh ethe r the de lay  has been occasioned by slowness on the  
part  of  the  developer  or  of H U D  offices.
E xi st in g pro gram s

Ren t levels.— The level of  th e FM R set by H U D  is cru cia l to  the 
wo rkab ili ty  of  th e ex ist ing pro gra ms . Th e FM R’s o rig in al ly  set  were  
cri tic ize d sh arply,  an d rev ised  rent s were  issued in some places. Th e 
GA O repo rts  a general  be lie f t ha t land lords are  en terin g the  p ro gram  
only in  are as  where  there are  vacancy pro blems .10 I t  was in respon se 
to  such  cri tic ism  th at  H U D  gr an ted P H A ’s the  ri ght to  p er m it rent s 
above  th e FM R’s f or  20 pe rce nt o f it s u nit s.

Ma nagem ent.— A re la ted pro blem fo r the  ow ner is the pro vis ion  
of  adequ ate  ma nageme nt to  an incom e grou p wi th  whi ch he may have  
ha d lit tle exp erie nce , irr esp ec tiv e of  re nt  rece ived . Low -income  fa m i­
lies. in general , h ave  in the pa st  seemed to req uir e a n um ber o f se rvic es 
an d am enitie s whi ch pr iv at e land lords are  no t no rm all y equip ped 
to prov ide  and which  serve to  raise the  rent s necessa ry fo r successful  
op era tio n and ma int enance above  ren ts fo r phys ica lly  comp ara ble  
un its  in the unsub sid ize d mark et.  These need s ma y ran ge  from ex tra 
ja ni to rial  serv ices  th ro ug h bu dg et  cou nse ling an d pro vis ion  of  space 
fo r day  car e ce nter s.

Less exp erie nce d owner s may be more successful in accomp lishin g 
th ei r ma nageme nt func tio ns  by exe rcising th e permiss ion  to  co nt ra ct  
with  an othe r pr ivate or  publi c en tit y fo r ma nageme nt services. Th e 
value of  th is  per missio n to  co ntract  fo r ma nageme nt services is lim ­
ite d, however , by a proh ib iti on  ag ains t ha ving  a dev elopment man ­
age d by the same agen cy th a t a dm in ist ers t he subsidy . In  ma ny place s, 
th is  a dm in ist ra tiv e agency  will  be the  p ublic  h ousin g a ut ho ri ty , an d it  
is the same au th or ity whi ch is likely  to  hav e the  most exp erie nce  
in manag ing stan da rd  qu al ity  str uc tures occupie d by low- income

9 Th e Housing and  Dev elopmen t Reporte r, Ja n . 24. 1977, vol. 4, p. 733.10 “ Ma jor  Changes . . .,” GAO re po rt,  op. cit ., p. 19.
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tenants. In  some areas, it may indeed be the only entity  with such 
experience. I n its last revision of the regulations, HUD made it  clear 
tha t the  administra tion of the contract could be transferred to another 
PH A or to HUD  itself, thus  p ermitting the housing agency to man­
age the project.

Housing quality.—Fears have been expressed by housing special­
ists tha t quali ty will suffer because of tenan ts’ lack of experience 
in renting, management problems, and inadequate inspections. In 
par t, this fear  is based upon the experience with the quali ty of units 
found by welfare recipients in States where they receive rent pay­
ments independent of other allowances, a system simila r to, though 
not identical with, the section 8 program. One study of welfare 
tenant s indicated that 54 percent of such families occupied substand­
ard or overcrowded housing.11 There are no data currently available 
on which to base a judgment of the actual results in the section 8 pro­
gram. The HUD-commissioned study already refer red to will ex­
amine this  question.

Adequacy o f PHA  adminis trative allowance.—An add itiona l group 
of questions relate to the adequacy of the administrative allowance 
for the public housing agency. Agencies are allowed $275 per unit 
for initi al star tup costs, and a continu ing administrative allowance 
for each unit  equal to 8i/2 percent of the area’s FMR for a two-bed­
room, non-elevator apartm ent. These fees are deducted from the 
amount reserved under the annual contributions contract , which can 
be no higher than the total approved rent of the units. The actual 
housing assistance payments contract is based on public housing 
agency estimates of the  total  rents minus estimated rent to be received 
from tenants . The amount of the estimated rent  from tenants minus 
admin istrative fees and star tup  costs is placed in a reserve fund to be 
drawn upon as needed. Difficulties can arise in several ways. Firs t, 
if the number of un its allocated to  the PHA is too small, the fee may 
be inadequate to cover overhead costs in opera ting the program. The 
GAO repor ts tha t estimates of the minimum necessary to make oper­
ation economically feasible range from 50 to 100 units; in fact, many 
communities have received smaller allocations.12 This problem is one 
reason for the increased act ivity of IIF DA’s in the existing program, 
since they can act as PHA on behalf of several smaller  housing 
authorities.

Second, the estimates of total rents and expected tenant  incomes 
are made prio r to certification of tenants and approva l of leases. 
Agencies are expected to maintain controls so that  the actual unit 
sizes do not vary significantly from those est imated, and can do this 
by establishing prior ities in certification of households. Tenant in­
comes are more difficult to control. If  they are lower than expected, the 
housing allowance estimate will be for an insufficient amount. The 
owner must be paid, so the difference must come from the PI IA  ad­
minist rative payment until authorization is received to  take it from 
the reserve account. Request for this author ization  must travel 
throu gh the field to regional office and then on to central H UD, where 
there is frequent ly a delay of months. Moreover, i f the tenants’ pay-

11 T es tim on y by  B er nar d J.  Fri ed en , re port ed  in  Papers  su bm it te d to  Su bc om mitt ee  on 
H ousi ng P an el s,  Hou se  C om mitt ee  o n B ankin g a nd  Cu rren cy , Ju n e  197 1, p. 481 .

12 Op. ci t. , p. 40.
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ments are sufficiently low, the re will not be enough money to pay the 
PH A admin istrative costs. As happened in the public housing pro­
gram, the PH A can deal with this  only by attempting to a ttra ct more 
of the higher-income stra ta within the maximum income limits. If  
successful, this shift s some of the benefits from the lowest income 
group to a somewhat higher one. In a new construction projec t in 
which all units are subsidized, th is shi ft would serve to promote eco­
nomic mixing, but in the existing  program tenants find their own 
units and a landlo rd may have both section 8 and nonsubsidized t en­
ants, so the build ing may a lready be economically integra ted.

Dispersion vs. renewal of neighborhoods.—There is some doubt as 
to the efficacy of the program in encouraging the dispersion of 
assisted families rath er than  thei r concentration in low-rent neigh ­
borhoods, especially in view of low FMR’s in some areas and the 
rent-reduction  incentive. In order  to  s trengthen the general principle 
of promot ing dispersion, the regulations were amended to state tha t 
“neither in the provision of assistance * * * nor by any other action 
shall the PH A directly or indirec tly reduce the family's  oppor tuni ty 
to choose among the available units in the housing marke t.’’ Indeed, 
the positive injunction is laid upon the PH A to “promote grea ter 
choice * * * by seeking participa tion of owners in any area in which 
the PH A is not legally barred from entering into contrac ts,” advis­
ing families of the ir righ t to lease in such areas, and developing 
cooperative arrangements with other  PH A’s. HUD states, moreover, 
tha t it will give preference to PH A’s which provide the broadest 
geographical choice. The HU D bonus for  metropo litan hous ing oppor­
tunity plans, described in the section of this repo rt dealing with 
operation of the  program, was also adopted to promote this  objective. 
The proposed concentration of substantial rehabilitation assistance 
in a Neighborhood Renewal Strategy Area, also described later, would 
seem to be contrary  to this purpose. It  might, however, serve to 
strengthen the livabi lity of a p arti cular neighborhood, if  care is taken 
to prevent the number of assisted households res ident in rehab ilita ted 
units from becoming so great  a proportion of the locali ty’s families 
tha t an impacted low-income neighborhood is created.

Imp act  on, general rent levels.—Another question, which can be 
resolved only by experience, is the impact of the  added demand made 
possible by the program upon the general rent level in the area. This  
will depend first of  all upon the number of un its assisted, since it will 
have an effect only if it reaches a substant ial level in any one housing 
market area. Even with a large demand, the impact will vary among 
communities depending upon the number of vacancies in standard  
quality  units  of the appropria te rent levels. The degree to which the 
supply of low-income housing is increased by including rehabilitation 
or new construction in the program will also affect the results. Ju dg ­
ing from national data on rental vacancies, one can expect that rentals  
of larger units, which are in short supply  in many places, will go up  
faste r than  those of smaller units.

NEW’ CONST RU CTI ON

The major deterrent to the new construction program has, from 
the star t, been financing. In conventional financing, there is a ques-
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ti-on of duration of  the subsidy, the rent level, and payment for  vacant 
units. In FHA-insu red projects, there is the difference between FIIA - 
approved  and section 8 determined “reasonable rents. I or State  
financing, there is the question of the ability of the S tates to sell bonds, 
with or without possible HUD  guarantees and subsidies for taxable 
bonds, complicated by the difficulty in obtaining allocat ions from area 
offices in the absence of definite set-asides.

Ren t levels.—When fai r market rents for new construct ion and re­
habili tation  were first announced, there was considerable comment 
tha t they were too low to make development feasible. In practice, the 
requirement tha t the contract  rent be “reasonable” seems to have been 
more difficult for developers to meet. The FMR’s have been raised 
over time, and as noted previously, are subject to increase or excep­
tion by action of the HU I) area or regional offices. The “reasonable” 
rent is estimated individually for each project during the review 
process, and is based on the judgment of an appraiser  who is 
specifically enjoined from considering the relevant FMR  in making 
his estimate. For  new construction, it is based on comparison with 
three to five recently constructed nonsubsidized projects of modest 
design and with apar tments of comparable size located in the same 
community. If  there are no recently constructed developments, older 
units  may be used with appropriate adjustment ; if there are none in 
the same community, the nearest community in which there are such 
developments may be used. There is considerable difference in pra c­
tice among appraisers and among field offices in the liberal ity with 
which comparability is defined and adjustments made. Moreover, 
comparable unsubsidized units in the same market, even if built at 
the same time, do not necessarily have the same costs due to differ­
ences in environmental requirements, meeting Davis-Bacon prevail ing 
wage rates, minimum property standards, and extra management re­
quirements inherent in par ticipat ing in the subsidized program.

HUD has justified the use of comparable rents, rather than  con­
struction costs, as the basis for establishing contract rents for a new 
projec t on the theory that  in an area in which there is a short supply 
of apartments, and hence a need for new construction, rents will be 
driven up sufficiently in comparable units to support new construction. 
On the other hand, if rents are too low, this indicates an adequate 
supply of existing units so that new construction should not be under­
taken. This theory may indeed be true over the long run and in a 
general sense th roughout  a housing market area. It  is less certain in 
situations involving low-income households and periods of 2 or 3 
veal’s. Many housing experts  hold tha t an adequate number of units 
or even oversupply for middle-income households need not indicate 
sufficient units of standard  qualitv for those of low income, and a 
shortage of units at low rents need not raise rents sufficiently to sun- 
port new construction. Even if it does, new construction is unlikely 
to release much housing to low income tenants , and low-income house­
holds would be sadly pressed before new units could be ready for 
occupancy.

In  those places where approved rents have been too low to support 
new construction, developers have unders tandab ly been reluctant to 
build. Even if they were prepared to gamble tha t rents would be in-
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creased or costs somehow reduced below the ir estimates, lending  in­
stitutions have not been willing to take the risk. The s ituation has been 
eased somewhat for projects with FH A insurance by the release of 
funds  for GNMA to purchase FIIA -insured  multifamily  mortgages 
at 7l/2 percent interest, thereby lowering debt service costs for  pro­
posed”projects. FNMA, which acts as GNMA’s agent in making com­
mitments under this program, estimates t ha t of the  projects  using the 
$3.2 billion curren tly committed, approximate ly a thi rd have also 
obtained a section 8 commitment.

HU I) has itself made an effort to ease the problem, although not 
prepa red to base contrac t rents on construction costs. Changes were 

> first made in November 1976, to permi t adjustments for elderly pro j­
ects, for management in projects in which all the units were to be 
subsidized, and for discounts for HUD-insured mortgages or for  the 
higher interest rates on conventional mortgages. Together,  these p er­
mitted approval of contract  rents which were up to 10 percent above 
“normal’’ comparability for family units  and up to 15 percent greate r 
for elderly-handicapped units. These limits were fur ther eased just 
before Secretary Hills  left office to permit a 10-percent increase for 
management costs in family projects, including those not fully sub­
sidized, and for special design features in elderly-handicapped pro j­
ects. The increase fo r a discount on an FHA mortgage or fo r a h igher 
rate-on a conventional mortgage remained at 5 percent. In  addition , 
c 5 percent increase can be permitted  bv the field office for high con­
struction  costs or other unusual market conditions. Granting this  ad­
ditional 5 percent is conditional on the  field office’s full cost analysis 
of the proposed project and its determinations tha t the program for 
existing  housing cannot be used and that  there is an “overr iding  need” 
for new construction.

Sectian, S -FTIA dijferemces.—Yor  FHA-insured projects, there re­
mains a final hurdle. FH A appraisers, even when they use section 8 
subsidy guarantees as substitutes for more usual marketabi lity re­
quirements, do not include any payments for mortgage discounts in 
thei r allowable cost estimates. Thus, a 5-percent differential remains 
between section 8 rents and FHA-established rents on which the s up­
portable mortgage is based.

Although a 5-percent rent differential does not appear large, it is 
translated into a lower allowable mortgage and thus results in a large 
difference in the amount of equity investment required and an even 
greater increase in the cash investment above the builders’ and spon­
sors profit and risk allowance. The latt er allowance is included in the 
equity investment by FHA but does not require an actual cash ad­
vance. In  an illus trative example in a consultant study made for 
HI T) , the equity increased by two-thirds  and the cash advance 
doubled.1 ' T his may or may not be a substantial stumbling block, 
depending  upon the availability of equity investment funds, which 

• depends upon the general economic climate, the  relative degree of tax
shelter offered by section 8 and a lterna tive investments, and the degree 
of risk seen by potential equity investors.

f  1 3 ‘-The  Ren t Rea so na bl en es s Tes t in Se ct ion 8 New C onst ru ct io n P ro gra m ,"  IC F In c
Aug.  25, 197 6 (raim eo ).  ’ *’

8 7 -3 45  0  -  77 - 4
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Timing of approval of rents.—The regulations provide for setting 
the approved rents before all negotiations with HUD  are completed.
In a period of rapidly  increasing construction costs, the developer, 
who has no control over the length of time which will elapse before 
final approval, may face greatly increased costs between his making a 
proposal and beginning construction. HU I) has published a proposed 
change in regulations to permit an increase over the initia l proposed 
rents before the signing of the agreement to enter into a housing al­
lowance contract, in the event that there have been “unforeseeable 
factors . . . beyond the developer’s control” and the rent  level was not 
a decisive factor in the proposal’s selection. Although this will be of 
some help, it will not resolve the entire  difficulty.

Afte r the  agreement is signed, no increase is permitted. The regula­
tions permit extension of the time estimated for completion of con­
struction for valid reasons, but prohibit any increase in rents because 
of the delay, even though such delays not only add to construction cost 
but also may result in initial  occupancy at a time when operating  costs 
have increased above those initia lly estimated. The only exception is 
in HFDA-financed projects, where rents can be increased if interest 
on bonds sold to  raise mortgage funds is higher than expected when 
rents were established. Moreover, any changes made in the plans dur ­
ing construction, which are subject to HUD  approva l, may result in 
lowering of contract  rents, but cannot result in an increase.

I t is reasonable to suppose that  this requirement for prio r fixing of 
rents leads to inflated original estimates, to the  degree possible within  
comparability rules. It  is not clear how much of a deter rent it has been 
to developer’s desire to part icipate or ability to obtain financing.

Vacancy payments.—Part of the risk seen by both mortgage lenders 
and equity investors lies in the provision made for payment on vacant 
units. For FHA-insured projects, this is limited to 80 percent of the 
contract  rent for a maximum of 60 days, provided a good-faith effort 
is being made to rent the unit. For conventionally financed projects, 
in an effort to encourage this type of financing. H UD has extended 
the period for which such payments will be made to up to a year. The 
extension apparently  covers State-financed projects as well, but  as of 
this writing, the regulations  for  Sta te agencies have not been rewritten 
to incorporate) the change. The concern alxwt vacant units flows from 
the experience with section 236, in which it sometimes took long 
periods to bring  projects into full occupancy because of the narrow 
bands o f eligible occupants. Under section 8, where the rent a family 
pays is determined solely by its income and some two-fifths of the 
households in an area are eligible, it would seem that such gross vacan­
cies could arise only from building upon a totally unacceptable she 
or from the development’s being mismanaged to the extent  that it 
acquires an unsavory reputation in the area. Uneasiness is still felt, 
however, since there are too few completed projects to judge from 
actual experience. eDuration of subsidy.—For private ly financed projects, whether 
FHA-insu red or conventionally mortgaged, there is another hurdle in 
the limitation  of the subsidy to 20 years. However spurious some 
people may find this limitation, it is now a legal provision which pro- t
duces questions in the minds of developers, mortgagees, and indeed,
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FI IA  appraisers as to what will happen to rentability and the finan­
cial health of the project when the subsidy expires and mortgage pay­
ments continue. Congress is currently considering legislation to permit 
an extension of the subsidy to 30 years for conventionally financed 
projects, a more usual mortgage length. This extension will only be 
helpful if FMRs and contract rents are h igh enough to permit amor­
tization in 30 years.

Adequacy of reserve.—The possible inadequacy of the reserve is a 
problem in obtain ing financing for new construction,  although not fo r 
the same reasons as in the program for existing  housing. Tenants  of 
new units, unlike those in existing units, do not  receive certificates of 
eligibi lity from public housing agencies but are chosen from ap­
plicants to the units  by managers or rental agents as in any renta l 
projects in the p rivate sector. Consequently, even with the  requirement 
tha t 30 percent of occupants of each projec t be of very low income, the 
families as a whole are more likely to be at  the higher range of the 
eligible income groups than  in existing  units, so the reserve fund is 
likely to be higher. Furthermore, there are no administra tive costs to 
be paid from the fund. However, there are supposed to be adjustments 
in the contract  rents  and consequent housing assistance payment to the 
landlo rd at least annually , to be paid from this fund. If  opera ting 
costs, and hence these adjustments, increase more rapidly tha n tenants’ 
incomes and rent payments, as has been the experience in the recent 
past with subsidy programs in general, the reserve will be depleted 
long before the mortgage is liquidated. The law provides that the 
Secretary “shall” take “such steps as are necessary” to assure that 
assistance payments are increased, but if this requires amendment of 
existing  contracts and expenditures from previously unallocated funds 
under HU D’s control, reliance will have to be placed upon both the 
availab ility of contract authority and the speed of HU D’s response 
to project need. In a period of  rap idly  rising costs, it is possible, if not 
probable, tha t a project will face defaul t or foreclosure before remedial 
action is undertaken.

ST AT E H O U SIN G  F IN A N C E  AN D DEV EL OPM EN T AGEN CI ES

The HF DA ’s fall into a class by themselves. As indicated earlier , 
they follow special procedures, and some think present special op­
portunit ies. They were singled out in the legislation establishing the 
section 8 program because of  the record they had established in pro ­
duction of hous ing with section 236 assistance. As public agencies, they 
set their own goals for racial and economic mix and their  own s tand­
ards of quality  and amenities, which to some degree were atta ined  in 
the section 236 program. Provision of funds for them is consistent 
with the policy of encouraging grea ter State and local area activities 
in housing programs. At the same time, the tax-exempt status of the ir 
bonds adds a substantial indirect  cost to the Federal Government, and, 
as explained earlier, the 40-year durat ion of their subsidy contract 
doubles the necessary budget authority  over priva tely financed 
construction.

HUD is authorized to provide a set-aside of contrac t authorization 
directly to HF DA ’s and  originally such set-asides were made. When
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the State agencies found it difficult or imposible to sell the ir bonds in 
1975-76, the set-aside from central  HUD  was el iminated and it has 
not been restored. Curren tly, they receive allocations only from field 
offices which choose to grant them. This, in effect, puts them in com­
petition in the division of funds among program types made by each 
office, some of which are more sympathetic than  others to the State 
activity.

The HF DA ’s do not face financing problems to the same degree or 
of the same type as p rivate  construction. Under the “fas t t rac k” sys­
tem, they  make th eir own certifications of reasonable rents, and tend 
to a sufficient liberality of interpretation to make the ir projects feasi­
ble. Subsidies in the projects they finance run for the  duration  of their 
mortgages. The 40-year period of amortization and thei r lower interest 
rates result in rents more likely to fall within  the limits of the ap­
plicable FMRs. As mortgagees, however, they may be equally con­
cerned about the adequacy of the reserves to meet rising costs.

The p rima ry problem has been their  ability to sell bonds with which 
to finance mortgages. Currently, the difficulties of the past several 
years have ameliorated. The tax-exempt bond market, however, began 
to fal ter  even before New Y ork’s difficulties tr iggered a general col­
lapse, and a slowdown is certain ly again possible. There are three 
general programs under wdiich they could be helped.

The first is coinsurance of their mortgages, which would make thei r 
bonds more attract ive. The current HUD regulations  provide for a 
80-20 percent split of loss between H UD and the State agency a fter 
the first 3 percent to 10 percent of loss is taken by the S tate. The State 
agencies doubt tha t th is split will make their bonds attractive  enough 
to encourage purchase by large institu tional  investors and have sug­
gested a 90-10 percent split. HUD does not believe that  this small 
burden of  loss will be conducive to the exercise of prope r underwriting 
judgment  in the taking of mortgages by the States. A proposal has 
been advanced, not accepted by eithe r HUD  or the States, tha t the 
State agencies should reinsure some par t, possibly 30 percent, of any 
loss HUD in fact suffers, possibly by establishing a funded reserve. 
This would place a smaller burden of risk on both H UD  and the State  
agency. Although regulations were issued in September 1976, no use 
has yet been made of coinsurance. Missouri made application in 
Jan uary, 1977, however, and several States  are now considering  simi­
lar  action.

A second possible means of assistance lies in the guaran tee by HUD 
of S tate bonds, which obviously would enhance the ir saleability. Such 
a guaran tee is authorized by section 802 (c)(1 ) for bonds issued to 
finance activities for the revital ization  of slums or  blighted areas, but 
has not been put  in to effect by HUD.

The thi rd means of assistance, for which HUD  has adonted regula­
tions. is the payment of g rants to cover up to one-third of the interest 
pavable on a taxable bond. Authorized to make payments of up to 
$50 million per year, without regard to the housing program for 
which the funds were to be used, HU D released $15 million, with the 
grant limited to bonds to finance section 8 construction. According 
to HUD, the restriction was made part ially because of a limitation 
on funds  and part ially because section 8 was already subject to HUD
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standards in a way which is not t rue  of  o ther programs. The regula­
tions were issued in August. Despite negotiations since then,  no State 
has issued bonds under the regulations and proposed contract terms. 
No funds for this purpose were included in the fiscal year  1978 budget 
prepared by the Ford administra tion or proposed in the later revisions 
sent to the Congress.

CONCLUSION

It  is ap parent from the preceding discussion that the section 8 pro­
gram is a complex system of subsidies to lower income households, 
usable in low-rent existing  units, new construction and substantia lly 
rehab ilita ted units. I t has  proved difficult to get unde r way, and obsta­
cles still remain in making use of its full  potential.  These r elate  p ri­
marily,  but not solely, to the finding of  units in the existing program, 
part icula rly by large households, and the financing of rehab ilitation 
and new construction. There are also obstacles in the intricacies of 
regulations applicable to the individual program types. Nevertheless, 
there is some indication that the existing housing program is making 
it possible for lower-income households to find or remain in homes, 
presumably of standard  quality, with a reduced propor tion of income 
being paid for rent than  without assistance, and at a lower cost to 
the Federa l Government than in new construction.

Although they have had grea ter difficulties than  the existing pro­
gram in gett ing start ed, some activity has begun under  the rehabili­
tation and new’ construction programs, par ticu larly  since Sta te agen­
cies have been able to reenter the bond market. It  remains to be seen 
whether there are any advantages for these program types over a 
more direct construction subsidy, with the possibility of an operat­
ing subsidy, as in the section 236 program.

A pp en d ix — O pe ra ti on  o r  t h e  P rogram

DETAILED DESCRIP TIO N OF PROGRAM

Like earlier subsidy programs, with respect to new construction and 
rehabilita ted units, section 8 provides a subsidy attached  to units  
within designated structures, though the amount varies with the in­
come to par ticu lar tenants. In the case of  existing  housing, it is in 
effect a housing allowance program whereby the subsidy is granted 
to the tenan t w’ho finds his own uni t and whio takes it with him if he 
wishes to move to another acceptable apartment. It  is, however, out­
side the purview of  the H UD allowance experiment. Despite its  poten­
tiall y grea ter impact, there has been no public indica tion tha t the 
effects of this  existing  unit program on the housing market will be 
subject to the systematic study accorded the simila r experimental 
effort.

In 1976, a loan management and property  disposition program 
was added, under which section 8 subsidies are being applied to FHA - 
insured projects in financial trouble. In  theory, these projects could 
be of any type, bu t in fact, a lmost all reservations have been for exist­
ing units. The subsidy, however, is attached to the uni t as in the new 
construction program.
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The procedures for  contrac ting for  housing assistance payments 
vary among the program types. Fo r existing  housing, HUD enters 
into an annual  contributions contract with a local housing agency, if 
one exists and is deemed “able and willing to implement” the program. 
The agency in turn enters into a housing assistance payment agree­
ment with an owner from whom a tenant  certified by the agency has 
chosen to rent  a unit. If  there is no local agency willing to conduct 
the program, HUD is authorized to deal directly with the owner. 
Thus far,  i t has not chosen to do so. However, in many States, a State 
Housing Finance Agency has assumed the  agency role in rural areas 
or others in which local agencies are nonexistent or are unwill ing to 
be primarily responsible. For  new construction and loan management- 
proper ty disposition projects, HUD enters into a housing assistance 
payment contrac t directly  with the owner, who may or may not be 
associated with a public housing agency. Substantially rehabilitated 
units may be contracted for either directly, as in new construction, 
or th rough  a  publ ic housing agency, as wi th existing units.

In  all cases, the tenant rents directly from the owner, who has 
responsibil ity for renta l and management. The owner then  receives 
two separate rent paymen ts: one from the tenant, based on his income 
and ability  to pay, and one from HUD which covers the difference 
between the tenant’s payment and the HUD-approved contrac t rent.

The tenant ’s rent payment is based solely upon income and family 
size. The basic payment is 25 percent of gross income, with a $300 
exemption from income for each minor and fur ther exemptions for 
unusual medical or other expenses. A very large low-income family, 
tha t is, one with eight or more minors, or a large very low-income 
family, with six or more minors, or a family with “exceptional” medi­
cal o r other expenses, pays 15 percent of gross income.

The contrac t rent is set in the housing assistance payment contract 
between the owner and the public housing agency or HUD . At the 
sta rt of the program, it had to be “reasonable” in relation  to com­
parable  private  market units. “Reasonable” was determined inde­
pendent ly of, but could not exceed, the fai r market rent  (FMR) set 
by HUD for  the area. Contract rents higher than this  “reasonable” 
rent  are now permitted , as discussed in the problems and prospects— 
new construction section of this report.

Fa ir market rents have been set by HUD separate ly for  each of 
some 1,500 housing market areas, by housing type (e.g., row-house, 
high rise, nonelevator, elevator) and number of bedrooms. Different 
rents are set for each program type. FMR’s are adjusted annually 
throughout the country, and may be changed at any time in a  locality 
for p roper cause.

Projects for the elderly can exceed published FM R’s by 5 percent. 
Fo r other projects, or for elderly projects above the 5-percent limit, 
permission to exceed FMR ’s must be obtained from HUD. Fie ld offices 
may grant rents 10 percent above F MR’s, and regional offices up to 
20 percent above FMR S’s. Fo r existing housing, public housing agen­
cies are authorized to approve rents  on a unit-bv-unit  basis of up 
to 10 percent above the FMR for up to 20 percent of covered units. 
This change was made following complaints that certified households 
had trouble finding units meeting section 8 quality  standards within
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the established FMR. Agencies may also request the HUD field office 
to give general approval for an increase of up to 20 percent above 
the FM R for all units of a pa rticular size or type.

The section 8 program eliminates one of the major difficulties th at 
arose in section 236 projects : the inabi lity withou t fu rth er legislation 
to increase subsidies to compensate for  sharp  increases in operating  
costs. The law requires annual adjus tment in the contract ren t to 
reflect changes in fai r market rents in the area. Fu rth er adjustments  
can be made for increased costs resulting  from higher  proper ty taxes, 
util ity rates “or simila r costs” if the ir increase is not adequately  
covered by the change in fai r market rents. Reserves are  established 
for each project for this purpose, made up of the difference between 
the gross rents for which funds are reserved and the housing assist­
ance payment made to the owner (in other words, the rents paid  by 
the ten ant s). This reserve is lessened in existing housing by  the pay­
ment of the agency’s administra tive costs from these moneys. The 
potent ial increase in subsidy amount necessary to cover the higher 
contract rent would be lessened, of  course, by any rise in tenants’ in­
comes, and hence in rents paid, or increased by a drop in t ha t income.

The owner must bear the bru nt of uncollected rents, whether from 
delinquencies or excessive difficulties in renting. The law permits 
assistance payments for  vacant units  for a maximum of 60 days for 
FHA-insured projects and up to a year for other projects. By reg­
ulation, this payment has been set at 80 percent of the contract rent. 
For  existing  units, it is limited to vacancies arising from broken 
leases.

IN IT IA T IO N  OF  AC TI VIT Y

Under all program types, the initia tive for activity  comes from 
HUD. Init ially , the central HUD  office allocates contrac t auth ority  
among its field offices. The Housing  and Community Development 
Act requires tha t applica tions for community development gran ts 
include a housing assistance plan (H AP) , which assesses the housing 
needs of lower-income persons, including but not limited to the elderly , 
handicapped, large families, and those displaced by governmental 
action; specifies a realistic goal for the ir assistance; and indicates 
the general location in which assisted housing should be placed. In  
allocating  housing financial assistance, HUD is instructed to con­
sider relative needs of the communities, subject to adjustment to help 
them meet their housing assistance plans. Non-metropolitan areas are 
to receive between 20 and 25 percent of all such assistance.

Having received an allocation from the Department, each HUD 
field office distributes  the allocation among local communities. In 
each place, i t is further  divided among exist ing, rehabilitated, o r new 
construction, by size of units in each type. The office then issues a 
notification of fund availab ility (NOF A), indica ting the desired pro ­
gram. For existing housing, it sends invitat ions for applications  to 
appropria te PH A’s, chief executive officers of the State,  counties, and 
localities concerned, and to trade  journals, minority press, fai r housing 
groups, etc. The invitation sets forth  the maximum number of units 
and geographical area. For  new construction, the field office in itiates  
the program by publishing invitat ions for preliminary proposals in 
newspapers of general circulation, and noti fying the minority media,
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business on its registry , community development and fair  housing 
groups, and others. To the extent feasible, it may also notify PH A’s, 
chief executives, etc. The invita tion states the geographic are a(s ), 
he number of units, the deadline for filing proposals, and other nec­

essary information, including  the existence of a developer's packet a t 
(he field office.

In drawing up the total existing  unit and new construction pro­
grams, orig inally the field office was instructed to consider local hous­
ing assistance plans “and any other  pert inent  informat ion,” but was to 
include rehabi litation and new construction only if it determined 
hat “ there is not and is not likely soon to be an adequate supply of ex­

isting housing which * * * can meet the needs of  eligible families.” 
Only the Secretary was authorized to establish exceptions  to this  pref­
erence for existing housing by designating prior ity areas, such as 
New Towns. The emphasis on existing housing met objections both 
in local areas , which believed HU I) was ignoring what local officials 
considered to be a housing shortage, and from Congressmen who were 
concerned by a general slowdown in construction of multifam ily 
’dousing during 1974-76. Consequently, the 1976 act requires HUI), 
Io the degree practicable, to allocate funds among the types of pro­
grams in accordance with the local H AP. H UI )’s budget estimates for 
iscal years 1977 and 1978 indicate a projected shift from existing to 
new and rehabi litated  units.

EX IS T IN G  H O U SIN G

Acceptance of a proposal
The response to the issuance of an invitation  for proposals in the 

case of existing housing comes from a public housing agency, which 
may be a public housing authority  or any other public body author­
ized to develop or operate housing for low-income families. In some 
States, with IIU I) encouragment, the State HF DA  has accepted re­
sponsibility for act ing as the P HA  in rural areas or small towns where 
there are no or very small public housing authorities.

The agency presents an estimate of the number and type of units 
which will be included in its program, as well as statements of con­
formity with various general requirements, such as quality  stand­
ards, equal opportunity, and the  like. The field office asks for  comment 
from the local government, which it must consider in reviewing the 
proposal. It may approve, disapprove, or ask for modifications. If  
more than  one agency has submitted a proposal for the same geo­
graphic area, it may divide the al lotment or choose only one.
FJIA activities

Once the proposed program is approved, a number o f technicalities 
have to be resolved, but ultimately the PHA receives an  annual con­
tribu tions  contract in an amount no greater than the total of gross 
rents for the unit sizes in the accepted program. Through adverti se­
ments in general and specialized press, the PHA establishes a list of 
applicants  for certificates of eligibi lity and of owners who wish to 
rent units. Units  in projects receiving housing subsidies under other 
programs may be leased as exist ing housing, provided not more than 
40 percent of the households receive ren t supplement., section 23, sec-
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tion 236 “deep subsidy,’’ or section 8 assistance. Families  already 
living in public housing units or those on waiting lists for such uni ts 
must apply specifically for section 8 assistance.
Rent ing the unit

The PH A issues certificates of eligibi lity to applicants whom it 
finds eligible, limited to the number of units for which it will have 
funds ; a waiting list is established for remaining applicants. The 
family then has the responsibility of locating an apartm ent for itself, 
although the PHA is author ized to make its lists available  and other­
wise be of assistance. As amended effective May 16, 1976, the PHA 
“upon request shall provide assistance” to families having difficulty in 
finding an apar tmen t because of “age, handicap , or other reasons” ; 
it also “shall provide such assistance where the Family alleges tha t 
discrimination is preventing it from finding a suitable uni t.’

The family is encouraged to find a unit at the lowest possible ren t 
by having the payment it makes reduced by the same proportion tha t 
the contract rent  fo r the  apartment it wishes to lease is below the des­
ignated Fa ir Market Kent. Formerly called a “shopping incentive,” 
the name has been changed to a “ren t reduction incentive,” to make 
clear that  families may remain in their curren t units if these meet 
quality  s tanda rds and FMRs. In fact, H UD estimates that about two- 
thirds of the tenants in occupancy as of September 30, 1976, were 
“in place,” 14 but th is inc ludes the  large number of tenants in the loan 
management program in which the subsidy is tied to the unit. The 
HU I) field survey, made before there were many loan management 
units, reported a range in the estimated proportion of in-place tenants 
of from 10 to 55 percent in different areas, “with more than 50 percent  
a not uncommon figure mentioned” by PH As.15 It  ascribes the varia­
tion to difference in market conditions, which affect the availab ility 
of alternative units, and in the age of partic ipants, with elderly tenants 
less likely to move.

For  tenants who remain in the ir units, of course, the section 8 allow­
ance acts only to reduce expenditures for ren t ra ther than encouraging 
movement, thus being in effect an income-maintenance allowance. It  
may, however, also serve to prevent a forced move because of a rent  
increase within  the FMK limits but which the tenan t cannot afford 
to pay, or to encourage a landlord, who wants to keep a desirable 
tenant , to make improvements to meet II F I)  quality  standards.

The family is given a detai led description of what constitutes stand­
ard quality , and is required to rent only a uni t of this quality, whether 
a new or in-place unit. It  is hoped tha t this injunction, together with 
the family’s desire for decent housing, will prevent this rent reduc­
tion credit from leading to leasing of substandard units. Also, the PH A 
is required to inspect the  un it for acceptable qual ity before ap proving 
the lease and at least annually thereafter.

N EW  CO NST RU CTI ON AN D SU BSTA N TIA L R EH A B IL IT A TIO N

When the HUD field office publishes a request for a proposal for 
new construction or substantial rehabi litation, it must have ready

14 GAO re port , op. ci t.,  p. 42.
18 F ie ld  st udy , op. ci t. , p. 18.
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a packet for potential proposers setting  forth  a detailed housing 
program which, among other things , specifies the number, type, and 
size of units to be built within a housing market area. The response 
na y come from a private developer or from a PI  I A, either of whom can 
enter into a contract directly with HUD. It may also come from a pr i­
vate own er/P HA combination. In this case, HUD  enters into an 
annual contributions contract with the PH A, which in turn  enters 
into a housing assistance payments contract with the private owner, 
who has been approved by HUD. These proposals are for individual  
projects consistent with the overall program announced by HUD.

These proposals are subject to a series of reviews and exchanges 
between HUD and the owners before they lead to construction. The 
initial response is a prelim inary proposal, in which the site is identified, 
he project generally described, and contract rents proposed. HUD 

submits these for both comments by metropolitan area agencies under 
he A-95 review process, and review by the executive of the local 

government in which the site is located for consistency with its housing 
assistance plan,  i f one exists, or for comment if one does not exist. If  
the locality claims the proposal is not consistent with its plan, HUD 
may rule otherwise, but must give its reasons in writing. Proposals 
from a State H FDA using a set-aside, which come on its own initiative 
rath er than in response to a field office NOFA, are subject to review for 
consistency with the State housing plan, but need not be consistent 
with the local plan unless th at plan itself requires consistency.

Af ter  considering all comments and ranking all proposals, the field 
office notifies the developer of acceptance (or rejection) of the pre­
liminary  proposal, or may ask for modifications, including lowering 
of the rent. The developer then submits a final proposal, with pre­
liminary drawings and outline specifications. HUD responds again 
with acceptance or rejection, or a request fo r negotiation.  If —when— 
HUD accepts the proposal, it requests the developer to submit an ac­
ceptance of its acceptance by a specified time. He submits th is accept­
ance, togethe r with his architect’s certification of accord with local 
codes and H UD minimum property  s tanda rds and a copy of working 
drawings and specifications. HUD then prepares the agreement for 
housing assistance payment or for annual contributions,  according to 
the owner. These contracts must be executed before construction can 
begin. The rent accepted in the preliminary proposal stage as modi­
fied in negotiations can be increased before the signing of the agree­
ment to enter in to a housing allowance contract only up to  the amount 
of the original proposal. HUD  has published a notice in the Federal 
Register (December 30, 1976), to permit approval of increases above 
those in the preliminary proposal if the need arises from “ factors be­
yond the developer’s control,” such as a change in local bui lding  codes, 
provided rents “were not a deciding factor  in competitive selection.” 
They would still have to meet the criteria of reasonableness and not 
being above the FMR. Once the contract is executed, rents cannot be 
increased, except as fai r market rents generally are changed annually 
in response to changing opera ting costs.

If  FH A insurance of the mortgage is desired, application can be 
made prio r to, concurrently with, or subsequent to, filing the prelim­
inary  proposal for section 8 reservation. Regulations vary somewhat
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depending  on time of application, but in general, the project under­
goes the same underwrit ing review and must meet the same mortgage 
criter ia as an unassisted proposal, except that units receiving section 
8 assistance are regarded as an addition  to effective demand in making 
estimates of marketability . Estimated rent rolls for FHA insurance 
purposes may be lower than approved reasonable rents for section 8, 
resulting in a lower insurable mortgage and consequent requirement 
tor a higher equity investment than would be necessary to meet section 
8 requirements using a conventional or a State  HF DA  mortgage.

SPE CIA L PROGRAMS

In  order  to use section 8 funds to promote par ticu lar social pu r­
poses, there are a number of set-asides of funds disbursed ei ther a t the  
discretion of Hl  I) or through reservations at field offices outside of 
the regular system.

To encourage metropolitan-wide choice of housing by tenants in the 
existing program, HUD has established a bonus for housing oppor­
tuni ty plans, in which it gives increases of 10 to 50 percent, depending 
on the availab ility of funds, over amounts  which would otherwise be 
received, in metropolitan areas in which acceptable plans for coopera­
tive action among separate jur isdictions have been developed. To date, 
there are seven areas in which such metropolitan agreements have been 
made, and others are pending.

To encourage rehabi litation, HUD has allocated $50 million in con­
trac t authority  with which it offers bonus units for a demonstrat ion 
program in cities in which unions have agreed to lower wage rates  for  
work in the program, if other requirements  have been met. Twenty- 
two cities are participa ting, with an expected renovation of 10,000 to 
11,000 units.

HUD has also proposed regulations in the Federa l Register of 
January 31, 1977, for comment by March 2, which would permit local­
ities to concentrate activities undertaken as paid of the section 8 sub­
stantia l rehabi litation program in “Neighborhood Renewal Strategy 
Areas.’’ Approval would be contingent upon a HUD determination 
tha t the proposed rehabi litation and associated “concentrated activi ­
ties” are “likely to result in the restora tion and revital ization  of the 
area.”

For  rural areas, HUD  has entered into a memorandum of under­
standing with the Farmers Home Admin istration, provid ing a set- 
aside of 10,000 unit.-, in fiscal year 1977, for use with the section 515 
direct loan program. The FmHA will provide interest credit to spon­
sors who are not profit motivated to reduce the interest rate bv 1 per ­
centage point. HUI) will accept FmHA certification of compliance 
with standards, reasonable rents, and FMR’s. The reservations are 
made by the field office from its allocation, in consultation  with the 
appropria te FmH A State director.

For  the elderly, IIUD  has established a requirement for concurrent 
reservation of section 8 assistance on all units with section 202 loan 
author ity. By HUD regulation, this allocation receives first prior ity 
in the field office distribution of funds.



H ou sing  R eh abil it ati on  P rogr ams

(By Michael Agelasto, Analyst in American National Government, 
Government Divisions, Apr il 7, 1977)

H ou sing  R eh abil it ati on  P rogra ms

This repor t deals with two rehabilitation  programs—section 312 
rehabili tation loans and section 810 urban homesteading.

Over the past several years elected officials at all levels of govern­
ment have expressed a concern about the continuing deterioration of 
the housing stock. Local officials are now developing urban revital iza­
tion policies tailored to the specific needs of the residents of individual 
neighborhoods. The ir policies are supported by Federal community 
development block grant funds and general revenue sharing moneys 
which, because of thei r “few-strings-attached” nature, can be used 
in ways determined at the local level. The role of the Federal Govern­
ment appears  to be that  of providing flexible general purpose funds 
and certain tools, such as interest  and tax subsidies, loan and grant 
programs et cetera.

In examining two of these “tools,” this paper asks the question: do 
the programs address local needs and are they consistent with the 
primary objective which Congress has determined community devel­
opment funds should address? As specified in title  I of the Housing 
and Community Development Act of 1974, this objective is 
the development of viable urban communities, by provid ing decent 
housing and a suitable living  environment and expanding economic 
opportunit ies, pr incipa lly for persons of low and moderate income.1

SECTION 312 REHABILITATIO N LOANS

The housing program which most directly addresses the problems 
of dilapidation and undermaintenance in the housing stock is tha t 
established by section 312 of the Housing Act of 1964. This provides 
for direct 20-year, 3 percent rehabili tation loans for residentia l and 
business properties located in urban renewal areas, codes enforcement 
areas, F AIR  (F air  Access to Insurance Requirements) certified areas, 
community development block grant areas, and section 810 urban 
homestead areas.

Section 312 is a small program (about 4,000 loans approved an­
nually) in relation to other HUD housing programs or when compared 
to other community development programs.2 Residential proper ty 
loans may not exceed $12,000 per dwelling unit ($17,400 in high cost 
areas ). In recent years, section 312’s continued authorization and

1 P ub li c La w 94 -3 83 , sec. 101 (c ).2 A co mpa ris on  w ith o th er  co m m un ity de ve lopm en t pr og ra m s ap pe ar s in  Con gr es sion al  >,Res ea rc h Se rvi ce,  Neigh bo rhoo d Con se rv at io n Thr ou gh  H ou si ng  Pr es erVaion , m ult ll it hedre p o rt  76 -154 G,  Aug . 20, 197 6, pr ep ar ed  by Michael Ag elas to , p. 24, no te  37.
(54 )
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appro priat ion have been in doubt because of the previous adm inis tra­
tion ’s desire to consolidate section 312 into community development 
block grants. In its fiscal year 1978 budget request, the present admin­
istra tion requested no additional  a ppropria tion for  section 312, stating 
tha t a $70 million program level would be maintained with unused 
available funds and loan repayments  and income received dur ing  1977.

In  the first 10 years of the program, since its creation in 1964, 
section 312 loans were targeted to inner-city renewal areas. The 1974 
Housing Act authorized section 312 loans to  areas receiving commu­
nity development block gran t funds. A number of recent evaluations 
of the block gran t program suggest tha t its focus is away from the 
needs of low-income and more directed to middle-income neighbor­
hoods,3 and this suggests tha t section 312 funds may not be “princi ­
pally for persons of low and moderate income.” In addition , a 1976 
General Accounting Office aud it revealed that a significant portion of 
section 312 loans made in the Chicago and San Francisco areas were 
received by prope rty owners with substan tial incomes and personal 
assets.4

Last year Congress attempted to deal with the issue of ensuring 
that  section 312 serve the lower income. The initial Senate approved 
version of the Housing  Authorization Act of 1976 (Public Law 94- 
375) contained a provision creating a two-tiered interest rate struc­
ture  for section 312 loans continuing the curren t 3-percent rate for 
low-income borrowers. The Conference Committee did not include 
this provision.

An absence of empirical data makes it difficult to evaluate the effec­
tiveness and efficiency of the program. According to one source, the 
program has an 11-percent delinquency rate.5 The average per dwell­
ing units loan is slightly under $7,000.6 Un til more data become avail­
able, section 312 may be described as incompletely evaluated.

SEC TIO N 810 HOM ESTEAD  PROGRAM

Section 810 of the Housing and Community Development Act of 
1974 authorizes the Secretary of HUI) to tran sfer  federally-owned 
propert ies which are suitable for a homestead program to a unit of 
local government or a public agency. The homes would then be trans­
ferred at a nominal cost to individuals and families, who would be 
obliged to make improvements with a view toward obtain ing ti tle and 
secure a mortgage Io cover the cost of these improvements.

Appropriations are authorized to reimburse housing loan funds for 
properties transfer red under the section and for technical assistance. 
Authoriza tions for section 810 are $5 million for fiscal year 1975, $6.25 
million for fiscal year 1976 and the trans ition quarter and $5 million

3 See, fo r ex am ple, R ic ha rd  P. N at han  et  al . “B loc k G ra n ts  fo r Co mmun ity  D ev el op m en t.” 
F irs t  re port  on  th e  Bro ok ings  In s ti tu ti o n  m on itori ng  st udy  of  th e co m m un ity de ve lo pm en t 
blo ck g ra n t pr og ram . W as hi ng to n,  U.S. D ep ar tm en t of  H ou sing  an d U rb an  Dev elop men t, 
197 7. N at io nal  A ss oc ia tion  of H ou si ng  an d Red ev elop m en t Off icials , 1 st  year re port , W as h­
in gt on , N at io na l Ass oc ia tio n of  H ou sing  an d Red ev elop men t Off icia ls, 197 6. R ic hard  De Le on  
an d R ic ha rd  LcG ates , R ed is tr ib u ti on  Effec ts  of Sp ec ia l Re ve nu e Shar in g  fo r Com m un ity Dev elop men t, Be rkeley , Ca lif ., In s ti tu e  of  Gov er nm en ta l S tu di es , 1976.4 U .S. Gen er al  Acc ou nt in g Office. L ett e r re port  to  S ec re ta ry  of  H ou sing  an d  U rb an  Dev el ­
op men t. B-1 71 50 0.  Mar . 8. 1976.

5 U .S. D ep ar tm en t of  H ou sing  an d U rb an  De ve lopm en t. Re vie w of P ro gra m s an d  Func­tion s,  Ja n u a ry  197 7, vol . 4, p. c- 21 . T ra n sit io n  do cu men t.
« Ibid.
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for both fiscal years 1977 and 1978.7 The Supplemental Housing A u­
thorization Act of 1977, approved by the House March 10, 1977, 
amends section 810 of the 1974 act by increasing the authorization 
from $5 million to $15 million.

In October 1975, 23 cities were initia lly selected to participa te in 
the homestead demonstration. HUD planned to contribute $5 million 
in rehabi litation loans. In  October 1976, HUD provided the program 
part icipa nts with an additional $6.25 million in H UD acquired p rop­
erties and $8 million in rehab ilitation loans, in addit ion to its earlier  
contribu tion of $5 million in houses and $5 million rehab ilitation 
loans.8

Each homesteader receives a house on which the Federal Govern­
ment has written off, on the average, a $5,000 loss to the FH A insur­
ance funds .9 An additional $5,600 is pledged in local public or  private 
funds for improving the house or  upgrading services or facilities  in 
the neighborhood of the house. Unti l data  from HU D’s $1.5 million 
evaluation  o f the  program become available, we will no t know how i t 
is working or who is benefiting. I f the beneficiaries are middle-income 
families, one must question whether  section 810 is consistent wth the 
objectives of title  I of the 1974 Housing and Community Develop­
ment Act.

In theory, however, the homesteading concept has several limita­
tions i f i t is to serve as part of a large scale realistic  local conservation 
strategy. First, homesteading is a necessarily small program because 
it is restricted to publicly owned properties or parcels tha t are likely 
to become acquired by local governments. Second, without an accom­
panying subsidy for low-income families, urban  homesteading does 
not provide a means fo r housing the poor. Low-income families rarely  
have the necessary initia l capital outlay, the credit  rat ing  to obtain 
the mortgage, or the income to carry the loan. Fina lly, the program 
cannot serve as a mechanism for renewing dete riora ting neighbor­
hoods unless un its can he concentrated, and this  is often not the case.

As more information on the program becomes available, one may 
wish to ask (1) whether homesteading is proving a useful tool to 
catch incipien t deterioration before it becomes a m ajor problem, and 
(2) whether homesteading has a role in areas of concentrated hous­
ing abandonment.

7 These amounts are authorized  by Public Law 93-383. Housing and. Community Develop­ment Act of 1974, and Public Law 94—375, Housing A uthorization Act  of 1976.8 HUD News, Oct. 29, 1976 (press release).
• Reported In fiscal year  1978 justifi cation ma ter ials  HUD submitted  to the  House Appro­

priatio ns 'Committee, p. 0-22.



H ousing  Man ag em ent P roblem  S urvey

(By Francis Paren te, Analyst in Housing, Economics Division, 
February  15, 1977)

I ntroduc tion

Over the last several years a number of problems have arisen in con­
nection with Federa l housing programs suggesting tha t the programs 
are poorly designed, run in a lax manner, incapable of being p roperly  
adminis tered by the Government or  all of these factors combined.

Several years ago, for example, it was found tha t in Det roit  the 
Department of Housing  and Urban Development was acquiring a 
number of FHA-insu red homes.1 More recently, in 1975, it was dis­
closed in newspaper investigative reports  tha t in Chicago many of 
these same problems persisted. In Chicago the Federal Government 
was found to be the owner of 3,579 vacant homes with the prospect of 
FHA's  acquiring 5,000 to 7,000 similar homes.2

As of August 31, 1976—a year later—HUD reported a total  na­
tional onhand inventory of proper ties and notes acquired of 303,328 
units, amounting to $4,191 billion. The unit tota l consisted of 250,865 
multi family units and 52,463 homes.3

Meanwhile, it was recently noted th at the FH A share of res identia l 
mortgage volume in 1976 was 7 percent. In the mult ifamily area it 
was around 24 percent th at year.4

This report cites a number of management-related problems which 
have been uncovered and documented in recent years. Emphasis is on 
three inter related areas of i nte res t: (1) Problems associated with ad- 
minis traton  of HU D housing problems; (2) problems associated with 
legislative provisions impacting upon effective program administ ra­
tion and examples of how changing circumstances affect program per ­
formance ; and (3) problems cited in the  area  of HUD organizationa l 
makeup. A final section briefly cites what seem to be dilemmas of 
admin istrat ion th at diminish program effectiveness.

This  re port  is aimed at briefly surveying some of the types of p rob­
lems cited above which have been experienced in recent years. It  is not 
intended to be exhaustive and, in many cases, does not consider ade­
quately legislative, administra tive or other changes and improvements 
tha t have been made to remedy problems which, in many instances, 
were uncovered many years ago. Rather, it is intended to provide a 
brief  checklist of housing management-related problems encountered 
and which may or may not be relevant or so serious at the  present 
time.

1 U .S. Con gres s. Hou se . Com m itt ee  on  G ov er nm en t O pe ra tion s.  D ef au lt s on  FH A -i nsu re d  
Ho me  M or tg ag es — D et ro it . Mich. . 92d Cong ., 2d  sess ., H.  Re pt . 92 -1 15 2.  Ju n e  2 0, 197 2

2 “PH A W as te s $4 B il lion  an d C re at es  C ity Sl um s,” by Ge org e B liss  an d Ch uc k N eu ba ue r 
(C hicago  T ri bune art ic le  re pri n te d  in Con gr es sion al  Re co rd , Ju ly  8, 197 5, p. S1 20 33 , da ilv  
ed it io n).

“ Sum m ar y of  M or tg ag e In su ra nce  O pe ra tion s an d C on tr ac t A uth ori ty , Aug. 31, 1976 . 
U.S. D ep ar tm en t of  H ou si ng an d Urb an  Dev elop men t, p. 8.

4 B ure au  of N at io nal  Af fa irs , H ou sing  a nd  Dev elop men t R ep ort er , Ja n . 24,  197 7, p. 732 . 
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MA NA GE ME NT  PROB LEMS

Problems encountered in the operation of th e Federal subsidy pro­
grams have been known for many years, although the natu re of the 
problems has changed somewhat over time. In the early 1970’s, there 
was a good deal of concern with management problems associated 
with the  early  stages of the mortgage life  cycle (appraisa ls and insur ­
ance of defective homes, for example). More recently, there  has been 
concern over and notoriety  about problems with the late r stages of 
the mortgage life cycle (management of acquired properties, loan 
servicing, and property disposition, for example), although concern 
about problems in both stages has overlapped .

A March 1973 Jo int  Economic Committee subcommittee report, 
whose thesis was that  “Er rors in program management were respons­
ible for most of the failures  in both subsidized and nonsubsidized 
housing programs,” summarized a number of problems found by Con­
gress, HUD and GAO up to  tha t time. The JEC  reported that HITD 
found in a 1971 sample survey of th e section 235 program that about 
24 percent of the new homes and 39 percent of existing homes had 
significant defects. In a re lated study  GAO found inadequately trained 
appraisers, unusually heavy workloads on appraisers, inadequately 
supervised appraisers, and a failu re of HITD field office, personnel to 
adjus t th eir thinking  to the consumer-oriented needs of the program.5

In the early 1970’s, before HITD modified its guidelines on valua­
tions, the JE C cited the GAO conclusion that in the section 236 pro­
gram the  actual land cost to owners had not been considered as a valua­
tion criterion. For 12 of 47 projects studied, for example, in which 
valuations were made within 24 months of acquisition by the owner the 
valuation assigned by HITD ranged between 126 and 137 percent of the 
owner’s cost.6

In Detroi t, where serious problems of defaul ts and foreclosures on 
HUD-backed home mortgages arose several years ago ,'the  Govern­
ment Operations Committee found tha t HTTD’s determination of in­
surable home values resulted in cases of overpriced homes and, 
ultimate ly, in defaults. The committee reported tha t speculators made 
large profits on Detro it homes in the period before regulations were 
revised. A GAO audit of H DD ’s implementation of the  modified cost 
approach in  11 homes insured in 1971, for  example, showed tha t spec­
ulators’ actual overhead and profit averaged 49 percent or about $3,700 
a house. The average time tha t speculators held the houses was 148 
days.7

The Joint Economic Committee report in 1973 based its conclusion 
tha t management problems were a t least p artially  responsible fo r the 
subsidized housing scandals in par t on a finding that  the secton 221 
(d)(2)  and section 203 programs were used in addition to the subsi­
dized section 235 to sell defective homes to program users. In  addition,

B U.S. Co ng ress . Jo in t Ec on om ic Co mmitt ee . Su bc om mitt ee  on P ri o ri ti e s an d Ec on om y in  Gov ernm en t. H ou sing  Su bs id ies an d H ou si ng  Po lic y.  Re po rt.  Mar . 5. 197 3. p. 14. A 1971 HU D aud it  re po rt  on th e se ct ion 235  pr og ra m  fo un d si gn if ic an t prob lems in  th e pr og ram  ar is in g  from  HU D a tt it u d es  on so cioecono mic as pe ct s of  th e  pr og ra m , th e  qu al ity again st  quan ti ty  of  ap p ra is a ls  an d in sp ec tio ns , an d th e lac k of ef fecti ve  su pe rv is io n an d review  of th e work o f appra is er s an d in sp ec to rs  by mid dl e m an ag em en t. A ud it  dat ed  Dec. 10. 1971 . in  U.S.  Co ng ress . Ho use. Com m itt ee  on Ban ki ng  an d C ur re nc y.  Real E s ta te  Set tl em en t Co sts . H ea ri ngs be fo re  th e Su bc om mitt ee  on  Hou sing , pt . 1, Feb. 22 an d 24, 1972, p. 83.• Ib id ., pp.  15 -1 fi.
7 D ef au lt s on FH A -I nsu re d Ho me  M or tgag es— D et ro it , Mich. , op. ci t. , p. 14.
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FH A operations were found to be more successful in some places 
(Milwaukee) than in others (De troi t).8

In  testimony before the House Housing  Subcommittee in September 
1976 Chicago Mayor Daley pointed out that out of a total of 2,993 
HUD-repossessed proper ties in Chicago, over 70 percent were 
originally insured under the section 203 unsubsidized program, and 9 
percent were section 235 subsidized mortgages. The balance was 
insured under other F HA  programs.9

Recent inquiries into  HU D’s subsidized housing program operations  
have shown tha t problems in many phases of the housing subsidy proc­
ess still exist. The House Government Operations Committee has 
found a similari ty between problems uncovered in 1971 and problems 
the committee studied in 1975. Among these are long redemption 
periods, the need for counseling, lack of staff, and the need for 
forebearance.10

The Government Operations Committee reported in 1976 that , 
among other th ings, GAO determined on the basis of a sample survey 
that HUD overpaid 60,000 homeowners who reported higher incomes 
to the IRS than  to the mortgagees who recertified thei r income and 
computed subsidy payments.11 In addition to this, the committee cited 
problems of excessive mortgage service handl ing fees, uncleared audi t 
findings,12 and an inabil ity to protect abandoned and vacant 
properties.13

Although critical of HUD , the report suggested the  complexity of 
at least some of the problems, including the difficulty of fashioning 
effective incentives for mortgagees to preserve and protect Govern­
ment-backed housing.14 In addition , it was suggested tha t long re­
demption periods are affected by State  laws beyond the direct control 
of HUD.15 It  was also suggested tha t HU D’s staffing is affected by 
OMB priorit ies.16

More than  one study of subsidized housing programs has cited 
counseling as a desirable and needed activity, particularly with regard 
to screening homebuyers. The 1972 repo rt on defaul ts in Detro it a t­
tribu ted abandonments to unsophisticated homebuyers as well as to 
defective and overpiced homes.17 The JE C concluded in 1973 tha t a 
comprehensive counseling and maintenance program in Milwaukee a t 
least part ially explained the low number of defaul ts among welfare 
mothers using the section 235 program.18 F urth er, it was argued t ha t 
counseling might be useful to all low income buyers, subsidized or 
not, based on FmH A’s experience of low defaul ts under i ts homebuy-

8 H ou sing  Sub sidi es  an d Hou sing : Po lic y,  on. ci t. , p. 12. Th e re port  al so  fo un d th a t  
“I n it ia l def au lt  ex pe rien ce  a t 10 HU D field  offices  un de r th e se ct io n 235 pr og ra m  sh ow ed  
vari a ti ons in  def au lt  ra te s  ra ng in g fro m a low  of  2.2 pe rc en t in  1 field office to  ab ou t 20.1 
per ce nt in an o th er. " o. 16.

’ U.S. Co ng ress . Ho use. Co mmitt ee  on B an ki ng . Cu rren cy , an d Hou sin g.  Sub co m m itt ee  
on H ou sing  an d Com m un ity Dev elo pm en t. M an ag em en t an d Ope ra tion s of F ed er al  H ou sing  
A dm in is tr at io n  A ct iv it ie s in th e Ch ica go  M et ro pol it an  A re a . . . H ea ri ng s . . . 94 th  Cong. , 
2d sess .. Ch ica go , Il l..  Se pt . 13, 197 6, p. 18. See  al so  ta bl es , ib id ., p. 165.

10 U.S. Co ng ress . Ho us e. Com mitt ee  on  Gov er nm en t O pe ra tion s.  “HUD ’s Res po ns iven es s 
to  Pre vi ou s Rec om men da tio ns  fo r Cor re ct iv e A ct io n, ’’ 19 th  re po rt , Mar . 29, 19 76 , 94 th  
Con g., 2d ses s. H. Re pt . 94 -9 68 , pp. 12 -14.

”  Ib id ., p. 15.
18 Ibid. , p. 17.
13 Ibid. , pp. 19 -20.
»* Ibid. , p. 24.
15 Ib id ., p. 13
18 I bid. . p. 14.
17 D ef au lt  in  FH A -I nsu re d M or tgag es , op. ci t. , p. 15.
18 H ou sing  Su bs id ies an d H ou sing  Po lic y, op. ci t.,  p. 15.

8 7 -3 45  0  -  77  - 5
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ers  p ro gram .19 The House  G overn me nt Ope ra tio ns  C ommit tee  i n 1976 
recommended th at  cou nse ling  be “a va ilable  fo r an  prov ide d to low- 
income hom eow ners  in all  HUD prog ram s, no t ju st  tho se in which 
the  h omeow ner  receives a subsidy.20

LE GIS LA TI ON---- C H A N G IN G  CI RCUM ST ANCES

W hile  there has been cri tic ism  of  HUD abou t perceived  ma nage­
ment fa ilu res an d cri tic ism  th at  the housing  sub sidy prog rams have 
no t been  c ar rie d ou t as the y sho uld  hav e been,  the re  have  been indic a­
tio ns  t ha t at  least some of  th e pr og ram sho rtfa lls  ha ve been due  to  th e 
des ign of  leg islation , to  circ umstance s th at cha nge ove r tim e ma kin g 
pr op er  ad min ist ra tio n more difficult th an  w ould  o the rwise  be the case 
and, finally , th at  the orga niza tio na l st ru ctur e of  H U D  inhibi ts  good 
manag ement . In  th is  sect ion perceived  pro blems associated  wi th  the  
des ign  o f sub sidy prog ram le gisla tio n an d prog ram sh or tfal ls  perh aps 
at tr ib ut ab le  to  cha nged circum stance s are  con side red.  In  t he  nex t sec­
tio n orga niza tio na l p rob lem s a re discussed.

Referenc e has been made to cri tic ism  th at HU D has been accused  
of  lax  ad min ist ra tio n of  FH A  prog rams in  rec ent years , res ul tin g 
in cases of  de faul ts,  foreclo sures, and aba ndonments . In  Fe br ua ry  
1972 tes tim ony before the  House  Ban king  Com mit tee  the n II I D 
Se cretary  Rom ney  defend ed his  agency by argu ing,  among oth er 
th ing s, th at the com plexity of  inne r city housing  pro blems and con­
gre ssional prog ram des ign were at lea st pa rti al  causes o f the  problem . 
Citi ng  th e con gressio nal ly manda ted  re lax ati on  of  stan da rd s in 1968, 
Rom ney  conclude d t h a t :

So we see th at  the 1968 ac t w as a  wate rshed in d efinin g th e objectives 
and mea ns o f Federal  housing  p rog ram s. Vir tu al ly  every  housin g pr o­
vision is p erm eated with  the  pu rpo se o f ex pa nd ing  hou sin g opp or tuni ty  
fo r Am erican s of  low- and modera te-incomes , with in , as well as ou t­
side , centr al citi es . . . and the  Act  reflects the  rea lis tic  exp ect ation 
of  the Congress  t ha t compliance  wi th its  expli cit  dir ection to  expand 
an d ex ten d old  and new FH A  ins ura nce prog rams in the inner city  
wou ld be r isk y busin ess f or  the  Ag enc y.21

Specifi cal ly cited were the  e nac tment  of  the sect ion 223(e ) insurin g 
prog ram fo r older, decli nin g.a rea s, establ ishment of  the  Special  Risk  
In su ring  F un d and the  d irective  to ad minist er  th e section 235 and  236 
prog rams “ ‘so as to accord  a pre fer ence to  those fam ilie s whose in ­
comes are wi thin the lowest pra cti cable  lim it'  fo r ‘achiev ing  home- 
ow nersh ip’ or  fo r ‘obta in ing ren tal  accommodat ions’ un de r the  pr o­
visio ns of  thes e sections.” 22 Lat er  in his  tes tim ony, Rom ney  cite d a 
Ja nuar y  1972 National Jo ur na l art icl e in which Congr essman Ash ley 
sta ted his  res erv ations about the  effec tiveness of  FH A  program s in 
the u rb an  context. 23

20 U. S Co ng ress , Ho use, Com m itt ee  on G ov er nm en t O pe ra tion s.  “C ou ns el in g Lo w- Income 
Hom eo wne rs ,” 23d re port , May  24, 1976 , 94th  Cong., 2d sess.  H. Re pt . 94 —118 7, p. 7.

21 Tes tim on y of Sec re ta ry  Romn ey in  U.S . Co ng ress , Hou se  Com m itt ee  on Ban ki ng  an d 
Cur re nc y.  “Re al  E sta te  Set tl em en t Cos ts. ” H ea ri ngs be fo re  th e  Su bc om m itt ee  on  Hou sin g,  
pt . 1. Fe b.  22  an d 24, 197 2, p. 55.

22 I bid.
23 Ibid. , pp . 63 -6 4.
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Also in his testimony. Secretary Romney cited the multip licity  of 
factors thought to be involved in the foreclosure and abandonment 
problems then becoming known in Detroit. These factors included the 
age of the city, rapid population movement and changes, social dete­
rioration, crime, precarious economic base and “excessively zealous 
implementation of congressional mandate to insure mortgages on inner 
city housing for the  poor.” 24

The House Government Operations Committee Detroit Report, cited 
earlier,  found the high rates of defau lts and foreclosures resulted 
from a number of causes, including unemployment and the high in­
cidence of foreclosures among those on public assistance.25

In the section 236 program a HUD audi t found a combination of 
administrative shortcoming and legislative requirements to be re­
sponsible for some program problems.26 The audi t said, in par t, “In­
ducements to participa te in the section 236 program are st ructured to 
promote project construction in lieu of promoting long-term owner­
ship. As a result, higher mortgage amounts were insured and interest 
assistance payments  were increased.” 27 Specifically, it was found that, 
in some areas, liberal precessing combined with inducements like 
profit and risk allowances and tax benefits to promote construction. 
With  limited dividends, there was little inducement to stay with  proj ­
ects oyer a period of time. Accordingly, the report suggested the 
reduction of risk allowances and the raising of returns on investment 
so tha t “inducement costs would be paid from project revenues rather  
than from mortgage proceeds, and improved management 
encouraged.” 28

The Joint Economic Committee, which has been critical of HU D’s 
program management practices, has argued that  an impediment to 
good management is the number and complexity of programs. The JEC 
in its 1973 report cited proposals in the 92d Congress (includ ing H.R. 
16704 and S. 3248) to consolidate and simplify housing legislation. 
“The Congress,” JE C stated, “should reconsider enactment of these 
proposals as par t of housing reform.” 29

ORG AN IZ AT IO N OF  II U D

Pile precise connection between the organizational makeup of an 
agency and the agency’s ability to carry  out its functions is difficult 
accurately to assess because, among other things, many factors (for ex­
ample, legislation, leadership, staffing as well as o rganizat ional make­
up) bear on performance and it is possible, for example, for an 
organizat ion with struc tural  flaws to operate efficiently. Nevertheless, 
it is necessary to consider at least some o f the commentary on H UD 
organization to get a more comprehensive view of factors rela ting to 
management performance.

24 Ib id ., p. 57.
25 D ef au lt s on  FH A -I ns ur ed  Ho me  M or tg ag es — D et ro it . Mich. , op. ci t. , p. 26.26 H UD  se ct io n 286  a u d it  find ings  in  “Re al E sta te  S et tl em en t Cos ts .”  he ar in gs , op. ci t.,  pp. 151 IT.
27 Ib id ., p. 202.
28 I bid. , p. 202. F u rt h e r  di sc us sion  of  pr og ra m  de sign  prob lems is  co nta in ed  in  “ H ou sing  Sub sidi es  an d H ou sing  Pol ic y. ” op. ci t..  pp.  20  if.
29 “H ou sing  Sub sidi es  an d H ou sing  P ol icy, ” op. ci t. , pp  12 -13.
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Two studies, by the House Appropr iations Committee and by Horace 
Bazan for the Mortgage Bankers Association, discuss organizational 
problems stemming from the  HUD reorganization o f the early 1970's.

The House Appropriations Committee focuses, in par t, on the de­
centralization of HUD activities to regional and area offices and 
concludes that  effectiveness of the Department has been impaired. 
“The effectiveness tha t the Department had hoped to  obtain through 
the decentraliza tion of i ts operations down to the lowest level has not 
been accomplished and has resulted in more complexity and difficulty 
in provid ing services to the clients. Because of th is, several area office 
officials believe a tendency to  expand the supervisory role of regional 
staffs and the administrative oversight of the central office at thei r 
expense is gradually taking place. The management of the Department 
does not reflect an effective operation that  is as responsive to housing 
needs as might  be expected. Instead,  in many instances lines of au­
thority  are fragmented and confusing, which have resulted in lack 
of orderliness and consistency. The investigative staff observed that , 
while most program areas had been relatively decentralized, the ad­
minis tration areas had not. As a result, many field office managers felt 
handicapped because higher levels controlled not only the funding 
but also thei r utilization of personnel.” 30

The Bazan study for the MBA argues tha t the reorganization of 
the late 1960’s and ear ly 1970’s impaired  F HA’s ability  to act and had 
serious effects on FHA  policy and procedures. Specifically Bazan ob­
jects to the giving of roles in FH A policymaking to Assistant Secre­
taries outside F HA  and the spli tting  up and dispersal of F HA  func­
tions.31 Cited as an example of reorganization’s effect on policy was 
the placing of responsibility  for implementation of NEPA for all 
HUD to the Assistant  Secretary for Community Planning  and M an­
agement. Because of this, FH A was subjected to heavy burdens of 
environmental regulations, according to Bazan. Also, Bazan specifi­
cally mentions FH A’s inabi lity to have an input on a 1973 proposal 
to employ heavy A-95 requirements in multi family projects.32 Simi­
larly,  Bazan is critical of a HUD decision to replace an FHA pro­
cedure on implementing section 223(e). A FH A rule establishing a 
procedure and the criteria for block-by-block determination of the 
reasonable viability of older areas “was revoked almost immediately, 
and a new instruction was issued on May 14, 1971, leaving FH A 
wholly dependent on p roper ty-by-property determina tions by an ap­
praiser and with no adequate, systematic means of determin ing 
whether an older, declining urban area was, in fact , reasonably viable 
. . .  A decision on FH A underwrit ing procedure was made at two 
high a level with inadequate  understanding of the underwriting 
process, the legal requirements, the elements of risk and the probable 
consequences.” 33 Bazan argues tha t new procedures were imposed on 
FH A, including equal opportunity and the environment. Bazan criti-

30 Memorandum report  on regional  and area office str uc tur e in U.S. Congress. House. Committee on Appropriations. “Departmen t of Housing and Urban  Development—Independ­ent Agencies Appropria tions for 1976.” Hearings before a subcommittee , pt. 5, 1975, 
pp. 1135 ff.31 Horace B. Bazan. “The Fragmentatio n of FHA.”  MBA, Jun e 1974, p. 22.32 Ibid., p. 24

33 Ibid., p. 25.
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cizes the affirmative marke ting plan requirement with “a special person 
outside the underwriting  staff to review it. ” 34 

Among the possible remedies cited by Bazan are the following: 
Procedures should be simplified and stripped of all ancillary re­

quirements not expressly and explicitly required by statute . The in­
surance of private loans on private property should not be defined as 
“major  Federal actions” under the National Environmental Qual ity 
Act. Mortgage insurance should be excluded from the scope of the 
Office of Management and Budget Circu lar A-95. Requirements for 
Affirmative Marketing Plan should be eliminated. Nondiscrimination 
is required by law. The law should be enforced on a universal basis.35

In Spr ing 1976 HUD  appropria tions  hearings, HUD  reported  on 
management improvements effected recently, including its analysis of 
various management reforms which might be adopted for the future . 
Among the issues discussed was the role of the regional organizational 
level which has been the subject of congressional scrutiny  and alterna­
tive organizat ional structures.36

ADMINISTRATIVE CONFLICTS

There are a number of administrative conflicts inheren t in the 
HUD  subsidy programs which have made it difficult to administer 
housing subsidy programs.

(1) A conflict has existed between volume of activity and quality. 
When a good deal of activity under  housing subsidy programs has 
been sought, there has been a decline in the quality of the product. 
When, as in the past, the volume of new business has been high, there 
have been problems of poor appraisals, bad processing, lax super­
vision and lack of staff where it  was needed. When, as at present, there 
has been a volume of acquired units, servicing, disposition, and man­
agement have been problems.

(2) A conflict has existed between direct housing objectives and 
social objectives. The HUD program audit  of the section 235 program 
found tha t FH A staff had difficulty in adopt ing social objectives in 
implementing the program. The Bazan study pointed out that , if not 
carefully implemented, environmental laws, fa ir housing requirements 
and regional impact requirements could bog programs down in red 
tape if the organizationa l framework is f ragmented. The Detro it re­
port showed tha t counseling of homeowners, a social objective, facili ­
tated  successful program operation, a housing objective.

(3) A conflict has existed between “hard,’' busines type loans and 
“soft,” subsidized loans. It  may be difficult to consistently and cor­
rectly apply different standards to the processing of different loans 
without clearly stated goals. The Detroi t report and the foreclosure 
data  from Chicago also suggest tha t problems in the admin istrat ion 
of one program (e.g. section 203) may be attributed to subsidy pro­
gram difficulties (e.g. section 235).

34 Ibid., p. 27.33 Ibid., n. 41.
’•C.S. Congress. House. Committee on Appropriations , Dep artm ent  of Housing and Urban Development. Appropr iations for 1977. Hearings, pt. 6, 1976, pp. 32 ff.
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(4) A conflict may exist between o rganizat ional objectives and ad­
minist rative realities. The House Appropriations Committee report 
suggests tha t the HUD  reorganization of the early 1970’s has eroded 
so that  conflicts in roles and responsibilities  in th e organiza tion have 
arisen. A dilemma may exist between centralization sufficient to assure 
overall goal definition, achievement, and coordination and decentrali­
zation sufficient to permit programs to operate  successfully on the local 
level. Anothe r dilemma may involve the degree of functiona l struc ­
ture  compatible with achievement of program goals.



S hould L ocal G ove rnm ents be R equired  to C ontribu te  a 
P ortion of the T otal C ost of F ederal H ousing  P rograms?

(By Barb ara O. Maffei, Analyst in Government Finance, 
Economics Division, March 31, 1977)

i .  introd uct ion

This paper examines whether local governments should be required 
to provide a portion of the total costs of Federal housing programs. 
The case for matching requirements and the case against matching 
requirements are presented. Also discussed is what  percentage the non- 
Federal share should be; whether this contribu tion should be a  uni­
form or variable  match ; and whether  the match should be cash or 
an in-kind contribution.

II . BACKGROUND

Most F edera l gra nt programs require the recipient  to  share in the 
cost of the program or project. In  recent years the re has been a general 
reduction in the level of matching required. Increasingly, Federal 
gran ts are provided eithe r withou t matching requirements or with a 
66%-percent to 90-percent share of the program costs p aid by the 
Federal Government, rath er than  the equal sharing  tha t characterized 
early gra nt programs.  For  example, both general revenue shar ing 
and communitv development block grants have no matching require­
ments. The Federal Government is authorized to  pay up to 90 percent 
of the costs of the adul t education program, and the Federal share 
for the older American’s community service employment program 
ranges up to 90 percent of the program costs.

In some cases, the m atching  requirement is uniform ; each recipien t 
is required to provide the same amount  of matching funds per dollar  
of aid received. In  othe r cases, variable matching is used to compensate 
for  relative  differences in fiscal capacity by raising the requirements 
for the more prosperous jurisdictions  and lowering them for the 
poorer ones. The actual Federal share under a variable match program 
generally depends on the average per capi ta income of the jurisd iction.

Matching shares can consist of cash or in-kind contributions. Cash 
contribut ions represent the recipien t’s cash outlays for the program 
including any money contributed to the recipient  by other  public 
agencies and institu tions, priva te organizations, and individuals  as 
well as Federal funds received under o ther programs which authorize  
the use of these funds as the matching share.

In-kind contributions represent  the value of noncash contribu tions 
provided by the recipient. These contr ibutions may consist of charges  
for real property  and equipment and the value of services directly 
benefiting, and specifically identifiable to, the gra nt program. When 
authorized by Federal legislation, prop erty  purchased with Federal 
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funds may be considered as part of the recipient’s in-kind contribu­
tion. Standards for calculating in-kind contributions are set forth  in 
Federal Management Circular 74-7, Uniform Administra tive Re­
quirements for Grants-in-Aid to S tate and Local Governments.

I I I . SHO ULD LOCAL GOVERNMENTS BE REQUIRE D TO CONTRIB UTE A PORT ION 
OF THE COSTS OF FEDERAL HO US ING PROGRAM S?

Originally, most Federa l grant programs were designed with equal 
sharing between the Federal and recipient  government. The great 
depression of the 1930’s brough t a change in this gran t design. In 
order to relieve the severe unemployment, Congress departed from the 
trad ition al 50-50  sharing and provided large sums to the States, often 
without matching  requirements. Currently, more than  80 percent of 
the total  aid distributed to State and local governments have low or 
no matching ratios.
A. The case for matching grants

The arguments in favor of matching requirements are set out below:
1. The lack of  a matching  requirement always raises the question of 

whether the recipient government is as likely to be as financially  re­
sponsible with  money given to it as with money it raised itself.—There 
seems to be general agreement among the experts tha t local govern­
ments are less careful in a ttaining  efficiency in the spending of money 
given to them, especially when there is little  supervision associated 
with it. Although this argument is difficult to prove, it is probably 
of some merit.

2. The absence of  matching requirements, it  is contended by many, 
leads the recipient government to accept a grant whether or not there 
is a need fo r the fu nd.—This results in Federal  funds being used for 
programs for which there is little public demand and which probably 
would be abandoned or maintained at a different level in the absence 
of Federal  support.

3. It  is generally believed that matching insures that  the local unit 
will not lower its own support for  an activity.—The provisions of un­
matched grants , it is contended, allows the locality to cut spending 
from its own sources for the a ided program or act ivity. Furthermore, 
it is felt, th is leads to a lack of local interest and a lack of demand for 
program results. Since the Federal Government is try ing  to induce 
the local unit to raise its level of service, the gran t, it is felt, should 
be designed in such a way as to insure an increase, ra the r than  a re­
duction, in local activity .

4. There are some who feel that  there is no reason for  the Federal 
Government to pay the whole cost of any program or funct ion out o f 
general revenues other than national  defenses.—Since the housing pro­
gram is divided among the various levels of government, it is con­
tended, the  burden for financing the program should be shared among 
the levels involved.
B. The case against matching

The arguments against matching requirements are set forth below.
1. I t is contended that unmatched grants do not cause governmental 

units to be financially irresponsible.—It is felt  th at it is unlikely tha t



a government would develop standards of efficiency for the use of its 
own funds and fo r the use of granted funds.

2. M(itching grants, it is argued, place demands on increasingly tigh t 
local budgets.—This may have one of two results, both unfavorable. 
Firs t, the community may have to turn  down badly needed funds. In 
1975, for example, some Environmental Protec tion Agency grants, 
inters tate highway funds, hospital construction funds, and maternal 
and child health funds reportedly went unclaimed because many of 
the governmental units could not meet the matching requirements. 
Most of the localities involved stated that  they were short of cash and 
wanted to hold the line on taxes.

Second, the local government may find it difficult to turn  down the 
grants . This can result in other necessary programs being curtail ed 
or stifled and can also result in a d istortion of expenditures. As a re­
sult, the local budget becomes substant ially different from t ha t which 
would most sa tisfac torily  meet the needs and the desires of  the com­
munity. Such a result can probably only be justified where the pro­
gram is essential to the nationa l welfare; in all other cases such a re­
sult would be considered objectionable.

3. Unmatched grants, it  is contended, lead to high assurance that a 
certain program, standard wi lt be achieved.—This occurs because most 
localities will not turn down “ free” funds. Additionally , the amount 
of the local contribution to the aided function  rests solely with the 
local authoritie s.

IV . W H A T  LE VE L OF  M A T C H IN G  SH OULD BE  RE QU IR ED

Since most Federal programs have low or no matching ratios ,1 it 
can be argued that  the level of matching required should be kept at a 
minimum. Matching requirements, in effect, set a “price” on the Fed ­
eral program. The grea ter the Federa l share provided, the lower the 
“cost” of the program is to the local government and the more likely 
the locality will provide the matching share. If  the amount of the 
match required of the local government is “too h igh,” then the locali ty 
will substitute other Federa l programs where the “cost” or matching 
requirement of the program to the governmental unit is less. Local 
governments will search for the most advantageous  combination from 
a matching point of view; that  is, local governments will tend to 
spend th eir resources on programs  with the highest Federa l contr ibu­
tions. Eighty-percent money will d rive out 50-percent money; 90-per- 
cent money will drive out 80-percent money, and 100-percent financing 
will drive out all other kinds of  alternate financing available for com­
parable projects.

If  the matching requirement  is too high, then the local unit may be 
unable to produce the revenues necessary for matching purposes and 
thereby lose badly needed funds. For this reason, the fiscal capacity

1 A re ce nt st udy by th e  Adv isor y Co mmiss ion on In te rg over nm en ta l R el at io ns on  th e  in te rg over nm en ta l g ra n t sy st em  fo un d th a t in 19 72 'lo w  m at ch in g g ra n ts  ac co un te d fo r $2 5.6  bi llion , m or e th an  70 pe rc en t of  th e  to ta l F ed er al  aid di sb ur se d to  S ta te  an d lo ca l go ve rn m en ts  in  th a t ye ar . The  st udy  also  fo un d th a t no  m at ch in g g ra n ts  re pre se n te d  $4 7 bi lli on , al m ost  13 per ce n t of  th e  197 2 to ta l g ra n ts  an d hi gh  m at ch in g g ra n ts  re pre se nte d on ly  $1.8 bi lli on , le ss  th an  5 pe rc en t of  th e 197 2 to ta l g ra n ts . T he  re m ai nin g 11 per ce nt of  th e  fu nds wer e not cla ss ifi ed . F or th e  pu rp os es  of  th e  st ud y,  a hi gh  m at ch in g ra ti o  was  def ined as  be ing a t  le ast  50 per ce nt of  t he pro gr am  ex pe nd itur es .
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of the  locality might well be considered when fixing the amount of the 
Federal contribution.

There are two types of matching requirements tha t could be used, 
variable or uniform. A variable match is one tha t would take into 
account the ability of the local government  to finance the program. 
One method of providing a variable match would be to use fiscal effort 
as measured by the relation  between to tal tax revenue of the jurisd ic­
tion and personal income. Such data are readily  available since fiscal 
effort is currently used as a formula  factor in the general revenue 
sharin g program. Under the general revenue sharin g program, the 
States  and localities with high fiscal efforts receive a large r share of 
the funds under tha t portion of the allocation formula while States 
and localities with low. fiscal efforts receive a smaller share of the 
funds under tha t portion  of the allocation formula. This same prin­
ciple could be applied to matching requirements for the housing pro­
gram. The localities with the higher fiscal efforts would have lower 
matching requirements than the localities with the lower fiscal efforts. 
For example, for a locality  with a greater effort, say 25 percent above 
the average, the matching requirement could be waived. As the 
amount of effort dropped  off, the higher the required matching 
could be.

A second method of provid ing a variable match would be to lower 
the required contribu tion for those localities tha t could demonstrate 
tha t they have exhausted their effective taxing and borrowing capac­
ity, thus lessening th eir fiscal burden. For instance, under the public 
works gran ts program, the maximum Federal share of the program 
costs can range from 50 percent to 100 percent. The actual rate, based 
on administrative discretion, is set in 10-percent increments within 
this range on the basis of t axin g abili ty, borrowing ability, unemploy­
ment, and median family income in the area.

Another type of matching th at could be applied is a uniform match­
ing requirement. Under a uniform matching requirement, each local­
ity would provide the same amount of funds for each dollar of aid 
received.; for example, $1 from local sources for each $2 from 
Federal sources. In  the absence of variable matching, generally speak­
ing, poorer localities will have more difficulty in meeting the ir share 
of a matching grant than  richer localities. Grants with uniform match­
ing requirements are not designed to equalize resources among the 
units involved. These types of gran ts can be justified on the grounds 
tha t the purpose of the program is to stimulate activity  and not equal­
ize fiscal burdens.

The actual level of matching required under the program usually 
depends upon the anticipated  amount of funding . The level of the 
matching  share would vary inversely with the planned funding.  The 
higher the anticipated Federa l spending, the lower the matching 
requirement  would be, and conversely, the lower the anticipated Fed­
eral spending, the higher the matching requirement.

V. CASH VERSUS AN  IN -K IN D CONTRIBUTION

The matching  share for Federa l programs can consist of  either a 
cash or an in-kind contribution. Cash contribut ions can be either 
direct or indirect. Direct  contributions include revenues raised by the



69

recipient, contribut ions received from individuals, institutions, and 
agencies, and revenues received from other Federa l programs which 
authorize  the use of  Federal funds as the matching share.

Indir ect cash contributions  can consist of such things as taxes fore­
gone or tax delinquencies. For example, i f a group of houses were to be 
rehabilitated, the locality could choose not to raise the tax assessments 
for a specified number of years once the job was completed, thus fore­
going additional revenues th at could be obtained.

In-kind contributions consist of space, equipment, and personnel. 
Federal standards require t hat  the  in-kind contribution be specifically 
identifiable to, and directly benefit the Federal gran t program. Spe­
cific guidelines for calcula ting the value of these goods and services 
provided are set forth  in Federal management circu lar 74-7. In-kind 
contributions are, of course, easier to meet than cash contributions.

A recent Advisory Commission on Intergovernmenta l Relations 
study on the Safe Streets  Act examined the question of whether there  
were any differences in the recipien t’s willingness to provide matching 
funds and assume program costs when the in-kind match was in effect 
and when the current cash match requirement went into effect. Under 
the or ig inal1 act, the maximum Federal share of the program costs 
was 60 percent. The remaining 40 percent required could e ither  be a 
cash or in-kind match. In 1971, the legislation was amended.2 The 
maximum allowable Federal share under the program was increased 
to 75 percent and (be required match reduced to 25 percent with a cash 
requirement of at least 40 percent of the match, 10 percent of the 
project costs. In 1973, the matching requirement was again changed 
this time to 90-10 with the 10-percent share coming from non-Federal 
sources.3 In-kind matching was completely eliminated under the 
amendment making the required contribution solely cash.

The study found tha t when compared with the in-kind match, some 
of the State  planning  agencies though t tha t the provision of a cash 
match resulted in local officials being more cautious with the funds 
received and tha t the local author ities tended to review the proposed 
projects more carefully . This, the State planning  agencies believed, 
resulted in a grea ter local commitment to the projects involved and 
more willingness on the pa rt of local officials to assume the program 
costs l ater  on. Addi tional ly, the study found tha t even though  there 
are Federa l standards for determining the value of in-kind contribu­
tions, the cash match was easier to administer. In-kind contributions, 
according to the study, posed problems of definition, admin istration, 
and audit.

It  is interesting to note tha t the study also found tha t 90 percent 
of the local government respondents to the survey expressed satisfac­
tion with the 10-percent cash match requirement. There is no reason 
not to believe that these findings would not be applicable to  most other 
Federal programs.

VI. CONCLUSION

Generally speaking, matching requirements seem to stimulate local 
government participa tion and efficiency in admin istration. While it

1 Public Law 90-351, Omnibus Crime Control and Safe Street s Act of 1968.2 Public Law 92-644, Omnibus Crime Control Act of 1970.
* Public Law 93-83, Crime Control Act of 1973.
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is possible th at  such requirements  may dist ort local budge t if the 
required sums are  great, this possible dis tortion  should be minimized 
if  the required matching  share is set at a low enough level.

Althou gh unmatched g rants generally assure th at a certain  program 
level will be achieved, there exists a grea ter possibility than with 
matching gran ts tha t communities who do not need the funds  will 
obtain them anyway. F urthermo re, th ere is no method for recap turing 
any “extra  allotment” th at  may be received by the community. The 
widespread provision of unmatched gran ts probably runs the risk 
of decreasing the willingness of local authorities to raise the ir own 
revenues an a thus leads these communities cont inually to cry for such 
assistance.

While some communities have turne d down so-called “ free funds,” 
the number of communities rejecting these fun ds has been insignificant 
in relation to the total  number of communities th at  were eligible. 
Most of the communities have turned down the  funds  not  because the 
assistance was not needed, but because the requirements  imposed were 
viewed by recipien t governments as const ituting excessive Federa l 
interference in local affairs. Las t year, for example, more than two 
dozen predomina ntly white, medium-sized cities with substantial black 
populations turne d down community development block g rant funds 
th at  they were entitled to because, under the program, local govern­
ments m ust include in the ir application plans for low- and moderate- 
income housing. Althou gh there is no matching required, these com­
munities rejected the moneys because they felt  the available funds were 
not worth meeting the Fede ral requirements established for the pro­
gram.

The required local contributions as a cash match would be easier 
to administer. The evidence also seems to indicate tha t a cash match 
usually stimulates a great er local interest in efficiency and oversight. 
The cash contribution could be either a direct  cash payment or an in­
direct cash payment such as taxes foregone. Moneys received by the 
community from the general revenue shari ng program  or the com­
munity development block grant program could be used to match the 
Federal funds.

The matching requirement could either be a variable  or uniform 
match. The variable match lowers the requirements for the poorer 
jurisdict ions thus  lessening their fiscal burdens. Und er the uniform 
match, which is easier to adminis ter, each community would provide 
the same amount of funds for each dollar of aid received.

The size of the required  match would depend on the anticipa ted 
fund ing level for the program . The highe r the anticipated level of 
funding the lower the r equired  match should be. A range of  10 percent 
to 20 percent of the progra m costs migh t be considered in this case.



T h e  U se of B lock  G ran ts as a V eh ic le  
for F ederal H ousing A ssistance

a report to the congressional research service 
of th e library of congress

(B y J oh n M . F rantz, W as hi ng to n, D. C. , J an uary  1977)

I ntroductio n

This repo rt is not writt en on the premise tha t a system of block 
gran ts is the best approach to Federal housing assistance, or even that  
such an approach enjoys such suppo rt tha t i t will inevitably be tried.

The premise adopted  here is that  there  has already been enough 
public discussion of  housing block grants, and even some actual ad­
vocacy of block gran ts as a substitute for the various housing as­
sistance programs  now on the  books, tha t the block gra nt approach is 
certain to be actively considered as a possibility in the continuing 
search for bette r means of solving our chronic housing problems.

As will be brought out in the discussion of this subject in the main 
text, the distinction between “block” grants and so-called “categorical” 
gran ts is not quite the simple black-and-white mat ter it may seem 
to be at first glance. Upon analysis, i t appears that there are two basic 
characte ristics which are most descriptive  of the practical differences 
between a block gra nt system and the more trad itional  program 
fo rm at:

Fir st, that  the grantee has freedom of choice among a wide range 
of possible strategies and methods for pursuing local objectives, 
within the broad framework of a Federal purpose but without eithe r 
Federal direc tion or review and approval oi  such choices.

Second, tha t when the program method or methods selected reach 
the stage of assuming concrete form as individual projects, such 
projects may proceed without recourse to a formal system of Federa l 
applica tion, review, modification, and approval, and without having 
to stand the test of a detailed set of Federal crite ria or regulations .

Within these broad standards, the report seeks to construct a con­
cept or approach to the application of block gran ts to housing assist­
ance which will as nearly as possible meet the basic requirements  of 
political acceptabi lity at the Federal, State,  and local levels; admin­
istrative feasibility ; retention of such Federal control as is essential 
to responsible exercise of governmental  power; and bearable cost. 
How successful the effort has been is, of course, for o thers to judge.

J ohn  M. F ra nt z.
(71)
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SEC TIO N I

RE VE NU E SH AR IN G, BL OCK  G RA NT S, AND CATEGORICAL GRA NTS

Fo r a very long time it has been accepted as a fact  of life by many 
people, and regarded  as a mat ter of passionate faith by some, tha t 
most of the ills which afflict or are perceived to afflict American so­
ciety are traceable to the continuing t ran sfer  of power from State and 
local governments to the F edera l Government, or “Washington” (used 
pejoratively, in this  context ). Concurrently, in the view of people so 
minded, local government has been undermined; decisionmaking has 
moved into the h ands of people f ar  removed from the 'local scene, and 
thou ght t o be insensitive to local wishes and needs; and the empire of 
the Fede ral bureaucracy has grown seemingly without any end in 
sight .

This is by no means a new or recent concern. Some such apprehen­
sions were clearly in the  minds of the founders  when they proposed the 
10th amendment to  the Constitu tion, reminding al l concerned tha t the 
Federal  Government was one of limited powers, and not a supergovem - 
ment which enjoyed all the powers of the States  at a higher level of 
power. The alarm of a great many people was certain ly great ly en­
hanced by the  adoption in 1913 of the 16th amendment, w7hich a utho r­
ized the direct Federal income tax—thereby vastly increasing the 
financial super iority which the Federa l Government already enjoyed 
over the States  by virtue o f its broad general power to  raise  revenues 
and its exclusive jurisdic tion over currency and coinage and over inter­
state  and  foreign commerce.

I t is quite true  tha t from relatively simple and modest beginnings the 
Fede ral Government has grown into one of the largest and most com­
plex political  institutions in the world. There  were, of course, many 
causes for this growth.

Duri ng the Great  Depression of the thi rtie s the Federa l Govern­
ment, ac ting in large pa rt in response to the inability or unwillingness 
of the  Sta tes a nd localities to act, evolved a whole galaxy o f new agen­
cies and functions, most—though not al l—of which were in due course 
judge d to be within its constitu tional powers. I n retu rn for financial 
rescue, it assumed greatly increased r egulato ry powers over the bank­
ing and th ri ft institutions. Some of the new agencies and program s 
brou ght into being—for example, WP A and CCC—were clearly 
of a public character.  In  others, such as RFC , RE A and TVA, the 
Federal Government ventured  into commercial and industrial  areas 
which hithe rto had been considered the exclusive preserves of privat e 
enterprise, subject to such supervision—generally lenient—as the 
States  might elect to impose on them.

Two World  War s and two Asiatic wars of comparable or near- 
comparable dimensions also compelled the Federal Government to do 
manv things  which only it  could do: I n general, to impose such con­
stra ints  both on the citizenry  and the economy as were necessary to 
marshal the country’s resources in suppo rt of i ts milit ary effort.

Thus, between periods of prewar, war and postw ar emergency, and 
periods of severe economic recession or inflation, the Federal Govern­
ment has presided over a nation in a state of  emergency for many 
more years of th is century  th an not, and this  has  ha d its effect on the
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growth both of Federal functions and of government expenditures 
and employment. Those who view Washington as a sort of whirlpool 
inexorably sucking political and economic power into the central gov­
ernment are not without some factual basis for  thei r concerns.

There are, nevertheless, a number of readily available facts which 
suggest tha t thei r fears, even if not exactly groundless, are greatly 
exaggerated. State  and local expenditures, debt and employment have 
grown at rates greatly outst ripping those of the Federal Government— 
especially in employment, since Federa l civilian employment has 
grown hardly a t all in recent years, while State and 'local employment 
have expanded dramat ically. There can be no question tha t the staffs 
of State governments and those of a high proportion of counties and 
major municipalities have increased great ly not only in gross num­
bers, b ut also in the ir levels of skill and professionalism. The States 
have become active in a wide variety of p rogram areas re latively  new 
to them : Pollu tion control, environmental protection, statewide com­
prehensive planning, and State-operated housing programs, to name 
a few.

The evidence that the growth of the  Federal establishment is having 
a debi litating effect on State  and local government, therefore, is hard ly 
persuasive. Nevertheless, those who feel strongly as a m atte r of phi ­
losophy about the Federal thre at are persuaded,  evidence or  no. And 
there remains the very real fact  tha t the revenue-raising powers and 
sources available to the States  and localities are increasingly  inade­
quate to their g rowing needs for expanding facilities and services.

These concerns reached prominent expression at the highes t level 
of Government during the administration  of President Eisenhower. 
In a speech a t Williamsburg in 1957 and in subsequent messages to 
the Congress, he proposed a program of progressive reductions  in the 
Federal share of grant-supported  programs, and the establishment o f 
a study commission to ident ify Federal functions  which could be 
turned over to the States,  and Federal revenues which could similarly 
be transfer red to help support them. Nothing concrete came of these 
proposals, however, and the subject continued to rumble in the back­
ground until  it was highligh ted once more by the Nixon adminis tra­
tion under the general description of a New Federal ism.”

As is often the case in such matte rs, the New’ Federalism  contained 
little  in the way of concepts which were actually new. I t consisted in  
the main of the objective of getting r id of so-called categorical gra nt 
programs 1 by merging them and general izing the ir purposes, and of 
tran sferring decisionmaking powrer in connection with such programs 
in large measure from  Federal officials to the  elected heads at various 
levels of local government. The practica l effect of these proposals, in 
the opinion o f some students, might  well have been to enhance the  in­
fluence of  the White House and of the Governors, mayors, and other  
locally elected officials a t the expense of that of the committees and 
members of the Democratically controlled Congress. Some sense of this  
result may have accounted for the fact that  the  Congress approached 
the whole subject of the New Federalism with a degree of uneasiness.

1 The ter m “categ or ical” Is general ly app lied  to any Fe de ra l gran t-l n-ald prog ram  In supp or t of a specific func tio n or  program selected by the Fe de ral Governm ent  to receive as sis tanc e— such as  pub lic hou sing , loa ns fo r ve te ra ns ’ e ducation, soil co nserv ati on , etc.
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President Nixon did recognize, however, that it would be fu tile to 
tran sfer extensive functions and responsibilities to the States  and lo­
calities without some means of  financing them.2 Accordingly, he ad­
vanced a proposal tha t was new—general revenue sharing—and fol­
lowed tha t with a number of suggestions for what were called special 
revenue sharing programs. The distinction between the two forms is 
an impo rtant one.

In  general revenue sharing, a propor tion fixed by Congress of the 
general revenues is returned to the States and other local jurisdictions 
in accordance with a formula, also fixed by Congress. Once in the hands 
of the recipients, these funds may be used, for a ll practical purposes, 
for  any or a ll of the ends for which their own general revenues may 
be employed, subject only to such accountabil ity as is necessary to as­
sure that the funds are not diverted to uses that  are corrupt, unautho r­
ized, or illegal. °

Both in concept and in practice, therefore, general revenue shar ing 
may be regarded as a device for  revising the  entire tax struc ture of the 
Nation de facto, without  the necessity of doing so de jure . Even with­
out considering the practical difficulties of revising the tax laws so as 
to benefit somewhat the less prosperous areas at the expense of the more 
prosperous—which in general revenue sharing can be accomplished by 
manipulating the distribu tion formula—the complications inherent in 
a simultaneous effort to revise not only the U.S. Tax Code but also 
those o f all 50 States  and a vast number o f lesser jurisdict ions are so 
enormous that it may reasonably be doubted whether it could ever be 
done. General revenue sharing  accomplishes a large part of the same 
end by the  simple device of having a computer-operated printout ma­
chine write checks agains t a predetermined total  according to a pre­
determined formula.

GENERAL REVENUE SHARING VERSUS “ SPECIAL,”  OR BLOCK GRANTS

Distributions under  the general revenue sharing plan, as we have 
seen, are in substance and effect a revision of the overall revenue- 
raising scheme of  the  Nation, with the object of at least part ially  re­
dressing the imbalance between the taxing powers of the Federal Gov­
ernment and those of the S tates and local jurisdictions. Viewed in this 
ligh t, it at once becomes clear that  so-called special revenue sharing 
programs or block gran ts are of a quite different nature.  In either 
case, wha t is involved is a payment to one or another local agency out 
of an appropriat ion from the revenues of the Federal Government to 
accomplish a Federa l purpose. The Federal  Government is thus the 
prime mover, and the local body is the agent—in a real if not in the 
technical sense—of that  Government for the attainment o f a national 
end. This  remains true even when the benefit sought to  be conferred is 
prim arily  or even exclusively local in character, for it is nevertheless 
subsumed within a broader purpose which is national  in scope— 
otherwise, the Government would have no reason to undertake the pro-

» In  th is  pe rc ep tion , he  wa s, of  co urse , qu it e ri ght,  as  G ov er no r Rea ga n w as  to  le ar n  wh en  he  prop osed  to  tu rn  ov er  some  $90  bi lli on  of  F ed er al  pr og ra m s to  th e S ta te s an d lo ca li ti es  w ith no  cl ea r ex pl an at io n as  to  how  th ey  were to  be fu nd ed . F a r  fro m be ing de ligh te d,  th e  pr os pe ct iv e re ci pi en ts  of th es e fu nct io ns were so al ar m ed  th a t th e Gov erno r th ough i t  be st  to  explW n th a t he  ha d not  m ea nt ex ac tly w hat  he  seem ed  to  be sa ying .
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gram in the first place. The distinction is a significant one for  the 
fur ther consideration of a possible block grant  program for housing.

In the case of special revenue sharing, the term itself is a misnomer. 
Actual revenue shar ing is not involved, notwiths tanding t ha t there is 
a tr ans fer of revenues from one pa rty  to another—as, indeed, is true 
in every case of Federal  assistance, whether to  individua ls or ins titu ­
tions. In  fact, a moment’s consideration will make it  evident th at there

- can be no true revenue “sharing” except in the general sense; moreover, 
equally by logic and bv language, when a purported  revenue sharing 
program becomes “special.” it ceases thereby to be gen era l: and ceases 
also to be revenue sharing in the s trict and proper meaning of the term.

SPECIAL REVENUE SHARING  VERSUS BLOCK GRANTS

It  may be as well to digress  briefly at this point in an effort to avoid 
the semantic confusion which has arisen over the use of the terms 
“block g ran t” and “special revenue sharing,” and led to the impres ­
sion on the part of some tha t they refer  to substantive differences in 
program approach. The first and most important fact is tha t this  im­
pression is groundless. While the legislative proposals under  the one 
designation differed in numerous, sometimes significant, respects  from 
those proposed under the other, these differences related to matte rs 
of administra tion and procedure, not to the substance of the method 
of financing proposed. In a word, the two terms are in effect two names 
for the same th ing, and in the various bills or titles discussed from 
time to time the names could have been transposed with no significant 
effect on the ir meaning.

This confusion arose more or less by happenstance out of the con­
gressional consideration of the Nixon Administration proposals. As 
has been noted, tha t Administra tion suggested a number of what it 
called special revenue sharing program s—for community development, 
for education, and for certain other purposes. It  is reasonable to as­
sume that  the name was chosen both to link  the proposals conceptually 
with general revenue sharing, which had met with a widespread warm 
reception, and to keep it within  the  umbrella of the  New Federalism.

While there were differences o f opinion between the  congressional 
committees and the Administration on a number of specifics of the pro­
posed community development proposal, the real controversy devel­
oped over the degree of review and control over the program to be 
exercised by the Secretary o f HUD, and through him by the Congress. 
In brief, the Administra tion sought to oblitera te as nearly as possible 
every vestige of “processing” at the Federa l level, which was consid­
ered a costly and improper interference with local decisions; hence, 
the Administra tion's  proposal called for  practical ly nothing in the way 
of submission of plans and proposals by the localities, or for secretaria l 
review. The committees, by contras t, wanted to retain  some formal

- assurance tha t the funds provided would be used in accordance with 
at least some sort of reasonable plan, which in tu rn would accord with 
the stated purposes of the statute . They accordingly developed their 
own proposal which embodied these concepts, and called the  funds  to

» be provided “block gran ts.”
In  the course of the negotiations  which followed, it became clear 

tha t ultimately a compromise would be reached which would involve

8 7 -3 4 5  0  -  77  - 6
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concessions on both sides, as indeed i t finally was. Meantime, however, 
the terms had become a sort o f convenient short -hand, “special revenue 
sharing" being taken to refer  to the Adm inist ratio n’s concepts rela t­
ing to supervision and overs ight, and “block gran ts” to those p refer red 
in the Congress.

Hence forth in t his report the term “block gra nts ” will be employed 
exclusively, since it has achieved the wider acceptance and is more 
readily understood and also because, as noted above, it is the more 
accurate term for the technique under consideration.

BLOCK GR ANTS VERSUS CATEGORICAL GRANTS

In  recent years, and in urban matte rs especially since the enactment 
of the massive Housing Act of 1968, i t has become increas ingly fash­
ionable to deplore the multiplicity of so-called categoric al gra nt pro­
grams. Critics vied in the ir efforts to arrive  at high counts of such 
programs, so tha t one might  read tha t there were more than  400, or 
832 or 1,269, or almost any num ber one migh t choose of F ederal g rant- 
in-aid programs which were said to be overlapping, conflicting or 
contradictory , dispersed among a grea t variety  of differently orga­
nized agencies, and each possessed of its unique set of regulations, 
forms, procedures, reviews, and reviews of reviews. All of this was 
said to be bewildering, fru stra ting , and costly to local government, 
and to encourage “grantsmanship,” as a result of which the bulk of 
the funds tended to wind up in the hands of those localities which had 
the most highly developed skills at threadin g the multit ude of Fed ­
eral needles available to the knowledgeable.

There can be no question that these evils existed. Wh at is less cer­
tain  is the v alidity of the assumption tha t they were inherent in w hat 
were (an d are ) called categorical grants , rath er than the result  of 
poor admin istration of progra ms often hastily  conceived and incom­
pletely thought through. Th at assumption was indeed made, however, 
and went v irtua lly uncontested. Thus it became an avowed purpose of 
critics  on a bipar tisan  basis, and a t both congressional and local levels, 
to do away insofa r as possible with categorical grants in favor of 
much broade r block grants . It  becomes pert inen t to our inquiry to 
examine precisely what constitutes a “categorical” grant, and what 
the significant differences are. if any, between such a gr ant  and  a block 
gran t.

Almost immediately alt er  it is posed it becomes clear tha t this is a 
much more s lippery question than it might appear. A block grant  is 
made to achieve a purpose, and however t hat  purpose is described it 
must have some boundaries and some content, or else it would be im­
possible to describe it at all. But this necessarily means tha t the purpose 
itsel f constitutes a “category,” if one wishes to look at  i t in that light .

Thus, a block gra nt progra m for housing may qui te legitimately be 
considered a categorical gra nt for the category “housing.” Indeed, 
virt uall y any gra nt program may be considered a “block” gra nt by 
comparison with a narrower progra m in the same functiona l area. 
Thus, for example, a progra m of gran ts for the planning  and con­
struct ion of hospita ls is certain ly more “blocky” tha n one for plan ­
ning  alone; a program for  planning and construction of health 
facilit ies is still blockier; while gran ts for health  delivery programs
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including both facilities and services would be blockier still—although 
any of these may just  as reasonably be described as categorical.

It  appears, accordingly, tha t there is no definitive or precise dis­
tinction between categorical and block grants, since they are relative  
and not mutually exclusive terms. How are we to escape from this  
dilemma for purposes of the present study?

CH ARACTERIS TIC S OF A BLOCK GR AN T PROGRAM

The most promising approach would appear to be to attempt  to 
infe r the basic character istics of what we may feel justified in call­
ing a block gra nt approach from the difficulties which have been ex­
perienced under the more t radi tional formats,  and which are expected 
to be alleviated or eliminated by a new format.  In  the main, these 
seem to involve two broad objectives: to eliminate undue Federal in­
terference in or preemption of local decisionmaking processes dealing 
with such mat ters as pr ior itie s; and to minimize as fa r as possible the  
administra tive difficulties, delays and costs inheren t in formal  proc­
essing procedures involving  the Federal level.

Working from these broad objectives, i t is proposed that a program 
can be considered a valid block grant  approach to the extent tha t it 
is successfully struc tured  to meet the  following cr ite ria :

1. Ini tial  fund distr ibution should be accomplished by objective 
formulae based on statis tically measurable factors related to need, 
not upon a Federal appraisal  and approval  or modification of local 
applicat ions supported oy showings o f need and plans and proposals 
for local actions.

2. The statu te and regulations should accord to the local rec ipients 
the widest possible choice of under takings to be selected on the basis 
of local prior ities and decisions, subject to the overall requirements 
that any such under takings be reasonably related to the accomplish­
ment of the Federal purpose for which the program is established.

3. Federa l review should be limited to local plans  and with respect 
to them to broad considerations related to the statu tory objectives, 
and not to differences of opinion as to the wisdom or desirability  of 
local priorit ies or approaches.

4. There should be no processing at the Federal level of appli ca­
tions or plans for individual projects or undertakings within  a local 
program which has been agreed upon and funded.

5. With rare  exceptions (to be discussed in late r sections), there  
should be no Federal interference in the execution phase of gran t- 
supported programs.  Such interference, where allowed, should be in 
the enforcement of applicable Federal laws (e.g., equal rights pro ­
tection, nondiscr imination in employment, etc.) , or action to assure 
the financial integrity  or substantive relevance of the programs. In  
general, such interference,  where authorized, should be aft er the fact  
and based upon ascertainable factual situations , not upon differences 
in value judgments made during  planning and preparation .

6. The primary function of the Federal Depar tment  charged with 
the program should be to maintain such oversight as is necessary (a) 
to assure the financial integ rity and program fidelity of gran t-sup­
ported local endeavors, and (b) to keep the Congress informed con­
cerning the progress of the program, its problems, and its cost.
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These c riter ia will be applied in the following sections in consider­
ing the problems involved in designing a block gra nt progra m for 
housing.

SEC TIO N II

SOME CHARA CTERI STICS OF A WORKA BLE  BLOCK GR AN T PROGRAM FOR 
. HOUSI NG

Few Feder al grant-in-aid program s have functioned in actual prac­
tice as effectively as t hei r sponsors had hoped or as their initia l ad­
minis trators predicted; conversely, few have failed as d isastrously  as 
their opponents warned. Yet it is clear tha t some have been more ef­
fective over the long run than  others, and it is reasonable to assume 
tha t this relative record of success or lack of it is r elated to elements 
in the conception, design and admin istrat ion of the various programs.

In  this  section, an effort will be made to deduce from experience 
the more significant characteristics which should be bui lt into a hous­
ing block gra nt progra m to enhance its prospects of success, as well 
as the other side of the coin: character istics which should be avoided 
in order  to minimize the likelihood of failure or serious difficulty. 
Before attem pting this analysis we would do well to recall that the 
whole subject of housing, housing needs, and housing program s is one 
of enormous complexity, and concerns i tself with matters which are 
in a constant  state of flux. Since it is beyond our capabil ities to remedy 
this situat ion, it follows perforc e tha t we must find ways to live with 
it. Nevertheless, this consideration will rob any realistic  approach 
of that degree of precision and tidiness which many people find 
comfortable.

With  this  preamble, we now briefly review what some of the rele­
vant characteristics appe ar to be in the design of a block g ran t pro­
gram for housing.

A CLEAR AN D USE FUL ST AT EM EN T OF THE NA TI ONA L PURPO SE

It  has alread y been observed that a Federal gra nt progr am can 
only be justified in pursuance of  a national  purpose. If  the  only object 
is to shore up  t he resources of State  and local jurisd ictions in d ealing 
with the ir responsibilities in general—which of course would be a 
natio nal purpose itself, of sorts—the simple and sensible course to 
follow would be to increase the general revenue shar ing distributions. 
If , however, the  purpose of the program is to achieve a narrower end, 
and if the Executive and the Congress have agreed upon the nature  
of that end (which would appe ar to be a condition precedent to its 
auth oriz atio n), then it is clearly their duty to declare it in the least 
ambiguous terms available.

Duty apart, it should be recognized tha t the reception and effec­
tiveness of the p rogram  will depend to a large degree on the e xtent to 
which its purposes meet with general agreement, acceptance and 
support.

The heading above notes th at  a  sta tement of purpose should also 
be “useful.” The  word is included because statements of purpose have 
been made in the pa st which were reasonably clear, but unfort unately 
not very useful—for example, the so-called national housing “goal”
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of the  1968 act, which was certa inly not lacking in clarity  (26 million 
units in 10 years, etc.) , but which was in fact  not terribly useful, 
since it amounted to a group of production quotas which were not 
assigned to anyone in part icula r, but merely l eft floating in air. This 
is no doubt in large pa rt the reason for the fact  th at  the 1968 goalsi, 
though still formally in existence, have played a less and less sig­
nificant part in the national housing debate and program-making as 
the years have passed since the ir adoption.

It  will be observed from the foregoing example that  a statement 
of purpose, in order to be useful, need not necessarily be h ighly spe­
cific; indeed, excessive specificity is more likely to generate problems 
than  to resolve them.

These factors lend to another suggestion : It would be well for the 
Executive and the Congress to  collaborate in the provision of  a some­
what more abundant legislative h istory in connection with the author­
ization of such a program than  is often made available. Too often 
these documents, especially the reports  of the legislative committees, 
consist in the main in the recitation in paraphrase  of the legislative 
provisions themselves, with little  ligh t being thrown on the ir objec­
tives except in the case of a few specifics which may have been high­
lighted  by controversy or resolved by last-minute compromise. A some­
what fulle r documentation should be of value alike to the program’s 
administrators, parti cipants, beneficiaries, and the courts.

The exact formulation of a statem ent of purpose for a housing block 
grant program is, of course, a matter of high policy, and must be 
determined by the Executive and the Congress in the course of the 
legislative process. F or purposes of this report , however, and as a pos­
sible s tart ing point in the event that this  approach is seriously con­
sidered, the following is suggested as a reasonable approxim ation of 
such a statement, and a possible basis for discussion :

It  is the purpose of this Act/T itle  to provide an additional 
means for extending Federal assistance, through methods offer­
ing a high degree of local freedom of choice and flexibility in 
execution, toward the improvement of urban housing conditions 
generally and the restoration of economic health and social s ta­
bility  in inner cities and in older and declining neighborhoods, 
with special consideration for the needs of families of low and 
moderate income.

The reasoning behind the choice of some of the language above, 
and for the omission of some language not included, will become 
evident in the course of the fur ther discussion which follows.

E ST A B L IS H IN G  D IM E N SIO N S IN  SI ZE  AN D T IM E

The practical pol itic s3 of obtain ing the necessary legislation to 
authorize a program of housing block gran ts requires achieving a 
meeting of the minds among a wide variety  of legitimately concerned 
parties  with  very diverse views and interests. In the executive branch, 
these include the program, budgetary, and fiscal authorities, whose 
sympathies in the mat ter may coincide but whose perspective and 
priori ties will not. There are also, of course, the committees and

8 I t should hard ly be necessary to say th at  the  word is employed In a wholly nonpa rtisan 
sense.



Members of the Congress. In  addition , there are the Governors, the 
Mayors, and other local public officials, the mortgage- lending indus­
try , the homebuilders, the labor unions, and many more.

I t has not been unknown in the past tha t proposals have been pushed 
through by organized and energetic support in the face of poorly 
informed and poorly organized opposition. Where such programs 
have lacked the su ppor t of any broad consensus, the ir lives have char­
acterist ically been short and unhappy—compare Model Cities, for 
example. The time when this  approach to obtain ing legislation was 
wise over the long run has almost certain ly gone, if  it ever existed.

Two extremes are to be avoided. On the one hand, the program 
should not be put  forward—as some have been in the past—as the 
long-sought  final solution, the answer to the Nation’s housing and 
related urban problems. There are a number of reasons for  not making 
such a commitment: Fir st, because it would almost certain ly prove 
un tru e; second, because we have no demonstrable basis for sucn a con­
clusion in advance; and third,  because people have been burned too 
often, and would simply refuse to believe.4 The  chances of developing 
a program which is all things to all people and localities are vanish­
ingly small; on the o ther hand, with conviction and effort the  chances 
of developing one which will make a substan tial and useful contr i­
bution in more situat ion than  not should be reasonably good.

The opposite extreme is equally undesirable: The program ought 
not to be launched on a minimal basis under  the label of a pilot  or 
demonstra tion undertaking . At least in this writer’s opinion, the 
Congress and the public have been piloted and demonstra ted until  
they are, with some justification, hear tily sick of and skeptical about 
this  approach. Few demonstrat ion programs in the field of housing, 
even if carried  throu gh to completion, as many have not been, have 
succeeded in demonstrating anything  which was not reasonably evi­
dent in advance, and not a single instance comes to mind of a program 
which was launched on a pilo t or demonstra tion basis and was la ter 
escalated to  major dimensions on the basis of its merits as thus tested 
and established.

The range  between a level which would be unrealist ically large and 
one which is unacceptably small is obviously very wide. Unfortuna tely,  
there is no interpo lated level which is demonstrably more real istic or 
desirable than  another; the choice must be an accommodation of 
social, political, and financial judgment. In these terms, the level pro­
vided as a working assumption for this study—the addi tion of 400,000 
assisted units per year to the composite national program—seems 
as useful and acceptable as any.

It  cannot be objectively demonstrated  to be preferable to alternative 
levels of, say, 500,000 or 450,000 units, or even of somewhat smaller 
incremental levels. Nevertheless, a 400,000-unit level does have these 
mer its: (a) It  is large  enough to have an appreciable even i f gradual, 
effect on the overall problem of inadequate housing; (6) it is not 
so high as to impose an undue financial burden unless the Government 
considers the whole urban problem one of low prio rity—in which case, 
of course, the whole matter would be academic anyw ay; and (<?) from

4 T he  wid es pr ea d di si llus io nm en t fo llo w ing th e ef fusiv e pu bl ic  la unch in g of  th e H ou sing  Act  o f 1968  h as  n o t pa ss ed  fro m me mory.
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an administrative point of view i t is a feasible level, since i t has al­
ready been achieved, or at least approximated, during the production- 
oriented period which preceded the Jan uary 1973 freeze. For these 
reasons, we will adopt for present purposes an assumed level calling 
for the addition of some 400,000 assisted units  on an annual basis.

Volume, however, is not the only dimension which requires con­
sideration in this connection; there is also the facto r of time. It  is 
hard ly to be supposed tha t any Congress would make an open ended 
commitment to an annually  increasing program for the indefinite 
future. Correspondingly, no responsible local body or private entity 
would expend the money, time, and effort needed to gear  up for a 
program with no assured life beyond, say, the first year. Once again, 
the possible number of interpolative boundaries between the unwork- 
ably short and the unacceptably long is very large  indeed.

The simple standard would appear to be one which would provide 
for a period sufficient to show in th e practical test of experience what  
the potentia lities, values, and problems of the program appear to be, 
and which would then automatically bring about a congressional re­
view’ and revaluat ion based on that experience. This test suggests that 
5 years is about the practical w’orking minimum. Taking into account 
the problems of State-enabling legislation, where needed; the estab­
lishment and debugging of basic procedures; and the necessarily time- 
consuming and contentious process o f developing local programs to 
the point of readiness , it  is unlikely in the extreme tha t any significant 
number of local efforts can begin to demonstra te tangible  results—or 
clear lack of results—in a lesser p eriod; 5 years may, in fact, not be 
enough. Nevertheless, considering th e necessity to assume positive lo­
cal response and the dancer of alienating support through a commit­
ment of too long a term, it  is suggested th at a 5-year period might pro­
vide a workable st art ing  posture for a new program o f housing block 
grants.

SETTING BOUNDARIES

It  has already been noted tha t a new program of th is na ture  should 
avoid the appearance of being all things to all people. It  will help 
avoid such an appearance to set some boundaries to the program, 
even wffiile leaving it a wide scope. This  will have the additional ad­
vantage of somewhat increasing its impact by narrowing the target  
area a bit.

Assuming tha t the  limits to be adopted must be feasible, significant, 
and capable of being supported on thei r merits, several possibilities 
come to mi nd :

1. This should be basically an u rban program. There are a number 
of reasons for this conclusion. One, of course, is tha t it provides a 
substantial limitat ion to the scope of the pro gra m; one which is re ad­
ily amenable to administ ration; and one which would mate rially  
simplify  the problem of construc ting the gra nt distribution problem 
and the inevitably  difficult problems of intergovernmental relations 
involved. Second, i t should be recognized that the problems of small 
towns and rural areas are qualitatively different from those of the 
cities. Thi s is no t to suggest tha t they are lesser, or of less importance. 
It  is r ather to recognize th at the problems of a small town, unless it is 
merely a legal fiction which is actua lly p art  and parcel of an extended
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city, or a predominantly rura l area bear very little resemblance to 
those o f a New York, a Detroit , or  even those of smaller cities around 
the country. True,  different cities have the ir own problems. Never­
theless, there are more resemblances than dispari ties among them. 
As between them and the small towns and rural areas, there appear 
to be more differences th an similarities. Hence it should be not only 
convenient but  useful to apply separate approaches  to them in formu­
latin g programs of Federal assistance.

2. So fa r as possible, the program should avoid disp lacing or super ­
seding existing programs which have been shown to be effective in 
meeting special purposes. Thus, the block g ran t program should not 
seek to replace the mortgage insurance and guaranty programs of the 
FH A and VA.6

Further,  it would be feasible and probably desirable to exclude 
from the new program projects and other forms of assistance designed 
especially for, and limited to, the elderly and handicapped. Here 
again, the existing  section 202 loan program has proved itself in 
operation  as effective and workable. Here again also, the problems 
of designing housing programs specifically for the e lderly and h andi ­
capped are distinctive ly different from those of the general popula­
tion. This, therefore, should offer not a m ajor but a useful limita tion 
on the scope of the block g ran t program.

3. Housing  block gran ts are an eminently unsuitable approach to 
the encouragement of new towns, whether in town or in undeveloped 
areas.6 I t is true tha t the Federal efforts in this area  have been largely 
aborted, due in the main to the start-and-s top character of the Fed ­
eral involvement, and the unpredictab ility of  either Federa l interest  
or support from one period to the next. New towns remain an im­
por tan t area of concern from an overall housing standpoint. It  seems 
certain  tha t enticing private developers into these very large scale 
and very long range under takings after the painful experience of 
recent years will require some new approach, but it is not to be found 
in the housing block grant concept. How it might be found is beyond 
the  scope of the present report.

The foregoing discussion should not be understood as suggesting 
that any of the excluded m atters  should be either ignored or allowed 
to proceed along existing lines without reevaluation and revision 
where indica ted. On the  con trary, if a block grant  program were pre­
sented in such a context as to suggest that  the smaller  towns and rural  
areas and the elderly and handicapped are to be forgotten and 
dropped overboard, it would be received fr igidly, to say the least, in 
the Congress. Hence, it needs to be stressed at this point that the 
establishment  of limits such as those suggested above makes it im­
perative tha t the proposal be advanced in the context of specific pro­
posals for adequate action through other means in the excluded areas.

6 O f t he se , so m ew ha t more will  be sa id  a t a la te r po in t.8 T he  cr it ic al  fina nc ia l prob lem  of  th es e ve ry  la rg e under ta k in gs ce nte rs  ar ound th e pr ov is io n of as su re d  fin an cing  or  th e ex te nd ed  pe riod  be tw ee n th e  In ce pt io n of p la nn in g an d  th e  av ai la b il it y  of  an y su b sta n ti a l ca sh  flow— no rm al ly , an  In te rv al  of  se ve ra l ye ar s.  T he  am ounts  invo lved  a re  too g re a t to  be  se cu red w ith c« sh  from  a ho us in g block g ra n t pr og ra m , w it hou t ef fect ively di sp la ci ng  a ny o th er su b sta n ti a l eflFort in  th e  l oc al ity.
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L ocal P rograms and F un ct ions  to be E lig ibl e 
eor Block  G ran t S upp ort

A theoretical formula for eligibili ty for block gra nt supp ort might  
provide tha t grantees could use the Federal funds for any housing- 
related purpose whatever which is not in itsel f illegal and for which 
the grantee agency has authority  under  State law. Such a broad 
sweep would accord the maximum convenience to the  Federal Govern­
ment and the maximum gratification to the proponents of local de ter­
mination and freedom of choice.

Unfortuna tely,  a program quite so open-ended and amorphous 
would have poor prospects for survival. There is a high probability  
tha t it would come to grief in an abundance of projects of dubious 
value, dissipation  of funds without tangible  results, and contention 
over the p rogram’s merits, ending in disrepute.

The problem, therefore , is to attach to the program such require ­
ments and limits as are essential to preserve its integ rity and basic 
purpose, while at the same time so lim iting  these tha t it remains in 
fact, and not merely in form, one of local decision and responsibility .

This problem can be attacked in at  least four way s: by requirements 
set forth in the authorizing  statute;  by autho rizing  provisions spec­
ifyin g program elements, withou t limitat ion to those so mentioned; 
by the provision of incentives in the form of supplementary grants 
in support of program approaches considered of especial value in 
achieving statutory objectives; and by the judicious use of legislative 
history. Each of these is w orth b rief elaboration.

statutory require me nts

I t is almost certain ly not wise or practicable to reduce statutory 
requirements in connection with block gra nt funds to zero; on the 
other hand, the very concept of such grants  requires  that they be kept 
to a minimum. It  is suggested tha t such requirements (ap art  from 
those inherent in the definition of grantee jurisdiction,  et cetera) may 
feasibly be held to  tw o:

1. The statu te should require tha t the local jurisdic tion, whether 
a State  or other eligible public body, submit a proposal or plan meet­
ing certain broad criteria. It  is not intended  tha t this proposal be 
approved or devised by the Secretary. The natu re of such proposals 
and the procedure for hand ling them will be discussed at  grea ter 
length in section I II .

2. It  is recommended that the statu te specifically require any such 
plan or proposal to include a significant  component of major  rehabili ­
tation.

This second requirement is proposed with full recognition that 
local officials, housing officials and the Congress have been vigorously 
talk ing up rehabi litation for many years ; tha t many high resolves 
and special efforts have been undertaken; and tha t in fact relative ly 
little has happened.

While all this is true , it does not alte r the basic and largely undis­
puted facts : tha t the standing stock o f existing  housing is for many

X
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years will be by far  our largest unexploited housing resource; tha t 
much of tha t housing is in a sta te of  progressive decline which, if  not 
arrested and reversed, will ultimately render i t not only uninhabitable 
but virtual ly beyond rescue; and tha t this process affects not only 
isolated units but entire neighborhoods, clusters of neighborhoods, and 
in some cases a high proportion of the entire residential land area 
within the city.

Previous efforts at rehabili tation have unfort unately been char-' 
acterized by a high degree of reliance on rhetoric, not to say puffery. 
As projects they have tended to be small and highly localized, and 
pursued with an abundance of caution, if not indeed timidity.  Fre ­
quently they have been launched under the rubric  of “pilo t’’ or 
“demonstration” projects. Some have failed outright, while some have 
been brought to an inconclusive completion with little impact on 
others than their  immediate sponsors and particip ants.

As a result of these and perhaps of other causes, the total volume 
of Government-sponsored rehabilitation has been negligible, viewed 
in the perspective of housing needs and problems. Praise and endorse­
ment for the objective have been voluminous; so too, afte r the fact, 
have been the commentaries stressing the difficulties, complexities, 
uncertainties  and financial risks inherent in any attem pt a t rehabilita­
tion on more than a cosmetic scale.

Moreover, it is important to note tha t economic assessments of 
rehabilita tion have commonly—indeed, almost universally—been 
made on the basis of superficial and virtually irreleva nt economic 
assumptions. The process and the result have been assumed, quite 
falsely, to be in all respects analogous to an ordina ry business tra ns­
action intended to make a profit upon an investment. Thus, regard­
less of the peripheral language in which it may be discussed, the 
essential question asked has been reduced to the dimensions of one 
structure,  and to a determination whether the cost of acquisition 
of tha t structure plus the cost of rehabili tation yields an increment 
of value such tha t the renovated structure can be sold or rented at a 
profit. In the broader and more significant economic context, the ques­
tion and its answer are all but irrelevant.

Such a broader context must include the value to the community 
as a whole of arresting what now appears to be an inexorable trend 
toward decline, and achieving a perceptible if gradu al restoration 
of health and favorable expectation in older and declining neighbor­
hoods. The rewards of such a successful endeavor are neither pre­
dictable nor measurable in monetary terms, except in a very limited 
way. B ut it does not seem too much to suppose that they would, over 
time, improve public morale; raise the tone of living in affected neigh­
borhoods and ultimately in the wider city; create the atmosphere for 
new economic activity; gradually afford relief to the financial 
strangulation of local governments and generate a more positive 
thru st to the motivations of local officials; and even, in time, favorably 
affect such seemingly remote matters as personal safety, crime, de­
linquency and vandalism.

If  attainable, these are very large rewards indeed, and well worth 
substantial investment of public resources without regard to the t rad i­
tional tests of “economic feasibility .” If  these are the kinds of objec-
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tives which public policy should be addressed to, our economic 
approach to assessing the feasibility of major rehab ilita tion must 
undergo radical restructuring.

This somewhat lengthy digression was necessary to make clear why 
rehab ilitation is regarded in this  study as an indispensable pa rt of 
the national purpose which would just ify and guide a housing block 
gra nt program. We turn  now to other elements of program definition 
at the national level of public policy.

STATUTORY EM BELLISHM ENT S OF TH E AUT HORIZING LANGUAGE

It  was suggested earlier tha t, apart  from requirements per se, the 
legislative inten t and impact of the authorizing sta tute  might be cla ri­
fied and strengthened throu gh the inclusion of language spelling out 
some of the kinds of program approaches and techniques authorized 
to be supported throu gh block gra nt funds. Such language  should, 
of course, make it clear tha t authorized uses for such funds are to 
include, without being limited to, the part iculars  so specified.

From a policy standpoint, such language should serve to iden tify 
areas which the Congress deems to be of partic ula r importance , and 
in so doing to flesh out the general concept of the statutory purpose 
without at the same time directly limit ing the freedom of action of 
local decision makers. From  a psychological and political standpoint; 
it should help to high ligh t these areas and to at least assure th at they 
are not overlooked o r given only perfunctory consideration in local 
planning.

Specific authorizations might provide for the uses of block gra nt 
funds for such purposes  as:

Acquisition, improvement and sale o r renta l of residential prop er­
ties, for occupancy prim arily by low- and moderate-income families, 
including sale or rental  at or below fai r market value;

Major rehabi litation, including rehabi litation of acquired units  for 
resale or renta l as above; encouragement of major rehabilitation  by 
existing or new owners through sale of units  a t below-market or even 
nominal prices; loans (at  interest  rates rang ing from market rates 
to zero, defer red interest plans, et cetera) or gran ts, or combinations 
of loans and gran ts, to finance needed reha bilit ation; tax abatement 
or defer ral on property  value added throu gh rehabi lita tion; and the 
costs of establishing and operating services to provide technical assist­
ance and inspection service in connection with rehab ilitation, 
especially in older or declining neighborhoods ;

So-called homesteading programs, with the addit ional  assistance 
suggested below;

Init ial costs of establishing local or regional housing agencies 
where such agencies do not exist and are deemed needed by the ap­
propriate  unit of general local governments ; and

Costs of establishing and operating  low-cost systems for reg istr a­
tion, tran sfer , and certifica tion of real estate titles.

The foregoing are essentially illustrative. No doubt variat ions upon 
them or quite different items may come to mind in the course of 
developing a specific legis lative proposal. The princ ipal point  unde r­
scored at this stage is the  potentia l value of such a laun dry  l ist in the 
body of the statute itself, both for suggesting the variety and flexi-
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bility intended to be embraced in its autho rizing  language  and for 
pointing the way for grantees  toward  forms of effort which appear  
most promising for accomplishment of the overall statutory purpose.

SUPPLEMEN TAL GRANTS

The most advanced forms of Federal encouragement of local pro­
grams along lines vital to the realization  of national policy would be 
a system of supplemental gran ts limited to a small number of high- 
prio rity  local underta kings  through  block gra nt funds. This  would, 
of course, be an incentive approach, involving no Federal compulsion; 
it would, however, for reasons discussed in section II I,  necessarily 
involve somewhat more extensive Federa l processing and controls.

To make this system workable, it would be necessary for the au­
thori zing statute to set aside a stipulated  amount of th e to tal auth ori­
zation and appropria tions  of block gran t funds. T his set-aside amount 
would not be distrib uted by formula,  b ut would be used by the Secre­
tar y to make supplemental gran ts upon applica tion by eligible local 
grantee  agencies, fo r specific purposes authorized. Of t he latter , thr ee 
are suggested h ere :

1. Local contributions to housing programs, eithe r out of general 
revenues (relat ively  unlike ly) or out of community development block 
gra nts o r general revenue sharin g payments. A local community would 
be eligible for a supplemental gra nt if it allocated and firmly com­
mitted  a portion of such funds,  otherwise available for general uses, to 
specific applicat ion in direc t support of a housing program being 
undert aken with its formula allocation of housing block gr ant  funds. 
Such supplemental grants would be made according to a fixed match­
ing formula. While there are no specific considerations which can 
readily  be invoked to decide on appropria te proportions for the Fed ­
eral and local contributions, one-for-one m atching  seems as reasonable 
a st art ing  po int as any.

I t seems too obvious to  require elaboration tha t this  form of sup­
plemental  gra nt would be intended  to serve two purposes: First, to 
provide  a concrete evidence of the importance the Federa l Govern­
ment ataches to the development and execution of effective local hous­
ing pro grams; and second, to encourage recipients of other and more 
general grant funds to a pply  an appreciable portio n of  them to hous­
ing rath er than  to other purposes, of perhaps lesser prior ity. At  the 
same time, it  allows local jur isdict ions a free choice as to whether, in 
fact, such other  purposes are of lesser prio rity.

2. Encouragement for the establishment of an effective private  re­
habi litatio n capability . There  can be littl e doubt that a princip al 
reason for the margin al effectiveness of past efforts at rehaoi litatio n 
is t ha t there exists no organized skilled, continuing rehabi litatio n in­
dustry to provide the capabi lity of dealing with the special problems 
inhere nt in upgrading old structur es, including archite ctural  and 
engineerin g plannin g, cost estimation, and the performance  of the 
actual work. In  most instances, jobs of this sort are undertaken by 
underemployed craftsmen in association with others, or by general 
builders and contractors who temporarily  find new construction slack. 
The former are typically lacking in essential skills and experience, 
and exhibit a h igh degree o f instability  in staff a nd subcontrac tor a r-
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rangements, as well as a tendency to vanish completely dur ing or 
shortly afte r any part icular contract, leaving the frus trated home- 
owner helpless with respect to work undone or wrongly done. The 
latt er are only too quick to drop out of this kind of work when new 
construction picks up.

It  should, in this wri ter’s opinion, be a prio rity  object of public 
policy in the housing field to encourage the establishment of a resi­
dentia l rehab ilitation industry characterized by the availability  of 
firms specializing in this quite distinc t area of construction work; 
equipped with the necessary skills for the planning  and conduct of 
this  type of work, and possessing either in-house or throu gh continu­
ing subcontrac tor arrangements adequate resources for such special­
ized part s of  the work as plumbing, insulation, and  electrical  in stal la­
tions.

It  is necessary for this purpose to draw a distinction between major  
rehabilitation as here intended and ‘‘home improvements,” as tha t 
term is generally  used. Any good sized city is likely to have a con­
siderable number of home improvement contractors, but they do not 
specialize in or generally engage in the type  of work we are here con­
cerned with. Typica lly, they exist to provide such added amenities as 
recreation rooms, carports , modernized and redecorated bathrooms or 
kitchens, and the like. Many specialize in par ticu lar improvements or 
products, such as aluminum siding, storm windows, reroofing, et cetera. 
Their market is generally to be found in housing which is a t the very 
least a good grade of standard, and very often  semiluxury or luxury 
housing.

This is not to denigra te the value of such services, but  merely to 
note that they are not relevant to the problem to which this  discussion 
is addressed: namely the capabi lity of designing and carrying  out the 
substantial overhau ling of housing which is already drastically im­
paired  and which, if it suffers con tinuing degrada tion, will predict­
ably be lost to the housing supply.

It  is suggested th at supplemental gran ts be made availab le to assist 
in meeting the cost of establishing and operat ing, throu gh an appro­
priate local agency (usually  an agency of local government) facilities  
for licensing and regula tion of qualified rehabilita tion contractors, for  
maintaining  a public register of  such contractors, and for a system of 
inspection of rehabilitation work in progress and upon completion. 
Conceivably such local programs could extend to the provision of 
financial assistance, through capi tal advances or short-term loans at 
reasonable rates, especially to assist in the organization and success­
ful establishment of new rehab ilitation contractors specializing  in 
such work in connection with continu ing housing rehab ilita tion p ro­
grams undertaken by local authori ties, or in older and declining 
neighborhoods.7

Again, there is no objective guidance as to  an appropriate division 
of funding between the Federal and local shares. Fo r simplici ty and 
consistency, a one-for-one o r 50-percent Federa l share could be used.

7 I t can be persuasively  argued th at  the func tion of providing financia l ass istance for thi s 
purpose can best be carried out by a nat ional agency acti ng thro ugh  local autho riti es.  If  It 
be so decided, and the func tions of licensing, regulation , regi stry , and inspection are  stil l 
sufliciently important to just ify  reta ining th is category of supplemental g rant.
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However, in view of the importance of the objective sought it is sug­
gested tha t a two-thirds Federa l share would be justified and might 
well be more effective. The two-thirds/one-third apportionment has 
considerable precedent in previous grant-in-aid programs, for what­
ever th at may be worth.

3. Homesteading.—The homesteading device is relatively  new, and 
has yet  to be applied on a substantial scale. W hat  is notable about the 
early trials,  however, is tha t in the  places where it  has been attempted 
it has been unusual ly well received by the local people most directly 
affected. Also, while all the returns are certain ly not in as yet, early 
experience suggests tha t if properly conceived and managed it offers 
the promise of a relatively high incidence of success.

Some notes of caution need to be introduced. It  is clear tha t the 
homesteading approach is not well suited to the needs of the gener­
ality of families with extremely low income, or those whose income is 
mainly or entirely from welfare payments, or those which consist of 
an unemployed head and some number of dependent children. It  
should be made clear th at to qualify  fo r supplemental  gra nt assistance 
a local program must include cr iter ia for selection designed to focus 
it primarily on relatively young families which appear to exhibit a 
reasonable potential upward mobility as to earning power and other 
factors conducive to a probable high degree of stabil ity of in terest  in 
the acquired home.

A fur ther factor is t ha t homesteading on a  significant scale is not 
practicable  in most locations so long as the main source of homestead­
able properties  is the inventory of FHA-acquired units. While these 
are in large volume now, they need not necessarily lie over t ime; in 
addition,  they are not uniformly scattered about the country b ut tend 
to be concentrated most heavily in a limited number of localities.

There are, of course, other  sources available : Properties acquired 
for tax delinquency, abandoned properties , condemned propert ies 
which owners are unwilling or unable to rehabil itate, and properties 
which the local agency may be able to purchase by negotiation or con­
demnation. In  the lat ter  connection, the Federal standards should 
forbid  the use of eminent domain for the acquisition of owner-oc­
cupied one-to-four family s tructures , o r of occupied renta l properties  
in the absence of a fully adequate relocation program.

Like the previous programs suggested as suitable for supplemental 
grant suppor t, there is no demonstrable division of the Federa l and 
local share which is correct to  the  exclusion of others. In  view of the 
apparent potential of the approach, however, when applied on a 
larger scale, it is suggested that  this category too might be suitable 
for a two-thirds Federa l share through the supplemental grant.

LEGISLATIVE HISTORY

The importance of an ample, informative legislative  history  has 
already been stressed. A t the least, it  should make clear the legislative  
intent and the general think ing and purpose underlying that intent 
in connection with the basic elements outlined above.

There is one other important contribution which legislative history 
might  make, however, which is worthy of mention. This would lie in 
taking the opportunity to provide the Departmen t with guidance—
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indeed, with instructions—concerning the charac ter of administrative 
regulations which the Congress intends should follow upon enactment  
of the basic law.

In  all too many cases, regulations in past programs,  th rough  exces­
sive detail or r igid ity, or both, in definitions and in the  description of 
procedural steps and forms, has constructed a legal and procedural 
overburden on top  of the statu te itself  so complex and time-consuming 
as to discourage all but the most determined or the most desperate 
applicants. It  goes without saying tha t such regulations  have been 
issued in the utmost good fa ith and intent , in  an effort to assure th at 
every possible deviation  from a predetermined p atte rn is foreseen and 
provided for. Be tha t as it may, they have in the past and could again 
have serious detrimental effects on program operations, on Federa l- 
local relat ions, and on the motivation of private entrepreneurs  to be­
come program-involved.

It  is proposed, accordingly, th at the legislative history of a hous ing 
block gran t program (assuming one is enacted) make it unambigu­
ously clear tha t the Congress expects the formal regula tions issued 
pursuant  to  it to be as few, as simple, and as comprehensible as pos­
sible, following the rule of thumb that to the maximum extent prac ­
ticable the  statute and legislative history should speak for themselves. 
While this  principle is addressed at this point specifically to formal 
regulations for publication in the Federa l Register, the same basic 
approach should apply to less formal procedural instructions , operat­
ing manuals, and the like.

INCOME LIMIT8

A word is in order  concerning the ex tent to which the Federa l Gov­
ernment should impose or require income limits in th e sort of program 
described in this section.

In  general, the history  of past grant-in-aid programs, not only bu t 
certainly  in the field of housing, has been that income limits  imposed 
by statu te and elaborated by regulat ion have not proved very satis­
factory. At best they are and seem fated to be arb itra ry and often 
inequitable, even i f only because it is impossible to formulate a rule 
which has any effect and which also fits neatly the prob’ems of the 
great  diversity of localities involved and the almost infinite var iety of 
human situations encountered among the people affected. On the 
whole, it would seem best— unconventional as this approach may be— 
to let the Federal Government remain silent on this question. This 
would not, of course, inhibit local agencies or units of government 
from imposing such income limits as seem necessary to achieve pro­
gram purposes, and are locally manageable in terms of political ac­
ceptability  and thei r effects on local people, b ut the decision on these 
matters would be transfer red to a level a t which debate between de­
cisionmakers and program par ticip ants  is more nearly face-to-face, 
and where the issues are at least confined to a local or regional area, 
or in some cases a State, without the necessity of transla ting  them 
into national standards (complete with exceptions or variat ions for 
high-cost areas;  areas of high unemployment, et cetera) .

Like many useful generalizations, this suggestion appears to be 
subject to one important excep tion: it is p robably essential that  the
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Federal statu te prohibi t the use of block grant  fluids for any program 
based upon the provision of housing bearing a “shallow” subsidy— 
say, the  equivalent of a point or a point-and-fraction on market debt 
service, as is typically  the case, for example, in the GNMA-tandem 
programs of the last few years.

While comprehensive studies and full data  a re not available, what  
is known about the  operation of these slightly below-market programs 
strongly  suggests th at their end effect is to enable otherwise market- 
capable families to acquire housing of a somewhat higher level of 
amenities than they might otherwise feel able to undertake. If  this 
be indeed the case, it seems a fai r judgment  th at such programs resu lt 
in a dissipation of the  public funds, without a proportionate con tribu­
tion either to the general housing supply, or to the solution of housing 
problems, whether for inner cities, older and declining neighbor­
hoods, or families of low and moderate income. Clearly they are not 
sufficient to resolve the economic dilemmas of the  present rental hous­
ing situation.

There  can be no serious question tha t the financial and economic 
resources available to be focused on housing have the ir limits, con­
sidering competing needs and priorities.  This being so, it  would seem 
a mat ter of elementary’ prudence to rule out these approaches, which 
demand heavy capital  investment and yield very marginal results 
at best.

SECTION III  

F ederal  Supe rvi sion

THE PRE LIMINARY STAGE

In section II  we have reviewed in a general and illustrat ive way the 
kinds of local programs which may be generated by a housing block 
gran t. This approach was dictated by the fact that the variety of 
approaches which may be attempted by one locality or another is 
limited only by human ingenuity , which in a subject area  as complex 
and rich in variables as housing means tha t the potential  number is very large.

Some few Federal standards which need to be built into the authori­
zation struc ture have been identified. We need now to sketch in more 
precisely the role of the Federal Government in the execution of the 
program, once authorized. To do so, it  will be helpful to identify the 
major  points of responsibility  for decisionmaking, and to indicate 
the nature , if not the details, of the procedures necessary to link  them 
in logical order. The s tart ing  point  is the  assumption, basic to a block 
gra nt approach, tha t to the maximum extent compatible with the 
Federal interest  and the Government’s responsibility to its national  
constituency the decisionmaking process will start and end a t the local 
level.

IN ITIA L APPLICATION

I t has often been remarked tha t Congress is reluctant to sign a blank 
check, and with occasional exceptions this is a fair ly dependable ru le 
of thumb concerning the congressional reaction to a legislative pro­
posal tha t is too loosely constructed. Moreover, the Congress is prob-
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ably r ight.  A g ran t program with no s trings attached, involving as it  
must very large sums of money, is a hazardous business. It  is open to 
incompetence, and it invites chicanery. The problem lies in finding 
ways to infuse responsibility and accountabil ity into the program 
without in the process federalizing what was intended to be a program 
of local decision and execution.

It  does not appear excessive to require each local agency seeking to  
share in the Federal block gran t to file an initial  application—not fo r 
the purpose  of establishing legal eligibility, which would flow from the 
statute, but of demonstrating tha t the community or the agency has 
given thought to its problems and has something more in mind than 
an urge to have access to available funds. For  that purpose, the initial 
applica tion could be required to cover three poin ts:

1. An appraisal of housing need in the area of the applicant ’s juri s­
diction, with special reference to the needs of families of low and 
moderate income and the extent and condition of older  and declining 
neighborhoods, substandard housing, housing abandonment, and re­
lated matters. It  should be made clear th at this part of the application 
is not intended to be met with either meaningless generalizations 
(“our housing needs are many and urgent”) or with elaborate stati s­
tical analyses and backup reports. The information to make an intel li­
gent and in telligible statement of the  problem is, or ought to be, avail­
able to any responsible local agency from existing sources, without re­
course to special surveys or invoking the aid of consultants. Where this 
is not the case, the locality should not attempt to leap into a fully 
active program, but should undertake a survey and planning stage 
to determine with reasonable certainty what its problems are and what 
thei r relative urgency may be.

2. A general strategy and methods plan, describing the m ajor types 
of attack which are proposed to be made on the problems identified, 
together with some indication of probable relative level-of-effort to 
be assigned to each. Again, th is description is not intended to be bind­
ing upon the local agency either as to precise fullness of coverage or 
as to the foreseen priorit ies. Its  function, rather, is to substantiate the 
fact tha t the community or agency has given enough thought to its 
problems to have some concrete plans in readiness as to  what use to 
make of funds when they become available.

3. A description of the means by which it is intended to mainta in 
coordination between federally-supported housing programs and 
closely related functions such as welfare, community facilities  and 
services, zoning, and code enforcement programs. The integral rela­
tionship between subsidized housing programs and these related  ac­
tivities is well known to anyone familiar  with the subject. Indeed, 
some have found the relationship so perplexing tha t they have pro­
posed to trea t all forms of  housing assistance as in the nature  of wel­
fare, and to merge them o rganiza tionally  a t the Federal  as well as the 
State  and local levels.

Such an extreme organiza tional effort at cure is probably unneces­
sary, and very likely to create more problems than  it solves. Never­
theless, it is clear tha t these closely interlocked activities should not be 
permitted to proceed independently without reference to each other. 
Under  the theory of the block g ran t approach, the exact method of

8 7 -3 45  0  -  77 - 7
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maintaining  coordination may well be left to local bodies, but it is 
justifiable to ask for  a showing that  such a method exists or is planned.

LOCAL REV IEWS

The initial application  should come to the Secretary with the en­
dorsement of the local governing body responsible for the jurisdic­
tional area of the local agency, or, in the case of a Sta te p rogram, t hat  
of the  Governor. This is not the place to consider o ther forms of local 
review and comment that may be required, such as those provided for 
in OMB Circular  A-95.

FEDERAL REVIEW

It  is not intended tha t the  Federal Department (here assumed to be 
DHU D) would review local initial applications for the purpose of 
approving, disapproving or modifying them; neithe r is it intended 
tha t they would be merely stamped in and filed.

The only ground upon which the Secretary would have authority 
to reject an application would be a finding tha t on its face the pro­
gram described is so unrelated or so slight ly related to the statu tory 
objectives as not to fall within even the very broad  au thority granted  
by the statute. In the fair ly unlikely event tha t an application were 
rejected on this ground, the local agency could proceed in either of 
two ways: it could rework and resubmit the applicat ion without 
prejudice, or it  could contest the Secretary’s finding in court, no doubt 
even without any express statutory provision for such a proceeding. 
It  may be presumed, however, tha t a court would be reluctan t to in­
terfe re with the Secretary’s determination except upon a conclusion 
tha t the Secretary had acted arbi trar ily and capriciously, and that the 
challenged determination was not supported by the record.

The Department, however, might well have other objections to the 
submission on judgmental grounds—for instance, tha t one or more 
program proposals are ill-advised or unworkable; tha t the local agency 
itself is insufficiently staffed or improperly  organized to carry out the 
proposed program; tha t the program is not sufficiently comprehensive; 
or tha t the proposals are unbalanced by excessive emphasis on one 
problem or insufficient emphasis on another. I n such a case, the Secre­
tary would have the authority  to express his reservations and recom­
mendations to the applicant agency, which in tu rn would be obliged to 
lay them before the local reviewing and approva l authority which 
originally approved the application. The local agency and approving 
authority would not be required to accept eithe r the  criticisms or the 
suggestions. They would, however, be required to make some formal 
disposition of each criticism or suggestion and to advise the Secretary 
in writing of such disposition, together with the reasons fo r it. Since 
at this stage the initia tive lies with the local authoritie s, there is no 
necessity to establish a time limit fo r this process.

The receipt by the Secretary of such a formal report  on the disposi­
tion of criticisms and recommendations previously made would con­
clude the Federal review at  th is stage. The Secretary would not have 
authority  to approve or d isapprove the disposition actions as a whole 
or individually . It  would simply become a matter of formal record 
that the local authorities, afte r reconsideration, had modified their
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original  plans or had elected to proceed with them, the objections of 
the Secretary to the contrary notwithstanding.

At this stage, or upon original  review of the  initial application i f no 
objections or recommendations for changes were thought necessary, 
the applicant agency would have qualified for partic ipation in the 
program and would receive its initia l gra nt under the applicable 
formula.

SUPP LEMENTAL GRANTS

Supplemental gran ts for special program purposes, as proposed 
in section II , present a different problem in the matter of review at 
the Federa l level. By nature, these g rants are not susceptible to for ­
mula distribu tion, since they are available only upon application and 
for a specified purpose. This is the basic reason why they would be 
funded from a special set-aside from the overall grant fund, to be 
administered at the discretion of the Secretary.  It  should be remem­
bered too t ha t the local body, under the law as here envisioned, would 
receive its share of the formula gra nt as a matter of right , while 
the supplemental gran ts are a matter  of privilege based upon a show­
ing of special merit.

It  seems clear tha t prudent admin istrat ion of the set-aside will 
require a procedure for  the submission o f an applica tion for funds 
by a local body to support a specific project  or purpose, and for its 
review and approva l, disapproval or negotiated modification by the 
Secretary. While this may give pain to the staunchest advocates of 
local autonomy in decisionmaking, there appears  to be no way of 
avoiding it. About the best th at can be hoped for is that, considering 
the tenor  and purposes of the program as a whole, the applica tion 
and review procedure will be kept as simple and as free of redundant 
review and concurrences as possible.

SECTION IV 

F ederal Supervision

PERFORMANCE REVIEW

It  may be taken for granted tha t the Congress will insist t ha t i t be 
kept informed as to the results of a housing block g ran t program, its 
accomplishments, the problems being encountered, and in general 
whether the  experiment appears to be a success, a dubious proposition, 
or an ou trigh t failure. Only by keeping so informed can the Congress 
decide whether to continue to authorize and fund the program, to  ex­
pand it, contrac t it, alte r it, or do away with it in favor  of some 
alternative approach.

Equally clearly, the Congress and its committees cannot assemble 
this information first hand from hundreds of par ticip ating local 
agencies. They will instead look to the President and to  the Secretary 
for accountability in this  broad sense, notwithstanding the limited 
degree to which the executive branch will or can exercise day-to-day 
control over local programs and undertakings. It  follows, therefore, 
tha t the Department’s responsibilities in connection with performance 
review will be both more comprehensive and more exacting tha n those
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outlined in section I I I  in connection with program formulation at 
the local level. .

To remain consistent with the under lying philosophy which we 
have heretofore attributed  to a block gra nt program, it is essential 
tha t the Department’s program review functions be focused on the 
collection of significant information afte r the fact, rather than 
through day-to-day part icipation in program decisions. This in turn 
suggests tha t principal reliance should be placed on two lines of re­
view : A fiscal audit capable of disclosing what ac tually was done with 
the Federa l grant funds received, and a performance audit  designed 
to ascertain what was thereby accomplished.

FISCAL AUDIT

An annual fiscal audit  of the program of each part icipating local 
agency should be aimed at three basic purposes:

1. Examining, and commenting upon where warranted , the ac­
counting systems, financial reports and financial sta tements of the 
agency insofar as they involve Federal block grant  funds.

2. Examining , and commenting upon where warranted, all sys­
tems of interna l control bearing on the integrity  o f the books of 
account and the safeguarding of public funds involved.

3. Tracing the flow of cash from the original Federa l check 
through all points in t ransit to its  final applicat ion to an au then­
tic program purpose.

The fiscal audit will undoubtedly prove to be one of the most impor­
tan t, if not in fact the most impor tant, means of achieving some 
assurance to the Departmen t and the Congress of the financial integ­
rity of the program. Given the manifold tempta tions of a program 
contemplating a very great variety of uses fo r large sums of money 
under a highly restrained pattern* of Federal supervision, much as­
surance assumes critical  importance. It  should be recognized th at this 
sort of program is not only readily open to abuse, but highly  sensi­
tive to any resulting scandal.

If  a pattern of abuses and any significant degree of scandal were to 
develop, there can be little doubt tha t Congress would react in one 
or two ways, or a combination of b oth: first, by drastical ly restricting 
the program or even elimina ting i t a ltogether; or second, by imposing 
new and more stringent Federal controls involving an intimacy of 
Federal partic ipation in program operations which might largely 
or wholly defeat the original program purpose of maximum decen­
tralization  of program planning and operations to State and local 
bodies. Continuing and vigilan t surveillance of financial integ rity can, 
accordingly, be justly  considered both as a practical necessity for 
overall Federa l management purposes and a vi tal form of protection 
to the continuity of the block gra nt program and the achievement of 
its purposes.

These considerations underline the importance of maintaining the 
audit  program not merely on a formal annual basis, but also on a 
timely and current basis. Accomplishing such a timely annual audit 
and report for each p artic ipat ing agency would produce a workload 
beyond the capacity of the Depar tment  to perform directly, and prob­
ably beyond tha t of the General Accounting Office, considering its
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continually growing responsibilities in other areas. As a practical 
matte r, therefore,  it would appear to be necessary to rely on audits  
performed locally by certified public accountants.1

Some local CPA firms have experience with engagements involving 
Federal g rant fu nds;  many do not. It  would be a substantial contribu ­
tion, therefore , if the Department were to undertake—perhaps  in 
consultation with the General Accounting Office and the American 
Inst itute of Certified Public Accountants—to prepare a standard  
audi t p rogram for housing block grant audits which could be pr inted  
and made available to accounting firms undertaking these 
engagements.

PERFORMANCE AUD IT

The counterpart to the fiscal aud it, and of at least as great import­
ance to program management, would be an annual performance  audit 
performed by a team of specially qualified and trained staff from the 
appropria te field offices of the Department. In  this case again, it  is 
a matter of first importance that  this  program review be launched 
and maintained on a timely and curren t basis, and kept that  way. 
Ideal ly, the review should be so timed that the performance  audi t 
team would have the fiscal audit repo rt in hand at the time it  began 
work.

Given a large number of part icip atin g local bodies and local pro­
grams of widely varying focus and content, this function would also 
constitute a heavy and continuing workload. Nevertheless, there ap­
pears to be no practicable alternative to performing  it  directly 
through the use of HUD staff. Indeed, probably the only othe r re­
source would be the use of priva te consulting firms, which to  a h igh 
decree of probability would be more expensive and less satisfactory. 
It  may be pointed out also t hat  the approach herein considered would 
relieve the Department of most of the workload involved in the proc­
essing of project  applications. This alone should help in making 
manpower available for the performance audit work.

The most important purposes of the performance  audi t would be 
the following:

1. To ident ify the various program elements constituting the 
local program, and the level of effort associated with each;

2. To measure accomplishment in connection with each element 
in comparison to local projections or goals, both as to quantity 
and tim e;

3. To review the admin istrative structure  of the program from 
the point of view of  clarity of responsibility  and assignment of 
decisionmaking authority  at each stage, and of the a rrangem ents 
for supervisory control, inspection, and quality  control;

4. To obtain a qualitative judgment concerning the quant itative 
measurement of accomplishment, throu gh on-site inspection of as­
sisted program activi ties; and

1 I t  is recogn ize d th a t  th is  re co m m en da tio n,  if  prop os ed , will  gen er at e ou tr age  am on g 
th e  so-cal led  “in dep en den t” pu bl ic  ac co unta nts . The  m er it s of  th a t  ar gum en t are  ou t of 
pl ac e he re . Th e es se nti al  fa c t is  th a t in man y S ta te s th e s ta n d ard s of  tr a in in g  an d re sp on si ­
b il ity  to  which  in dep en den t pu bl ic  ac co unta n ts  a re  he ld  are  ap pr ec ia bl y mor e la x th an  
th os e fo r CP A’s. The  aud it  pr og ra m  he re  di sc us se d is  im p o rt an t en ou gh  th a t  i t  seem s on ly  
re as on ab le  to  se cu re  w hat  pr ote ct io n is  to  be ha d fro m re qu ir in g  CP A st and in g  on  th e p a r t 
of  tho se  wh o will  co nduct  it .
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5. To identi fy, and where indicated explore and report upon, 
instances of apparent deviation from or violation of applicable 
Federa l standards (such as f air  employment, equal opportunity, 
et cete ra), and recommend measures for the  avoidance of conflicts 
where these may appear to be impending.

The task of evaluating and summarizing these reports in order  to 
keep the Congress informed as to  the progress of the program and the 
incidence of problems being encountered will obviously also fall on 
the Department.

PERIODIC  REPORTS

In  addition to the two critical annual reports , the fiscal audi t and 
the performance audit, there will undoubtedly be need for at least 
some periodic reports  from the  participa ting  local agencies to provide 
a basis for continuing sta tistical series on a national basis. This is re­
grettable, but probably can’t be helped. The  guidin g pr inciple should 
be to keep such reports  to the  irreducible  minimum. Massive repor ting 
requirements impose a costly and time-consuming paperwork  burden 
on the grantee  agencies. In  addition,  when they become excessively 
burdensome they are generally carelessly or perfunctorily  performed, 
with the inevitable re sult th at the central authority  finds itself at great 
effort and expense collecting information which is riddled with er rors 
and inconsistencies, making the nationa l series themselves of dubious 
value.

CR IM IN AL  SA NC TION S

Timely fiscal and performance or management audits  will go far  
toward  assuring program integr ity, but it would be a  mistake to rely 
on these alone. Experience in other housing programs has shown tha t 
uniformly good management is difficult to atta in, and tha t fraud and 
profiteering flourish in an atmosphere of loose or incompetent man­
agement. It is not sufficient to  take strong  measures once abuse has 
become widespread, as in the case of the so-called FHA scandals: 
The harm has already been done at that stage.

It  is essential, therefore, tha t the s tatute  include criminal provisions 
with bite, dealing with such abuses as fraud, false representat ion, 
collusion, bribery, kickbacks, and like matters. A vigorous and prompt 
enforcement program should be institu ted from the very beginning, 
and kept up. In  a program dealing with residentia l real estate, the 
sensitive points are easy to identify . They relate to such matte rs as 
appraisa ls, bidding and contrac ting methods, cost reports  and certi­
fications, disbursement procedures, prope rty management, and in­
ternal controls over cash and bank accounts. These sensitive areas 
should be the  special object of continuing monitor ing to protect  the 
public interest and the in tegr ity of the program itself.

The fact tha t a local program is financed in the main or entirely 
with Federa l grant funds is an amply sufficient basis for asserting 
Federal criminal jurisdiction for the prosecution of violations which 
undermine the  public confidence in the p rogram as a w’hole, and there 
should be no reluctance to assert such jurisdiction  where necessary.
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Section V

THE PROBLEMS OF FU ND ING

The question of how to fund a housing block grant program in 
a way th at is both workable and politically acceptable presents  prob­
lems of considerable sensitivity and difficulty, yet thei r solution is 
crucial to the program’s possibilities of success. These problems arise 
at both the local and Federa l levels, but as one might expect they are 
or would be seen from a somewhat different perspective at one level 
or the other.

At the Federal level, the  difficulties arise first of all from the fact 
tha t we are seeking to launch and engage in a program which, to be 
effective, must command a susta ined effort over a considerable period. 
This  is rendered difficult and uncerta in by the fact tha t Congress, as 
a m atter of longstanding practice , enacts funding legislation (largely  
in the form of appropria tions  acts) , on a year-by-year basis. More­
over, to an  increasing ex tent in recent years, the  trend in the Congress 
has been toward enacting major  authorizing legislation on a similiar 
basis, requiring  its reconsideration and reenactment in each session— 
a form of “sunset” legislation which goes beyond what even the pro­
ponents of this legislative approach would ord inari ly think of as ideal.

It  is often said that.one Congress cannot b ind another. In  a limited 
sense that is true. Othe r things being equal, a law enacted by one Con­
gress may be amended or repealed by a la te r; a law tha t one Congress 
has rejected may be enacted by another.

However sound as a general principle,  this  rule is nevertheless 
subject to many exceptions. A constitutional amendment proposed to  
the States  by one Congress cannot be withdrawn by the next because 
it is of a different opinion. It  is certain ly questionable whether  the 
power of Congress to declare war embraces the power to undeclare a 
war, though this  has never been put to the te st in th is form1. And the 
Congress may, and not infrequently does, create long-las ting con­
tractual righ ts which a later Congress may not abridge  without run ­
ning into constitutional barriers.

There are a number of cases of the lat ter  type in the  field of housing. 
Perhaps the most widely known is the form of annual contribut ions 
contracts employed in what is now often called the “conventional” 
public housing program. In  that  program, the indebtedness incurred  
by a local housing authority to build or acquire a public housing p roj­
ect enjoys a full faith and credi t guarantee by the United  States  for 
the full te rm of  the debt—generally 40 years—and this guarantee runs 
not only to the local housing authority  but to the individual holders 
of the guaran teed bonds. Clearly, no subsequent Congress could con­
stitut ionally abrogate that guarantee, however ill advised it  might 
think it was to have extended it in the f irst instance. Similarly, under 
existing law GNMA is authorized to extend a full fait h and credi t 
guarantee to obligations issued by certain  types of borrowers on the 
collateral of holdings or pools of specified types of mortgages. No one 
seriously questions the binding force or the  immunity to impairment of 
these guarantees.
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Realistically , therefore, the problem is not tha t one Congress cannot 
bind another, but tha t it is understandably  reluc tant to do so; in 
addition , later  Congresses are very likely to be annoyed at finding 
themselves preempted, and while acknowledging the ir impotence to 
free themselves of the inherited  ties may nevertheless find indirec t 
means of effectively hobbling the offending program.

Since housing assistance is by natu re a long-range undertaking, 
these are among the practical political considerations involved in 
funding any sort of housing assistance program. Yet since it can only 
operate  over time, it is wholly impracticable to undertake such assist­
ance in discrete annual chunks of authority and funds, with the future  
left entirely to chance and the changing winds of executive and con­
gressional interest . These are problems which confront the executive in 
proposing housing assistance legislation, and the Congress in consider­
ing such proposals.

Yet another aspect of the matter is the necessity of mainta ining 
financial control over whatever program level Congress does author­
ize. The Executive Agency or Department, in an effort to fulfill the 
intergovernmental relations  objectives of a block gran t approach, may 
delegate extensively to the  local level the decisionmaking process and 
the choice of priori ties among various possible approaches to a local 
program supported by Federa l funds. No matter how far  it goes in 
tha t direction, however, it is not relieved of the responsibility for 
financial—as distinguished from admin istrative or operational—con­
trol of these programs, individually and in the aggregate.

.These difficulties are also reflected at the local level, but here they 
are seen in a somewhat different perspective. Clearly, it is both po liti­
cally and practically very hard for a local agency to plan and initiate 
a program which is dependent on Federal funds, if there is no assu r­
ance of the availab ility of such funds beyond the initia l year. The 
already complicated problems of local budgeting are fur ther  com­
pounded, especially if they involve making fu ture provision for  a local 
share in program cost, whether mandatory or voluntary. F inally, there 
is the question of the degree of assurance that can be extended, both 
from a legal and a moral standpoint, to private firms and individuals— 
whether as parti cipants in program activities (lenders, contractors, 
and so forth ) or beneficiaries (owners or tenants of assisted units) 
or the local community at large.

Finally, these inherent complications of the funding process need 
to be considered in connection with three distinct although related 
stages of the process as a whole: au thorizat ion of the substantive pro­
gram itself;  the provision of obligational or contrac t authority  to 
carry  it ou t;2 and the arrangement of cash flow to assure tha t funds 
are available to pay off obligations as they fall due on a timely basis. 
I t is necessary to examine each of these stages individually.

PROGRAM AU THOR IZA TIO N

We are concerned here not with the text and content of the  program 
authorization act as a whole, bu t only with tha t portion which would 
authorize  the provision of budget authority  and appropriations 
through appropriations acts.

* Or, In the more recent terminology, budget authority.
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It  has been pointed out before tha t Congress is most unlikely to 
grant an open ended authorization for a housing block grant pro­
gram—or any other, for that matter—withou t some express limits of  
total cost and of time period. On the other extreme, auth ority  and 
funds for a single year would, for perfect ly valid considerations, ex­
cite considerable speculation and interest  a t the State and local levels, 
but little  if any activity  o r accomplishment.

It  was suggested ea rlier t hat  a 5-year initial program m ight be long 
enough to provide States and localities with some confidence in pro ­
gram continuity , and not so long as to arouse insurmountable concern 
on the part  of the Congress concerning the limits of the program being 
authorized and the assurance of oppor tunity to review and reconsider 
the block gran t approach on the  basis of the  tes t of experience.

There  are at least two forms which such an authorization migh t 
take. Each has its advantages and disadvantages. Fo r convenience, 
they might  be called the single-stage and the double- or two-stage 
approach, and it will be worthwhile to consider each of them briefly. 
The single-stage approach

Under the single-stage  approach, the obligational or budge t au thor­
ity provided would be identical with, and in fa ct would consist of, the 
appropria tions  to be made pursuant to the legislative authoriza tion. 
In  general, this  repo rt deals only with matte rs of approach and con­
tent,  and stops short of considerations of legislative  drafting. In  con­
nection with fund ing authorizations however—as well as with 
appropria tions—certain technical matte rs a rising out of the  Congres­
sional Budget  and Impoundment  Control Act of 1974, and procedures  
adopted pursuant  to  tha t act, make it more convenient to present the 
practical effect of a choice among approaches in  the form of examples 
of the actual legislative language, rather  than attempt ing to characte r­
ize it  by description, which would be somewhat lengthy  and perhaps 
confusing to the unpracticed reader.3

A decision to adopt  what is here called the  single-stage approach to 
be applied  to an assumed 5-year period, accordingly, might produce 
authorizing  language  in the basic act  which would read somewhat as 
follows:

“For the purpose of making housing block g rants as herein auth or­
ized, there are hereby author ized to be approp riate d d urin g any fiscal 
year including or following the effective date of this act not to exceed
$------------- , to become available upon enactment, plus additional
amounts not to exceed $-------------  per year to become available
respectively on October 1 of each of the next following four fiscal 
years.” 4

This  d raft would signal  the willingness  of the Congress at  the time 
of its enactment to entertain requests for appropria tions  within  the 
dolla r and time limits stated,  and at least its provisional  willingness 
to give the program a 5-year life at its inception. It  would not, of it s 
own effect, convey any budget or obligat ional author ity;  it would,

3 Th e fa ctor s re fe rre d to  ar e no t only tec hnica l, bu t a fu ll ex plan at ion of the m would 
be len gth y and ou t of plac e a t th is  stag e. They are , however, very im po rtan t a t the sta ge  of 
legisla tiv e dra ft in g and manag ement .

4 This dra ft  is employed  fo r Its  sim plicity and  cla rit y.  Th ere  ar e othe r ways of achie vin g 
the same end  resu lt.  Also, of course, It would pro bab ly requ ire  some modifi cat ion  to  fit It 
ap pr op ria te ly  i nto it s conte xt.
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however, provide the basis for the Executive to request and for the 
appropria te committees of the Congress to consider and act upon ap­
propr iation s within  the limits of the authorization.

The main advantages of this approach are, first, th at it  is the famil­
iar  and conventional way to authorize a program to be funded by 
annual approp riation s; and, second, tha t each appro priati on, when 
made, constitutes a completed stage in the pro gram funding requir ing 
no subsequent congressional action.

The chief disadvantage is tha t it would have the effect of app ropri­
ating  funds considerably in advance of the time when they would 
actually be spent for work accomplished a t the local level, and hence 
would tend  to the accumulation of large unexpended balances of ap­
propriations. This lat ter  circumstance can easily have the effect of 
causing the program  to look ineffective and unsuccessful to the  general 
public or to incompletely informed critics, even thoug h it  may, in fact, 
oe proceeding as rapid ly as was or could reasonably  be expected.

The double- or two-stage approach
As an alternative, it  would be possible to authoriz e the  provision of 

a form of obligational or budget authority  o ther than  appro priati ons 
as an initia l but separate  action in an appropria tion act, thu s p ermi t­
ting th e actual appropria tions  to be sought  lat er and only as needed to 
meet requirements for current program  expenditures. Under this 
approach, the subsequent appro priati ons would not be additio nal 
budget authority , since they would be made solely to liquidate obliga­
tions incurred again st budget authority previously granted.

The most common form of such a two-stage approach would be the  
authorization of contra ct autho rity to be released annually through 
appropria tion acts, and  to be followed later  on the  a pprop riate  timing  
by app ropriations to  liq uidate contract auth ority  previously released.5 
There is, however, a serious objection to contrac t a uthority as a fund­
ing vehicle for  block gra nt programs. By natur e, it would require the 
development of new forms of gra nt contract to be entered into be­
tween the Federal Government and the prospective grantees. This 
would be in itself an expensive and time-consuming process; perhaps  
more seriously, such contracts in a new area and pattern of relation­
ships can themselves be a source of problems, ambiguities, and poten­
tiall y litigation. For this reason, the use of contract authority should 
be approached with caution, not to say reluctance. An alternative de ­
vice which would appea r to accomplish the same ends while avoiding 
these problems is suggested in appendix A.

The principal advantage of the two-stage approa ch is th at it permits 
program execution to begin in a circumstance of assured funding,  and  
to proceed unin terru pted  within the limits of the established program 
level, while defe rring  the need for actual appro priat ions  until  funds 
are needed to actually meet current expenses.

Its  princ ipal disadvantage is, in a sense, a counterpar t of tha t ad­
vantage: the legislative process of obtain ing liquid funds is length-

5 It  would be possible, of course, to provide con tract authority direc tly In the  a utho rising 
legisla tion, with out interven ing appropr iatio n action.  However, this  would be what is 
general ly called “back-door financing,’' and would quite cert ainly arouse  the vigorous 
opposition of the  Appropriations  and Budget Committees of the Congress—an unnecessary, 
serious, and possibly even fa ta l obstacle.
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ened, throwing additional workload on both the executive agency and 
the Congress. It  is also true tha t this arrangement  sometimes has an 
irri tat ing  effect on congressional committees or individual members, 
who may feel—even though they may understand the workings of the 
system—tha t they are being called upon to perform a ministeria l func­
tion after the fact, at a time when there is little freedom for the exer­
cise of legislative review or judgment. This  is, o f course, la rgely true  
of the final stage (appropriations to pay  for expenses already largely 
or entirely incurred or committed), though not of the earlie r stages 
of the process.

As noted above, arguments can be made both for and against  both 
approaches. It  is im portant also to stress tha t either can be made to 
work successfully. W hat is essential under either is unvarnished can­
dor by the executive department in dealing both with States and local­
ities and with the Congress as to the workings of the system in use, 
and the practical significance of each step or stage.

BUDGET AUTHORITY (APPROPRIATIONS)

For  the sake of simplicity, it will be assumed in th is discussion th at 
budget authority  is to be made available  through what  is called above 
the one-stage process: i.e., through a series of annual appropriations 
pursuant to the s tatutory authorization.

Here again, it will be well to confront immediately the problem of 
uncertainty, and of the political and psychological effects o f uncer­
tain ty at the State and local levels, both in the public and priva te 
sectors.

It  must be borne in mind tha t au thoriz ing language such as that  set 
forth in the example in the previous subtopic merely provides a basis 
for the Congress to enter tain budget requests up to the stipula ted 
amounts, and to appropriate those amounts—or something less, or 
nothing at all. The authorizing  language does not of its own force 
mandate  the Congress to appropriate anyth ing, in the first or any 
subsequent year.

If  we assume that the authority to actually  make grants  and com­
mence opera tions under  the program flows from appropriations actu­
ally made, and assume fur ther that the first appropria tion corre­
sponds only to the first year’s authorizat ion, we immediately meet the 
question which had to be considered in connection with the authoriz ing 
legislation its el f: how much, as a practical  matter, are the States  and 
localities likely to accomplish if there is no assurance except optimism 
tha t more th an 1 year ’s funds will be forthcoming?

The realistic answer to this question is, probably very little. To be 
sure, funds would then be assured for a year of program activity. 
It  is reasonable to think , however, that  many if not most local bodies 
would conclude th at the expense and effort involved in gearing up for 
such a program would not be justified for a one-shot, 1-year under­
taking. Moreover, they would have some justification for thinking  
tha t the political price of dismantling the whole apparatus in the 
event future appropria tions  were not forthcoming would be 
unbearable.

If  these perspectives are realistic, as they appear to be, i t follows 
tha t some device is needed to provide an assurance of program con-
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tinui ty with respect not only to basic statutory  authority  but also with 
respect to the availability of funds to implement tha t authori ty. In a 
system of annual appropriations , this in turn  implies tha t it will be 
important,  i f not indeed essential, that Congress consent to appropr i­
ate more than 1 year ’s authorizat ion at a time, at least in the first 
instance.

As will be clear from an examination of the il lustrative authorizing 
language provided. Congress could if it chose, acting pu rsuant to that 
language, appropriate  the full 5-year authorization in the first year. 
To be sure, at subsequent sessions the Congress would be free to reduce 
or repeal any of the annual amounts previously appropriated, or all 
of them, which had not yet become available for obligation. However, 
the prospect that  it would do so would be seen at the local level as 
being vastly less likely than the possibility of its reducing or even 
rejecting a mere budget  request for a par ticu lar future  year, if com­
peting demands or budgetary pressures make such actions seem 
expedient.

It  is doubtful, however, that it is e ither necessary or advisable to 
attempt to secure 5-year funding  for a new program of this type in 
its first year. In the first place, Congress might well, and probably 
would, be exceedingly reluctant to go that far  in a first step. In the 
second place, 5-year funding is probably more than is needed to over­
come the element of uncertain ty at the local level which has already 
been discussed.

If,  for example, the first appropriation were to cover the first 3 
years, the States and localities would be looking at  a program with an 
approved life of 5 years which can be launched with three successive 
years of Federal support already on the books in known amounts to 
become available at known times. They could hardly  ask for more, 
and it is unlikely that  they would. A 3-vear funding approach, then, 
seems appealing  from the standpoint of providing some solidity to 
the assurance of  continuity  from the local point of view, while not 
imposing excessively on the freedom of the Congress to maintain  leg­
islative surveillance and control.

Such a 3-year appropriation would have to be constructed with 
care, in order to  accord w ith the restrictive provisions of the Congres­
sional Budget and Impoundment Control Act of 1974 with regard  to 
the provision of budget authority in future years. Although the final 
language should be carefully checked from this point of view, a 
provision such as the following would appear to be permissible:

HO US ING BLOCK GRA NTS

“For  grants as authorized by [standard form of ci tation ], to remain
available un til expended, $(3-year total ), of which $------—----- shall
become available upon the enactment of this Act; $-------------  on
October 1,19—; and $------------- on October 1.19—.”

In the second ye ar’s budget and appropriation  round, a fourth-year 
appropriation  would be added, and so on—mainta ining a pat tern  of 3 
fully funded-forward program years. This arrangement w’ould serve 
to underwrite local confidence, minimize hasty planning, and in gen­
eral be conducive to steady, well-considered program development. I t 
should go far  toward mitiga ting if not eliminating the problems of
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program management in a con tinuing atmosphere of financial crisis— 
a circumstance that invariably has nighly deleterious effects on the 
quali ty of both program plannin g and execution.

CASH FLOW

By cash flow we mean the process of  actual fund  transfers out of 
existing appropr iations, fi rst from the Treasury to a local grantee, and 
thence into bank accounts on which checks may be drawn to meet cur­
rent  expenses as they become due and payable . The objective of such a 
system should be to match cash draws from the app ropr iatio n as closely 
as possible with actual cash requirements from time to time, since 
premature  draws for cash upon the Treasury are reflected in unnec­
essary additions to  the  cost of the public debt so long as the Treasury  
is in a deficit position.

To accomplish this  objective, the initial gran t pursuant to the ap ­
plicable formula should be made available to the various grantees not  
in the  form of checks, but  in the form of an assured line of credi t. The 
documentation of such a system poses no unusual  or unprecedented 
problems.6

Local grantees would then realize cash for  operations  by means of 
a system of cash requisitions, based on estimated requirements  for a 
stipu lated  period. Monthly requisitions would probably  be unduly 
burdensome from a paperwork standpo int;  lienee, i t is suggested that  
a quarterly requisition procedure would probably represent the best 
compromise between simplici ty and the avoidance of excess idle cash 
balances in hx*al bank accounts.

Qua rter ly cash requisitions should be reviewed by the field program 
officer responsible for  the most int imate  degree of familia rity  with the 
par ticu lar  local program involved. While the  program officer should 
not have ihe author ity to disapprove or reduce the local requisition 
on his own motion, it  should be understood that the amount involved 
is negotiable between him and the local officials where in his  opinion it 
is clea rly excessive in relation to a realis tic estimate of needs.

FIN AN CIA L CONTROL

As was pointed out earlie r, responsibility for  overall financial con­
trol of the p rogram  will necessarily rest wi th the Department, regard­
less of the extent to  which program decisions and operating  respon­
sibility have been ceded to State and local officials. In  this connection 
also there is one objective of prim ary impor tance:  that  of assuring 
that no local program becomes overcommitted in relationship to as­
sured financial resources. In  this context, “assured” must mean, as re­
gards Federal funding, tha t the funds relied on have already been 
appropr iated and allocated to the local agency by formula  or  by exer­
cise of the Secretary’s discretion. If  local resources are relied upon, 
the local agency must be willing and able to guarantee  the ir avail abil­
ity when needed.

The necessary implication o f the foregoing is a fla t requi rement t ha t 
all program commitments under taken by a local agency with  block

•T he re are some techn ical quest ions to be worked out concerning Identi fication of tr an s­actio ns with  sta nda rd Government acco unting principles. These are  manageable and can be worked out  a t a la te r st ag e; it  seems excessive detail to deal with them here.
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gra nt funds must be fully funded at thei r inception from funds then 
available. Unquestionably, this  is an uncomfortable  restriction on 
local programing. Its  st rict enforcement will inevitably generate some 
friction , b ut it is absolutely essential to the  program’s success over the 
long run.

This  principle is the only safe way to avoid “leapfro gging” 7—an 
informal name for a process in which program  officials incu r commit­
ments in anticipat ion of future action by the Congress: th us putt ing 
the Congress in the  dilemma tha t it  must either ra tify  and appro priate  
for these anticipations, or shoulder the burden  of offending the local­
ities by refusing to do so, which in many cases also has the practical 
result  tha t funds already spent on the par ticu lar project  have been, 
to a ll in tents and purposes, wasted.

It  should surprise  no one tha t Congress strenuously resents being 
placed in this sort of bind. I t is there fore predictabl e with a hig h de­
gree of certain ty tha t a progra m managed in this fashion will suffer 
severely for it in due time, either in the legislative or the app ropr ia­
tions process, or both.

The inten t of a policy requiring full fundin g from known sources 
at the inception, therefore , has nothing to do with considerations of 
economy, let alone p enu ry; its purpose is th at of maint aining  the con­
fidence of the Congress in the integ rity of the program management 
and of its system of financial controls. This  confidence is a matte r of 
the highest importance to any program which Congress is called upon 
to finance with Federa l funds, and indeed is a prerequisite to continu­
ing acceptance and support.

It  will be objected, no doubt, that the requirement of full funding 
will reduce the volume of assisted housing activity  because of the 
necessity to reserve substantial sums for future requirements, and t hat  
it  will bias program  decisions in  the direction of sh ort-term as against 
long-term approaches.

The first of these objections is clearly correct, but unavoidable by 
any realistic approach. The second objection also has some validity , 
but  there are two things which can be said about it: Fir st, that  more- 
careful  exploration of short-term techniques (such as initia l capital 
gran ts in lieu of long-term debt service subsidies) may not be a bad 
thing; and second, t ha t with a bit of ingenuity it  may be possible to 
set more realistic time limits to long term approaches, and thus 
somewhat at least to cushion the effect of the requirement that, 
provision be made for financing them throughout the life of the com­
mitments involved.

ELIG IBIL ITY AND DISTRIBUTION

In  determining what  kinds of State  and local agencies should be 
eligible for housing block gr ant  funds; what t heir  jur isdictions would 
be, and how they m ight o perate e ither directly  or through  other bodies 
or agencies, the objectives should be, it would seem, to establish as 
simple a pattern as possible, and to leave to local bodies maximum 
flexibility in working out cooperative a rrangem ents among themselves 
in the establishment of detailed structures for actual operations. At

7 A term Invented, so f ar  as I know, by the la te Albert Thomas of Texas.
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best, the greatest practicable  simplicity may be expected to exhibit 
considerable complexity, considering the bewilder ing variety  of local 
jurisdict ions and governmental bodies which are to be found among 
the various States.

Consistent with the theory, of the program, an appropria te guiding 
principle should be tha t the Federal Government should intrude in 
these matters only to the minimum extent necessary to impose a 
modicum of order  and to minimize as fa r as possible the difficulty 
of ident ifying  eligible applicants.  Beyond th at, the working arra nge­
ments should be left to local officials opera ting within the boundaries 
of State and local law.

Applying this principle  to the problem, one might  seek to confine 
eligible applican ts as nearly as possible to four general classes:

1. States.—Since it has already been assumed th at this  is in tended 
to be an urban program. State programs would presumably be di­
rected toward  the suburban or metropolitan areas surrounding eligi­
ble cities but lying outside the limits of the ir jurisdiction.

Grants to States  would, wherever possible, be made to Sta te housing 
agencies, where these exist (as they now do in a ma jority  of Sta tes) .8 
In  States  without such agencies, the grants would be made to the 
State itself (presumably as represented by the Governor) or to such 
other  State agency as the Governor might designate, provided he 
certifies his finding that the designated agency has the necessary legal 
authority  to accept and utilize such grants.

Obviously, there is a considerable range in the powers, experience, 
staffing and skills of State housing agencies and of other arms of 
State  government, such as housing and community development de­
partments, economic development departments or agencies, and the 
like. I t should be recognized in advance that  this will result in State 
programs with a wide range of sophistication and effectiveness. P re­
sumably, however, one of the basic purposes of  a block grant approach 
is to stimulate the improvement of State and local capabilities where 
they now exist, and to encourage thei r establishment where they do not. 
Rather than  attem pting to deal with only the most advanced States, 
therefore,  the hope should be that over time the better-equipped States 
will still f urther  improve the ir planning nad management capabilities, 
while the less organized and experienced States  will be encouraged 
to fill in exis ting gaps and create needed facilities now lacking.

2. Cities.—Given once more that  what is here contemplated is an 
urban program, and tha t reliance in nonurban or rural areas is to 
be placed (for  these purposes) on programs such as those of the Fa rm ­
ers Home Admin istration, the Far m Credi t Admin istration, and 
such other  approaches as may be thought  ap propr iate, it is suggested 
tha t eligible cities be defined as those with a population  of 25,000 
or more (of which' there are, in round numbers, about 1,000). There is 
nothing magic about this figure, to be sure. It  could be lowered to 
a population of  20,000, or even less. However, it  should be remembered 
in this connection th at as the  endeavor moves in to smaller cities and 
towns the needs begin to take on a somewhat different character.  In  
addition,  the larger the universe of eligible localities, the grea ter

8 I t would seem th at  the  Federal Government owes at  least thi s much deference to the 
Sta te housing agencies, since in a variety of ways It has encouraged the ir est ablishm ent
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will be the dilution of an attainable level of program funding,  and 
thus the more limited the feasible program effort in a par ticu lar 
locality will necessarily be.* Finally, it is desirable to avoid needless 
overlapping of urban and rura l programs as much as possible.

3. Urban counties and metropol itan governments.—Eligibility 
should be extended to u rban counties and metropolitan governments, 
where these exist and where they  exercise powers and functions with 
respect to housing comparable to (or in some cases in lieu of) those 
of municipal governments.

4. Regional bousing or housing and community development agen­
cies.—There are not a great many of these, but there is no evident rea­
son not to extend eligibili ty to those tha t do exist, provided that they 
meet the test of possessing the necessary legal powers and of exercising 
primary responsibility for housing within thei r iurisdictions.

I t will be evident on inspection that  instances of  conflicting or over­
lapp ing jurisdic tion will be encountered as between the States or State  
agencies and such local entities as counties or metropoli tan govern­
ments. These would relate to the question of who is to do w’hat in 
certain suburban areas fa lling with in the urban complex of an eligible 
city but outside its corporate limits.

I t  is strongly recommended th at the resolution of  such areas of  con­
flict or confusion be left to the State authorities, and th at the Federal 
Government not attem pt to sort them out at the Washington level, 
by regulation or otherwise. The Government is, of course, obviously 
justified in requiring them to be sorted out before final eligibility  is 
established, b ut the task of accomplishing tha t result appears not to 
be a Federa l function in this framework.
Fixing responsibil ity

Assuming tha t a patt ern  of eligible grantees is established resem­
bling tha t suggested above, it  is a t once evident that  a great variety  
of subordinate agencies will be involved at one stage or another in 
program planning and execution.

A part icul ar city, for example, might elect to conduct the program 
largely  or entirely throu gh the local housing authority—though even 
in this case various city agencies would doubtless become involved, 
such as those responsible for planning, zoning, code enforcement, 
budget, et cetera. Another city might choose to carry out its program 
through the munic ipal housing and urban redevelopment department,  
assuming one exists, or through some other agency or agencies of the 
city government. Many other possibilities and combinations of possi­
bilities are  readily imaginable.

I t is proposed, accordingly, tha t primary  responsibil ity and account­
ability for the local program rest at the level of the  original grantee. 
The fiscal and performance audits discussed in section IV  would, of 
course, extend to the transactions and activities of all the subordinate 
or affiliated agencies involved. I t would be the original grantee, how­
ever, who would bear overall responsibil ity for the quality  and effec­
tiveness of the local program, as a whole, as well as for establishing 
the ground rules and working out the details of coordination and

’ T hi s as se rt io n ob viou sly  re st s on th e  as su m pt io n— al m ost  ce rt ai n ly  co rr ec t— th a t th e 
“a tt a in ab le  leve l” of fu ndi ng wi ll be de te rm in ed  by po li tica l an d bu dg et ar y co nst ra in ts , an d 
ca nn ot be co ns id ered  to  be a de pe nd ab le  m ult ip li e r to  be ap pl ie d to  th e to ta l po pu la tion  
cov ered.



107

cooperation with and among all the other agencies through which it 
may elect or find itself  required to act.

The effectiveness with which these responsibilities are carried out 
would, needless to say, be a legitimate and indeed important subject 
of review, appraisal and comment in the fiscal and performance  audits. 

Section V II

THE GRANT FORMULA

The development of a suitable formula  for distribution  of housing 
block gran ts to eligible classes of recipients, and the portions  to be 
reserved for special purposes (a discretionary fund assigned to the 
Secretary,  and a special set-aside for the supplemental grant programs 
herein suggested) is beyond the time and resource limits of the  present  
study. An adequate analysis and formulat ion would require not only 
as complete a collection as sources permit  of relevant demographic and 
physical data  by localities, but in addition access to computer staff 
and machine time to permi t the construction of varying tr ial  formulae 
and their testing  in actual machine runs.

It  is possible, however, to suggest some of the considerations which 
should influence the development of such a formula. For thi s purpose , 
it may simplify matters somewhat to reason from the distribution  
formula adopted for the community development block gran t pro­
gram authorized by title  I of the Housing and Community Develop­
ment Act of 1974. Under this formula,  the share of the total  funds 
available for distribution among a given class of recipients which 
will be allocated to a part icular locality or grantee is determined by 
combining the ratios which certain specified data  applicable to that 
individual grantee  bear to the totals  of such factors  for all grantees  
in its class. The specified factors a re :

Popula tion, as a ratio  to the total population of the class; 
Extent of poverty, the same, but counted twic e;
Ext ent of housing overcrowding, expressed in the same ratio  

to to tal overcrowding.
By inspection, this formula appears to be considerably less t han  

satisfactory as a basis for dist ribu ting  housing block gra nt funds. In  
fact, it appears not to have proved enti rely sa tisfacto ry fo r community 
development grants, perhaps in par t because the community develop­
ment program, largely  at the insistence of the legislative com­
mittees of the Congress, is somewhat heavily housing-oriented in  con­
cept.

In  any event, the Budget of  the United States  8 for fiscal year 1978 
proposes an al ternat ive formula, which would eliminate the factors of 
population and housing overcrowding, somewhat reduce the weight 
accorded to poverty, and introduce two new elements—loss of popula­
tion (1960-73) and age of housing stock. Clearly this alternative 
formula appears to move in the right direction, so f ar  as housing is 
concerned.10

B As submitted by the  outgoing Administ ration.
10 It  should be noted th at  thi s new formula  is not proposed to replace  the  original one. 

According to the  budget, app licants could choose the  version which produced the  most 
favorable resul ts.

87-3 45  0  -  77  - 8
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Elimination of gross population  as one determination appears logi­
cal on i ts face. If  two cities have the same housing needs in absolute 
volume, as measured by whatever indices are adopted, it  is hard to see 
why any part icular weight should be attached to the fact tha t one 
has a l arger populat ion than the other. I n fact, since both the program 
under  consideration here and the community development program 
are concerned with land use, gross acreage might be a more significant 
indicator than  population  for the purpose of both, if a size factor 
is thought necessary.

The inclusion of out-migration seems a desirable innovation, in view 
of its relationship to such problems as housing abandonment  and the 
decline of existing neighborhoods.

Similarly, the effort to give recognition to the problems which 
appear to be implic it in  the age of the existing  housing stock is com­
mendable, but i t is questionable whether age alone can be considered a 
reliable guide to these implied problems. In many cities there are 
neighborhoods or areas of housing 50 years old or older—sometimes 
considerably older—which are relatively unimpaired and of appreci­
ably higher quality  than much younger housing—especially housing 
bui lt during World War II  or immediately thereafter, or during 
periods of heavy cost-pressure or materials  shortages. It  seems likely 
that as the cost of newly constructed housing has pressed progres ­
sively more heavily on the  ability of buyers to meet resulting  prices, 
a substantial part of  the new housing recently built can be expected to 
age more rapidly than  in our earlier  experience, unless supported by 
more intensive maintenance.

To the extent tha t available data  permit,  it would be more useful 
and to the point to a ttempt measures of what might be called “housing 
in need of  major rehabil itation.” Such a category would include hous­
ing exhibit ing one or more of the following characteristic s: A pprec i­
able and progressive struc tural  deterioration: wiring of capacity in­
adequate for typical continuing load requirements; inadequate o r de­
teriora ting  plumbing; hazardous or grossly inefficient heating sys­
tems; and lack of insulation sufficient fo r the  ambient climate.

It  is fully recognized th at available housing s tatistics do not readily 
lend themselves to the production  of accurate indices along these lines. 
Nevertheless, it should be possible to arrive  at some approximation 
of such a category, and to  attempt  to refine statistical sources over time 
'to a higher degree of currency and accuracy. Since such data  would 
serve to give a more sensitive measure of one broad and basic
Sroblem area to which a housing block gr ant  program should be ad- 

ressed, such an effort appears very much worthwhile, even in the 
face of  the initia l difficulties it would present.

The factor  of poverty should probably be retained and accorded 
some weight, although it is at  best very coarsely related  to the housing 
circumstances within  a city. An appreciable number of people below 
the arb itra ry poverty line are in fact “adequately” housed, at  least by 
curre ntly accepted standard s; conversely, there are large numbers 
of families slightly above the poverty standard  who are not, and 
have little  prospect of improving their condition within  the  limits of 
the ir own resources.

Ideally we would have some statistical measure o f families seriously 
and involuntarily  underhoused. No such measure now exists, and the
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process of creat ing it would be long and frus trat ing.  Nevertheless, 
since this is the problem to which we are ostensibly addressing our­
selves, it would seem worth the effort to work toward such a measure­
ment even i f, as is certainly  the case, it would be a long time in the 
doing.

Finally, the method of averaging a group of ratios dea ling with un­
related quanti ties to produce an overall ratio  seems a t best question­
able on mathematical grounds, if none other. I t would seem more pre­
cise and more mathemat ically justifiable to create a weighted index 
number for each grantee within a class, and to distr ibute the funds 
available for that class pro rata  on the basis of the index numbers 
so derived. Granted, the weighting of elements to arrive at an index 
number would necessarily be a rbit rary , however carefully judgment 
were applied in the process. But any system of  nationa l measures to 
be used as the basis for an objective uniform nationwide formula is 
bound by the nature of the problem to be arbitra ry, and the index 
number system has at least the virtue  of being arithmetically defensi­
ble as a process, however unprovable the results it y ields may and in­
deed are bound to be.

THE  GRANT SET-ASIDES

The program discussed in this report contemplates two special-pur­
pose set-asides from the lump sum of budget authority  made avai lable 
for any year for housing block grants. One of these would be a dis­
cretionary set-aside for special needs, held and allocated by the Secre­
tary  from time to time to meet special circumstances or exceptionally 
worthy proposals from State or local agencies which cannot be accom­
modated within thei r formula  gran ts withou t excessive distortion of 
the local program as a w hole.

The second is a set-aside, again to  be administered by the Secretary, 
to be used for supplemental grants for the purposes earlie r discussed 
or such other purposes as may be agreed upon in the course of de­
velopment of the program and the basic authorizing legislation.

Obviously, in the absence of detailed local programs broken down 
into specific projects, refined cost estimates, and assumed sources of 
funds—the very approach and process which a block grant  program 
is intended to eliminate so f ar as possible—there can be no objective 
criteria to guide what proportion of the funds provided should be 
assigned to either of these purposes. In a very general way, it may be 
postulated tha t these amounts should be sufficient to give thei r pur­
poses solid effort, and not so great as to impinge excessively on the 
overall program or keep too great a par t of it in the hands of the 
Secretary and, necessarily, subject to the project  applicat ion, review, 
and approval process which the  block g ran t program is also designed 
to minimize.

Bearing these considerations in mind, and on a purely  intuitive 
basis, i t is suggested tha t of the budget authority  made available in 
any year 80 percent should go directly to the State  and local grantees 
via the formula distribution , and 20 percent to the set-asides. O f the 
latte r figure, the allocation of 5 percent to the discretionary fund  and 
15 percent to the supplementary grant program seems reasonable and 
reflective of thei r purposes.
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Section V II I

SUPPLEMENTA RY AND  SUPPORTIVE ACTIVITIES

If  i t is decided as a m atter  of policy to go forward with a housing 
block g rant proposal, there is no reason why that  should be done as 
an isolated topic or recommendation, and there are a number of rea­
sons why it should not.

In  the first place, i t was suggested earlier, and should now be re­
peated and stressed, that every care should be taken to avoid the ap­
pearance of offering this program as a universal solution to all hous­
ing problems everywhere. It  is not capable of serving as such a uni­
versal remedy, and to suggest tha t it is, even by omission, is to con­
demn it to failure before it even begins.

In  an effort to work out an approach which might offer maximum 
impact within its assigned limits, we have attempted to focus it  on- 
the general housing needs common to highly  urbanized areas. In so 
doing, the program has been tailored to omit, for example, small 
towns and open and predominantly rural or farm areas. Also omitted 
from its scope, for o ther reasons, were the specialized problems of the 
elderly and handicapped—both those who suffer from inadequate 
housing and inadequate income, and those who suffer only from the 
former.

It  requires no great degree of political sophistication to foresee 
tha t the Congress would accord a very chilly reception to a program 
which gave even the  appearance of ignoring  the needs of such groups 
as these, or worse, of freezing them out of the federally  assisted hous­
ing program. It  follows quickly enough from this premise that  the 
housing block grant  proposal can be most advantageously advanced as 
part of a package which also includes adequate attent ion to and 
assistance fo r those w ho will not be included in its  benefits.

However, in addition  to this  method of presentation, there are a 
number of ancillary programs and activities which might w-ell be in ­
cluded in the package, both in order to demonstrate tha t the approach 
has in fact been comprehensive, and because these activities are worth 
undertaking on thei r own merits and in addition  will be supple­
mentary  to and supportive of the block gran t program in important 
ways. Some of these will require additional legislation, of a much, 
simpler and less-sweeping nature than the block gran ts themselves, 
and others will not. All, however, will require adequate management 
emphasis and budgetary support. Some importan t items of this na ture 
are briefly detailed below.

PROGRAM-RELATED ACTIVITIES

FH A-V A Support.— New7 or amendatory legislation should be in ­
cluded provid ing for FHA mortgage insurance or VA loan gu aranty 
on the most favorable terms authorized by law7 in any area designated 
by a local block gra nt agency as being an area having  special needs 
and receiving programed assistance under the block g ran t program. 
Such a provision would presumably be somewhat along the lines of 
FH A section 223 (e) .”

u Note.—The 1978 budget forwarded to the Congress by the  outgoing  Administ ration proposes to te rminate  new mortgage  insurance under  th is section.
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Two caveats, however, should be clearly and emphat ically presented 
in the appropriate combination of legislative language, legislative  
history, and the tenor of the Department’s public statements introduc­
ing the pro gra m: first, t ha t i t is not intended to encourage, far less to 
mandate, the FHA or VA to underwrite loans which are unsound on 
thei r face when measured by the standard  of ordinary prudence and 
good judgment ; and, second, that  the bind of profiteering and exploi­
tation of inexperienced or uneducated people which went on in  some 
places under 223(e) and 221(d) (2) will not only not  be tolerated, but 
will be met with prompt and drastic action by both local and Federal 
officials, including both civil and criminal sanctions.

STATE HOUSING AGENCY BONDS

The authority  to guarantee the  bonds of State housing agencies and 
to make limi ted debt service g ran t payments in lieu of tax exemption 
with respect to  such securities was extended to the Secretary  of HUD 
by section 802 of the Housing and Community Development Act of 
1974. I t has been little used, and then reluctan tly.12 Regrettably, i t was 
not used to counter the market effects of New York problems on these 
bonds issued in other areas of the cou ntry; had it been, it could have 
avoided substantial and unwarranted increases in the debt service costs 
of the S tate housing agencies which will be with them for a long time 
to come.

Guaranty of S tate housing agency bonds is, from a budgetary point 
of view, an exceedingly economical way of enlarging the effectiveness 
of these State  housing programs. More specifically, for our present 
purposes it would make an important contribut ion toward  assisting 
the S tates in developing effective as well as balanced State programs— 
a consideration tha t is as significant  at the State  level as at the 
Federal.

Since thei r share of the housing block g rants funds, as conceived 
here, would go into the highly urbanized fringe  areas surrounding 
the cities, it becomes especially important that the resources of these 
housing agencies be adequate not only to carry out th at aspect of thei r 
programs to maximum effect, but at the same time to avoid eithe r the 
seeming or the fact tha t this is being accomplished at  the expense of 
other  areas and other  needs in the State. It  is proposed, accordingly, 
tha t the bond guarantee program be vigorously pursued, including 
recommendation of increases of the 1974 au thorizations when needed. 
The latt er is not an immediate problem, however, since those author i­
zations remain largely unused.

A full faith and credi t guaran tee of State  housing bonds would 
permi t these to  be marketed at rates only sl ightly  above Federal bor­
rowing rates. It  would be well to review whether the  author ized debt 
service subsidy (not to exceed one third  of debt  service annual cost) in 
lieu of  tax exemption is the most desirable means of fur the r reducing 
housing costs to the consumer. So far , only $25 million of the existing  
authorization of $110 million has been used, and tha t only in support 
of section 8 projects. The la tter  restric tion (a matter  of adm inistra tive 
policy, not legislation) should be eliminated.

11 The 1978 budget previously referred to contemplates no additional  act ivi ty unde r 
sec. 802.
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A clearingJtouse function.—It  is expected that the programs evolved by local bodies undei a block g ran t approach would exhibit a high degree of diversity. This immediately suggests the usefulness of a clearinghouse service at the Federa l level to bring  to the attention of local bodies throughout the country the results obtained through di f­ferent approaches—whether strikingly  favorable or unfavorable, since it  is as important to avoid methods which have proved ineffec­tive as to adapt to local needs methods which have proved workable in practice.
Such a service performed by the department would require no addi ­tional legislation. It should, however, be carefully designed with two purposes in mind: Fir st,  to rely to the maximum extent possible on the fiscal and performance  audits  and repor ts as da ta sources, and to impose the minimum additional burdens of recordkeeping and report­ing on the local agencies; and second, within the bounds of human fallibil ity, to keep the assessments and reporting  of  various program models objective and as free as possible from transi tory  Federal policy biases (such as the pro-section 8 bias, for exam ple).

RESEARCH AND EVALUATION

Evaluat ion.—The Congress, the local agencies, and the general pub­lic—not to say the Department itself—obviously will have a lively interes t in a systematic, continuing  program of evaluation of a hous­ing block g ran t program—its accomplishments, costs, problems, and failures where these exist. The establishment and operation of such a system by the Department would not require additional legislation (assuming enactment of the basic authorizing statute) , though there would be no harm in making statu tory mention of this function as among the Secretary’s duties  in connection with the program.The same two caveats mentioned in connection with the clearing­house function apply here with equal if not greater force. Maximum reliance should be placed on the fiscal and performance  audit reports  as data  sources. In general, local agencies should not be, encouraged (let alone required) to keep records not necessary for the efficient ad­minist ration  of local programs. And once more, the Depar tment  should endeavor so fa r as human weakness permits to keep the evalua­tion program objective, lettin g the facts speak for themselves ra ther than  in terpreting them in the light of departmental preferences. This  may well be a vain hope, but vain hopes may sometimes have a sa lu­brious effect, and at least to that  extent prove something less or more than vain.
SPONTANEOUS NEIGHBORHOOD RECOVERY

It  not infrequently  occurs that , for reasons little  understood, a neighborhood or even a wider area which has long been in a s tate of progressive decline more or less abruptly  reverses direction and launches itsel f upon a trend  of major rehabi litation, upgrading of prope rty values, and enhanced stabil ity and attractiveness both to residents and to fur the r investment. A current instance of th is process familiar  to those who live in the Distr ict is the upgrading now in progress in the area immediately east of the Capitol.
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An even more str ikin g if  much older example is Georgetown, which 
today is considered one of the most desirable  areas of the c ity. For ty 
years ago i t was a slum by any reasonable test.

What we are concerned with here is the phenomenon of such neigh­
borhood reversals occurring on a spontaneous basis, without subsidy 
and indeed with lit tle o r no public sponsorship or support of any kind. 
Two instances have been cited in the District of Columbia, but there 
are others in cities about the country. We may legitimately wonder 
what the causes and mechanics of such transformations may be.

It  is proposed, therefore , th at the Departmen t undertake  a research 
projec t aimed a t isolating , if possible, what  forces are at  work to bring 
such changes about. It  should be possible to gain some insigh ts 
throu gh exploring the motivations of homeowners, owners of rental  
properties , mortgage lenders, builders  or renovators, realtors, and 
others engaged in this complex process. At most, such an analysis 
might  enable us to unders tand how to trig ger  the  process on a la rger 
scale; at the least, i t should provide grea ter insigh t than is now avail ­
able into the social and economic processes underlying urban decay 
and the means of arres ting  or reversing it. Such a project would no t be 
inordinately expensive, nor would it require any new legislative  au­
thor ity. The relevance of the results, if any are forthcoming, to the 
uses and administra tion of a housing block gra nt program are too 
evident to require elaboration here.

HO USING STATISTICS

In discussing the problems involved in constructing a distribution 
formula  for housing block grants , mention was made of the chronic 
deficiencies in available housing statist ics series.13 Given th at the ob­
jective is to help solve housing problems and re lieve housing needs in 
localities throughout the country, it would clearly be a mat ter of th e 
greates t convenience and util ity if such problems and needs could be 
measured with some reasonable degree of accuracy, both in national 
magnitudes  and locality distribu tion. Present official data  are amen­
able to this  result only throu gh a fair ly elaborate—and hence to a 
degree tenuous—series of extrapolations  and estimates.

No one who is a t all intimately familia r with this problem is likely 
to underestimate the difficulties involved in the seemingly simple task 
of improving  the util ity of sta tistical  series in housing. Housing econ­
omists and statis ticians in HUD, Census, and elsewhere, have stru g­
gled with these questions for many years, with what may be thought , 
at best, indifferent results. It  would, therefore, be fatuous to proclaim 
in advance or  even to greatly hope fo r revolutionary and rapid prog­
ress in this area.

Nevertheless, the problems of producing da ta which are more  sensi­
tively related to the problems of  public policy and to the consequent 
process of program formulation are not inheren tly insoluble, and  the 
results could be exceedingly valuable. There appears to be a  natura l 
duty on the p art  of HUD to exercise as much leadership as possible in 
the effort to bring this  about. Here again  no legislation is required,

13 For example, in  tlie 1970 census, substan dard housing was considered to be th at  lacking 
one or more maj or Interio r plumbing faci litie s—a criterion which for  pres ent purposes is 
not  only obsolete but dow nright archaic .
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unless it be an admonition to the planners o f the  1980 and subsequent 
censuses to give increased attention to the  uti lity  of the data  collected 
for publ ic policy formulation and program development, as well as its 
purely in formational aspects.

If  indeed we know what  we are try ing  to  do, it  does not appear a 
hopeless task to infer  from tha t the kinds of data  which would be 
helpful in doing it. At th e very least, we should continue to try. 

TE CH NI CA L AS SIS TA NC E IN  LEG AL MATTE RS

Like other programs conducted through  bodies of general local gov­
ernment or specialized local agencies, the  scope as well as the effect of 
local programs under the block g rant program will be influenced and 
in some cases limited by State and local legislation.  There is litt le un i­
formity among existing  statutes  and ordinances in this  area, and it 
would no doubt be unreal istic to pursue u niform ity as an objective in 
and of itself.

Nevertheless, the existence of even some standard  conceptual 
threads in at least a high propor tion of the jurisdictions involved 
would be valuable in  a ttempting to  understand or evaluate what is  or 
is not undertaken or accomplished in local programs. I t might also 
spare some S tates or local bodies the burdens of avoidable l itigat ion 
in an appreciable number of situations.

It  is suggested, accordingly, that  the Departmen t might well take 
on as one of its contributions to the national program the d raf ting of 
model State  enabling statu tes and local ordinances designed to facili ­
tate  the plann ing and conduct of local programs and to avoid difficul­
ties which experience has shown may be encountered, taking into 
account the developing case law which will arise around this as around 
other governmental undertakings. No legislation is required for this  
purpose. As with the mat ter of housing statistics , results would be 
achieved in this area only over a considerable period of time, but if  
the effort is pursued with vigor and imagination the results should, in  
time, prove well wrorth  the effort. Past experience has shown that  
technical assistance from the Federa l level in these matters, if not 
approached in a heavyhanded manner, is generally welcome and can 
have substantial  influence.

Section IX
AD MI NIST RA TIVE  FE AS IB IL IT Y, COST, AND BUD GET ARY  IM PA CT

There remain to be examined two very broad and basic questions : 
Would such a program be feasible from an administrat ive standpoin t? 
And what might  be i ts cost and budgetary impact, in the short and 
somewhat longer range  ?

Like any questions which turn  on the unpredictable behavior of 
large numbers of people and institutions—not to say the future of the 
economy as a whole—these questions do not admit to precise measure­
ments or answers, any more than does the future behavior of the stock 
market. Nevertheless, it is essential to at least explore them and con­
sider what the reasonable probabilities appear to be.
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ADMINISTRATIVE FEASIBILITY

There is no evident, decisive reason to conclude tha t a housing block 
grant program as envisioned in this discussion would not be workable 
from an administrative standpoint, either at the Federal or at the 
State and local levels. This is far  from saying tha t it  is assured of suc­
cess ; it merely says that  is is not foredoomed to failu re because of being 
inherently unmanageable.

In order for the program’s management to succeed well enough to 
achieve a workable level of congressional and public acceptance, it  is 
necessary to make two major assumptions, either of which may be 
thought by some to be excessively optim istic :

First, it must be assumed tha t the Federal establishment is capable 
of achieving a hitherto unreached level of sophistication in the inter­
governmental relations involved in planning and carrying  out the 
housing block gr an t program. The Department, and the administ ra­
tion of which the Department is merely the  princ ipal agent, must cul­
tivate  and adjust itself to keeping its hands off the levers of  control, 
apd confining itself to technical advice and assistance which is ac­
tually  that , and not a disguised method of preempting or forcing re­
vision of local preferences and decisions. Administration by Federa l 
Register must be forgone.

This proposition has a concomitant aspect. The Federal agency 
must adjust itself, simultaneously with this rath er relaxed approach 
to programing, to a firm, stringent and continuing surveillance de­
signed to assure the integrity of local programs insofar as they involve 
Federa l funds—to guarantee, so far  as tha t is possible, aga inst the oc­
currence of scandal on any significant scale. Yet this surveillance pro­
gram itself must be conceived and conducted through arms-length  
mechanisms and procedures which do not bring  about excessive int i­
macy of Federal involvement in local operations. The mani fold forms, 
regulations and reports of, for example, the welfare programs must be 
renounced from the inception—not only as an administrative objec­
tive but as even an acceptable form of manifesting  a Federal presence 
at the local level.

The fact that  no Federal grant-in-aid program has ever been ad­
ministered in this fashion is insufficient proof tha t one cannot be, inas­
much as it has never been tr ied on any such scale or with any such de­
gree of philosophical consistency. But there can be no blinking the 
fact tha t it would be exceedingly difficult, going as it does against the 
Durante  rule.14 It  would require a high degree of  understanding and 
leadership on a continuing basis both in the Executive and legislative 
branches. It is quite possible tha t in the end it would collapse under 
the burden of minor or major frust rations, annoyances, disappoint­
ments and political squabbles. The possibility is less than  a certainty , 
however, and seems an insufficient th reat to rule out at least a serious 
effort to make it work.

The second indispensable condition is full recognition at the be­
ginning and as matte rs develop that there is a very wide range among 
the States  and local agencies with regard  to organizat ion, legal pow-

14 Namely, everybody wan ts to get Inta da act.
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ers, professional staffing, experience and knowledge, and the  extent of 
prio r planning available to lay the foundations for such a program. 
There is no immediate or even early cure for these discrepancies in 
readiness, yet the Federal Depar tment  lacks (and should not seek to 
exercise even if  it possessed) the ability  to separate  these sheep and 
goats, extending need to the meritorious and denying it to the unready.

To a degree this problem might be self-limit ing, in the sense tha t 
the least ready grantees might as a m atter of prudence refrain  from 
applying for  funds g reatly  exceeding their capabi lities to use sensibly, 
thus leaving balances available to be redis tributed to more advanced 
claimants. At  best, however, this could only mitigate  the problems, not 
eliminate them.

I t follows, therefore , tha t it must be assumed and recognized th at 
one of the basic objectives of the  program itself is to strengthen local 
capabilities where they exist, and call them into being where they do 
not, through the force of necessity and experience. The Federal Gov­
ernment’s tools to exert leverage on this process would and should be 
limited. They would consist mainly of technical advice and assistance 
provided on request, the sort of clearinghouse service earlier suggested, 
and the force of  local public opinion and local political processes re­
acting to the factual reports and comments provided in the Federal 
fiscal and performance audits, which presumably would be made avail­
able widely, not only to the local agencies themselves but to the general 
public, in the areas affected. Also an important influence would be the 
periodic reviews of program progress by the Congress.

These are potent tools, but they are also slow acting. It  must be as­
sumed, accordingly, tha t for an extended period the national program 
taken as a whole, will look very ragged, and it will be necessary to re­
frain from jumping to the conclusion that the most ill-equipped local 
bodies are failin g simply because they are  accomplishing significantly 
less or moving much slower than their readie r counterparts  in other 
areas.

If  these two major conditions can be met, the. problems of program 
management, though they will be many, are not beyond solution. It  
may be that  as a nation we are not yet ready fo r the degree of patience, 
tolerance and cooperation which such a program would demand. No 
amount of introspection will tell us whether this is so; the only sure 
way to find out is to try it.

COST AN D BUD GET  IM PA CT

The cost of such a housing block grant  program is, of course, largely 
a function of the magnitude of the effort. It was proposed in the work ­
ing instructions for this assignment tha t a program objective of 
400,000 assisted un its per year be used as a given assumption. Such a 
level appears  suited to the need to avoid the pitfa lls of a p rogram so 
large as to fall by its own weight, or so small as not to provide a real­
istic test of the approach.

It  would be something to th ink that there is a convenient, objective 
and demonstrable way to assign a cost facto r per unit which could 
then be multiplied by 400,000 to determine a tota l annual commitment 
to mainta in a p rogram at th is level. Unfortuna tely, this is not the  case
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for a number of reasons which cannot be simply ignored or wished 
away.

In the first place, even among existing HUD programs of housing 
assistance the average actual subsidy paid per year, per subsidized 
unit, ranges very widely, as a glance at table 1 on the following page 
will reveal. In fact, between the lowest unit figure and the highest in 
the actual yea r 1976 the range is almost 800 percent.

Wha t do these figures mean ? It  is almost impossible to say.
On the one hand, they do not necessarily mean what they seem to. 

For  example, the figure shown for local housing authority-owned 
public housing is biased downward by the fact tha t the program in­
cludes a very heavy component of projects buil t in earli er years at 
lower construction costs and financed at much lower interest rates tha n 
those p revail ing now. On the other hand, it is to some extent  biased 
upward by the large numbers of welfare families and- families with 
little  or no income which have accumulated in these projects, limiting 
rental income and leading to increased subsidy payments. The figures 
for section 8 are suspect because the number of completed units is too 
small and the experience too recent to be necessarily reliable. And so 
on. Even the average figure is useful only to think about rath er than  
as a guide to anyth ing, since mathematically it implies a perfectly uni­
form program in which the same number of units would be provided 
under each program —an impossible circumstance in ac tual practice.

As if th at  were not enough, there are innumerable other ways of re- 
diicing current housing cost to families of low, moderate, or lower- 
middle income which are not represented in these figures. Some ex­
amples are: initial capital contributions  in whole or in part ; use of bal­
loon-type mortgages with deferred p rin cip al; partial or complete real  
estate tax exemption for cer tain types of projects, or units, o r improve­
ments; use of loans at below-market interest or at no interest r ate ; do­
nations of land, or materials, or both. Ingenuity  will contrive many 
others. Moreover, these devices (and others)  can be used in  all sorts of 
combinations. Some will result  in recouping a portion of the public in ­
vestment over time (as in the case of loans, regardless of interest 
rate) ; others will not, as in the case of  debt service subsidy plans over 
all (or pa rt)  o f the life of a mortgage.

TABLE 1.— AVERAGE SU BS IDY PAYMENTS PER UNIT  FOR EX ISTING  DHUD HOUSING ASSIS TANCE PROGRAMS 

[In dollars]

Actual, fiscal Est imated ,
year 1976 fiscal year 1978

Rent sup plement program........................... ..
Sec. 235.

Orig inal  program......................................
Revised program..........................................

Sec.  2 3 6 . .__________ ____________________
Public housing program:

LHA owned.....................................................
Leased (sec. 2 3 ).........................................
Sec. 8:

New  or substan tial ly rehab ilita ted . 
Existing.................... ..............................

Average (un iverse  of 1 un it )...............

1,2 12 1,48 8

439 414
918

1, 2911,19 5

1,15 6 1,45 0
1,64 0 1,768

3,3 80 3, 760
1,7 82 2, 000

1,54 3 1,63 6

Source: DHUD factors used in compiling fiscal yea r 1978 budget.
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Wha t all th is mean s is th at , given an unk now n bu t large  number 
of pa rti cipa tin g gra nte es who are  f ree  to  se lect among  a large  num ber  
of housing  assistance tech niques  or  com binatio ns of  tech niqu es, it  is 
quite impossible  to devise a set  of assum ptions which will pro duce a 
dem ons trab le or even relativ ely  reli abl e predict ion  o f t otal  cost, eit he r 
in terms  o f gross outlay  or ne t final  expenditu re.  To  be sure,  such  as­
sum ptio ns can  be made  and model s con struct ed,  bu t th is  is a game 
which any nu mb er can play.  Exc ep t for  the  more  ex trav ag an t flig hts  of 
fancy , any one ’s model is ju st  as va lid  or  inva lid  as an othe r’s; hence , 
the re is no gro und for  choosing between them exc ept  for one's  pre f­
erence as r egards  the res ult  obtained.

If  t hi s rou te of  access is hope less ly blocked, as it appears  to be, we 
have lit tle  choice bu t to at tempt  to appro ach the  problem  from a d if ­
fer ent dire ctio n.

Accordingly , th is ana lys is will be based on the  assum ption  that  
a mix of pro gra ms  can be deve loped by the  St ate and local  bodies 
which  will res ult  in va ryi ng  forms  of ass istance  at  an ave rag e cost 
per  un it of  $20,000. It  should ha rd ly  be necessary  by now to  say th at  
the  selected figure is no t ar riv ed  at  by calculatio n fo r an assumed 
pro gra m mix.  The amount of $20,000 is chosen as bein g of a reason ­
able orde r of ma gnitude  as the  possib le avera ge of  an unk now n m ix ; 
as bein g small enou gh to yie ld a bea rab le to tal  prog ram  cost,  and  
large enough to con sti tute a subs tan tia l contr ibu tion towa rd  miti ­
ga tin g effective housing costs to fam ilie s of low or modest income.

While the  $20,000 figure may fa ir ly  be described as in a sense an 
ar bi trar y choice, a few sta tem ent s can be made abo ut it  which at  
least  sug ges t th at  it is no t entirely  unreasonab le. Thus,  $20,000 is— 

Ap prox im ate ly tw o- thi rds of the  ca rry ing cost or  deb t service 
on a modest house fo r the  ave rage life  of  a home mortgage;

Ap prox im ate ly one-h alf  the  rent  on a fam ily  un it fo r a sim­
ila r pe riod ;

About th ree-four ths of  the  in iti al  cost  of a m odest  ex ist ing  house 
or  a new ren tal  u ni t n ot in a h igh  cost ar ea; and

Roughly  equ iva len t to the ne t acquis ition cost of a de ter ior ate d 
un it acq uired fo r majo r reha bi litat ion  and resale at  a wr itt en  
down value .

These sta tem ents are  not  made to  sugges t concrete appli ca tio ns  
of an ave rage $20,000 investment, bu t ra th er  to give  some pers pec tive s 
which may  he lp supp ort the  view th at , tho ugh ar bi trar y,  it  is n eit he r 
unreasona bly  large nor small.

The cost of  month ly subsidy tied to de bt  service (as  in section 236) 
over a long per iod  would s ub sta nt ial ly  exceed $20,000. Given th at  such 
methods are perm issib le, the  assumptio n of a $20,000 average  implies  
the fu rthe r assumptio n th at  to the  ex ten t such larger  com mitments are 
attach ed to portio ns of the program , the y will  be offset by the use of 
more imm edia te short -te rm  appro ach es which will serve  to restore 
the  average. I t th is secondary assum ption prov es erroneous, of  course, 
the  na tura l result  would be a reduct ion  in the  to tal  numb er of un its  
produced at a given nat ion al pro gra m level.

I f  the  assu mption  of  $20,000 ave rage is tak en as valid , or  at  leas t 
as useful,  for present purposes, the n the  cost of a 400,000-uni t pro­
gra m becomes a simp le ari thme tic  pr od uc t: namely,  $8 bill ion . Th is



is also the annual level o f budget authority required for a cont inuing 
program of 400,000 units per year.

In time, no doubt, this assumption could be modified realistical ly 
on the basis of accumulated experience. It  would be unwise, however, 
to do thi s on the basis of experience in the first 1 o r 2 years, since this 
would be likely to prove unrepresentative  both as to the mix and as 
to the costs achieved afte r the necessary shakedown period to which 
all new programs are subject.

BUDGETARY IMPACT

Estimates of budgetary impact  over even a short series of years 
cannot be arr ived at without mak ing some set of assumptions, and nec­
essarily the margin of possible error increase with the number of as­
sumptions made. Nevertheless, if the assumptions are not inconsistent 
with each other and  not in conflict with such facts as are available, they 
can be manipula ted so as to present a reasonably informative and 
useful projection of the budge tary considerations which must be 
weighed in connection with a proposal. Such an estimate has been 
made for the block g ran t program described in this report. The re­
sults appea r in table 2.

The two major budget factors  which att rac t the greatest interest  
are budget authority—a measure of the total financial involvement 
being undertaken in init iating or continuing a program at a given 
level—and outlays, which represent the actual net funds withdrawn 
from the  Treasury during a given period, directly affecting the budget 
deficit or surplus for that period under present budget concepts.

As the program outlined here is constructed, the budget authority  
required is obvious: $8 billion per year, for a to tal of $40 billion for 
the 5-year period. To be sure, these are large figures, b ut efforts to 
make them look smaller by recognizing only a port ion o f the necessary 
auth ority at the inception have proved to be self-defeating in the 
past. It  is not only in accord with the trend of present practice but 
also bette r for the program in the long run to swallow the  big figures 
at the beginning. If  the Congress is unwilling to do so, it may be tha t 
the part icular problem of public policy involved—in this case hous­
ing and the decline of the cities—does not really enjoy as high a 
prio rity  as the rhetoric on the subject would suggest.

It  is in the process of estimat ing outlays tha t the various assump­
tions made come into play. In  working out table 2, recognition has been 
given to the rule of thumb tha t it will actually  take longer to do a l­
most anything than you think i t will in advance. The more specific as­
sumptions built into table 2 are listed on the next page.

It  will be noted tha t outlays, unlike budget authority , tend to st art  
at relatively modest levels in the earliest years, and to expand as the 
program matures and plans are trans lated  into operations. Thus in 
table 2 outlays for the first program year are estimated at less than  
$800 million, growing by the fourth  and fifth years to approximately 
$6 billion. This rate of growth would leave nearly $20 billion remaining 
to be spent at the end of the  5-year period, assuming authorization of 
the full, 5-year $40 billion program, even if  no fur ther au thorizations 
were made for the sixth and subsequent years.
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TABL E 2. — ASSUMP TIO NS USED  IN  CAL CUL ATING 5-Y EA R BUDGET IMPA CT

In addition to the assumption of a 5-year program authorizat ion 
at $8 billion per year, of which 3 years  at $8 billion each would be 
released in the first year’s appro priat ion act, table 2 reflects the 
following more specific assumptions as to program character istics:

1. Twenty percent of available funds in each year to be applied 
to forms of  long-term continuing subsidy of the rent-supplement 
or interest-rate-subsidy type, averaging per unit $133 per month 
for an average period of 15 years.

2. Twenty percent to be appl ied to  simila r arrangements with a 
somewhat deeper subsidy and longer term, averaging $200 per unit 
per month for 20 years.

3. Fifteen percent to be applied to various forms of supple­
mental grant undertak ings in which one-half would be spent in the 
year following commitment of one-half in the next year.

4. Fifteen percent to be applied to immediate expenditures 
(such as initial  capital contributions) disbursed in the year of 
commitment.

5. Th irty percent in various arrangements producing expendi­
tures over a 2- to 4-year period.

Amounts recaptured (from sales of proper ty, loan renayments, 
et  cetera) are disregarded on the theory tha t they would be reused, 
wi+h a net zero effect.

Note.—The assumed long-term arrangements (Nos. 1 and 2 above) would vield approximately’ 100.000 units per year. On this basis, the 
’•emaining program would have to average about $16,000 expenditure 
jier unit  to produce the assumed 400,000 unit program.

TA BL E 2.— HOUSING BLO CK GRANTS— 5-YEAR PROGRAM: BUDGET AU TH OR ITY AN D ESTIM ATED  GRANT COM­
MITMENTS  APPR OP RIAT IONS , AN D EXP ENDITURES 

(In m ill io ns  of  do lla rs ]

Program  
to ta l -

Years

5

To tal
5 yr

A fte r 
5th  yr

1 2 3 4

Obl igatio ns :
2,000In  ye ar . _________ 4,0 00 8,0 00 9, 000 9, 000 8,0 00 38 ,000

C um ula tive_________ ___
Appro pr ia tio ns and ex pe nd itu re s:

Tota l:
In  y e a r . .

40, 000 4,0 00 12, 000 21, 000 30, 000 38, 000 40, 000

758 2,2 61 4,0 71 5, 781 5, 885 18 ,756 21 ,244
C um ula tive .. 40 ,000 758 3,01 9 7,09 0 12,871 18,75 6 40, 00

De tail by ty pe :
20 pe rcen t:

1,02 5 6,97520 -y r m atu ri ties___  . . . 8,00 0 25 115 205 295 385
15 -y r m a tu ri ties_________

15 pe rcen t:
8,00 0 33 146 266 386 500 1,3 31 6, 669

2,8 00Su pp lemen ta l g ra nts _____ ____  6,00 0 0 0 600 1,3 00 1,3 00 3, 200
Year of  ob liga tion___ 6,00 0 700 1,2 00 1,40 0 1,4 00 1,3 00 6, 000 0

30 pe rcen t: 2, 3, and 4 y r ______  . . . .  12 ,000 0 800 1,6 00 2,4 00 2,40 0 7, 200 4, 800

So urce : Ho using  Block  Grant Feasib ili ty  Re ports , Fe brua ry  1977.

A p pe n d ix

It  was suggested in section V tha t a device other than contract authority might be used to take advantage  of what was there called 
the double- or two-stage method of funding , avoiding the necessary 
for immediate appropriations to provide program author ity, and thus
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also avoid the accumulation of very large unexpended balances of 
appropriations.

One means of accomplishing this result would be throu gh the use 
of an interim stage in which the authority  would take the form of 
what might, for lack of a be tter name, be called a gra nt credit. Since 
this is not one of the standard forms of authority  recognized in 
general law and practice, it would be advantageous for it to be a 
defined term in the authorizing statute. Thus, there might be included 
in the section dealing with definitions an item reading  in substance 
as follows:

“The term ‘established grant  credit ' means a credit established by 
the Secretary agains t available grant credit authority released in ap­
propriation acts, in favor of a named eligible State or local body or 
grantee and in a specified amount.’’

The legal effect of gra nt credits would then be established by 
other language included at the appropriate point in the body of the 
text. Allowing for the absence of context, which likely would some­
what alter  the form and wording, such a provision might read in 
substance thus :

“Upon receipt of notification by the Secretary  of the establishment 
of a grant  credit as herein provided, a S tate or o ther eligible grantee 
under this act is au thorized to enter into contracts or other commit­
ments to carry  out programs eligible for housing block gran ts in 
amounts aggregat ing not to exceed the sum of the established grant 
credits made available from time to time to such State o r other eligible 
grantee, plus any amounts allocated by the grantee to such programs 
which are derived from sources other than gran ts under this act.”

Since we are dealing here with a somewhat novel device, it will 
probably make matters clearer to track  through the legislative steps 
which would flow from the approach outlined above, with examples of 
the types of legislative or appropria tion language which might serve 
at each stage.

The first necessity, of course, is to provide for the 5-year program 
authorization itself. This might be accomplished by a provision in 
the basic authorizing statute more or less as follows:

“The Secretary is authorized to establish grant credits in favor of 
States and other eligible grantees under this act in amounts aggrega t­
ing not to  exceed $—----------- after the effective date of this act plus
additional amounts aggregating  not to exceed $-------------  per year
to become available on October 1 of each of the next succeeding 4 fiscal 
years: Provided,  Tha t no grant credits shall be established by the 
Secretary in excess of amounts approved from time to time in ap­
propriations  acts: Provided further,  That amounts of grant credits 
approved in appropriations acts pursuant to this section shall con­
stitute budget authority  fo r the purposes of the Congressional Budget 
and Impoundment Control Act of 1974 (Public Law 93-383).”

A provision such as the alx)ve would establish the 5-year program 
authorizat ion. From this would flow, on the appropria te timing , three 
different forms of appropria tion langauge : first, to provide the in itial 
3-year period of available budget authority  proposed in section V ; 
second, to provide annual increments to this initia l fund ing for the 
fourth  and subsequent years;  and finally the actual appropriation  for
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making g ran t payments as funds are  needed by the local bodies to meet 
expenses.

Examples of these three provisions are provided below:

{ In it ia l  (3 -Y e a r ) A ppro pria ti o n  A ct  L an gu ag e ( A pp ro va l of 
G r a n t  Cre d it  A u th o r it y) )

HOUS IN G BLO CK GRANTS

Grant Credits
Grant credits for housing block gran ts as authorized by section— 

of (citation of enabling act) may be established by the Secretary in 
amounts not to exceed in the aggregate  § (3-year tota l), of which
$-------------  shall become available on the enactment of this act;
$----------  on October 1, 19—; and $----------- on October 1, 19—.

A n n u a l  I ncrem en ts  in  S ubse quen t Y ear s

HOUS IN G BLOCK GRANT S

In  addition to amounts heretofore approved for gra nt credits  for 
housing block grants  to be established by the  Secretary as authorized
by section o f --------, no t to exceed $— ------- in such credits may be
established d uring the fiscal year  19—.

A pp ro pr ia ti on s T o L iq uid ate  P rior  A uth o rit y  1

HOUS IN G BLOC K GRANT S

Fo r payments purs uant to established housing block g ran t credits
as authorized by section — of ------------- , $------------- , to remain
available until  expended.

The provision for this appropr iation to remain available until ex­
pended is included simply to recognize the fact tha t the process of 
estimating futu re timing  of transac tions cannot be to tally precise, so 
tha t payments estimated to occur in the four th quarter  of the fiscal 
year may well slip over into  the following year. When thi s happens, i t 
would be a needless nuisance if the funds were to lapse at the end of 
the fiscal year and have to be appropriated  a second time. These carry­
over amounts should not be large as a proportion of the appropria tion, 
and should not need to be retained for extended periods aft er the end 
of the fiscal year. Nevertheless, the language seems justified as an 
avoidance of possible needless delay and added expense.

Thus  we appear to have achieved a near-optimum approach to the 
fund ing elements described in section V : The approval of a 5-year 
program by the Congress in specified annual amounts, wi th authority  
to be made available through appro priat ion acts on any timing which 
the Congress may approve ; 3-year fu nding through the use of budget 
authority  which may be extended immediately to the States  and local 
grantees  without the interposition of a form of gra nt contrac t and 
without the necessity for immediate app rop ria tions; and a system for

1 Not budget author ity,  since the au tho rity will have been enacted  ear lier.
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fine-tuning actual appropriations and payments as closely as practi­
cable to the need to meet actual current program expenses.

It  should be pointed out tha t the initia l extension of g ran t credits 
to State or local grantees  would need to be accompanied by a limited 
advance of cash (from an initia l app ropriat ion), since some types of 
local commitments—for example, payrolls—mature and become due 
and payable in a short time, while others, such as construction costs, 
mature over much longer periods. Given such an advance of  working 
cash, the system of quar terly  cash requisitions should, with a bit of 
experience, keep appro priat ion and expenditure requirements closely 
related to actual program accomplishment.

(dearly, such a system offers a number of advantages. In accord­
ance with the law which holds tha t there  is no such thing as a free 
lunch, however, it does have one disadvantage which ought to  be men­
tioned. This is tha t, since appropria tions under th is approach will lag 
well behind program authority, with the passage of time the annual 
appropria tion is bound to give the appearance  of growing rapid ly or 
pyramiding  from year to year. This will not  surprise those who under­
stand how the system works, but may a larm some who do not.

8 7 -3 45  0  -  77 - 9
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Costs:
The borrower.
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S u m m a r y  and  C o n c lu sio n s

During the year 1976, discussion of the effects of inflation and high interest rates upon the production, financing and sale of new single­family homes was elevated to the level of serious discussion of new legislation. These entail proposals for the first basic changes in the
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method of mortgage financing for single-family  housing since the 
institu tional ization of the popular and successful fully amortizing, 
level-debt-service mortgage in 1934 by the newly created Federal Housing Adminis tration.

The villain in the piece is inflation, part icula rly inflation during 
a period of high unemployment and economic recession. These forces 
resulted in a drop of 26 percent in 1974—75 single-family housing 
star ts and 42 percent for all housing starts  compared with the previous 
3-year performance. This was accompanied by substantia l rises in 
interes t rates during 1974 and 1975, some disintermediation during 
1974 but a substantial turna round  of fund flows in 1975 and 1976, 
paial leled by record dollar  volumes of mortgage closings caused in 
pa rt by sharply  increasing prices of single-family housing, new and existing.

A d isturb ing component of the high level of in terest rates for home 
mortgages is that  a portion of these high rates represents institutional 
efforts to offset the effects of the anticipated continuance of inflation. This creates a chain of negative consequences in the single-family 
construction sector of the economy illustrated in chart A. Moreover, 
single-family  house construction is a synonym for homeownership, 
a basic premise of nationa l housing policy as well as a clearly ex­
pressed tenure preference of the 65 percent' of all households who are 
homeowners today. In the face of the large current surge of new 
households into the market at the age (25-29) when the sh ift to home 
ownership takes place in large numbers, anyth ing that  impedes th is 
shift  runs counter to both nationa l housing policy and established consumer preference.
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A complicated aspect of the inflation-high interest rate problem 
is t ha t it affects adversely four  major parties. The alleviation of the 
burdens on one of these four partie s can adversely affect one or more 
of the  other three. The four p arties are three  active ones and a residu- ally affected one, namely:

1. Potential new home buyers who are now renters, owners of exist­
ing homes, or  individuals (potential new households) living alone or

> with their families in owned or rented dwellings.
2. Mortgage finance institutions, predominantly  savings and loan institutions and savings banks.
3. Housing  developers.

• 4. The Nation’s urban  rental  housing sector which is affected by 
any major change in rate of new single-family house construction in the suburbs (cf. pp. 9-11).

For example, any major  drop in new single-family suburban con­
struction may lead many potent ial buyers to consider the purchase 
and rehabilitation of existing vacant or under-util ized housing in urban  areas.

Another exam ple: The high  interes t rates set by mortgage lenders 
in anticipation  of future inflation are essential to preserve them from 
financial in jury  th rough  the disinterm ediation  and mortgage payment 
til t problems. These high interest rates also constitute, conversely, 
major components o f high financing costs th at force many potential 
buyers out of the home-buying market and contribu te to developers’ 
high construction finance costs and the higher prices of thei r new housing.

This same interes t rate  problem has caused many analysts to  identify 
the long-term, fixed interest rate, level debt service mortgage as a 
‘‘dodo’’ whose extinction is overdue in an inflationary environment. 
This “dodo” in fact turns out to be the lifeblood of the first home-buyer 
that produces the equity accumulation to make him a viable bidder 
for the large r and more expensive second home t ha t families require 
as a consequence of increases in numbers and space requirements. The 
concentration of most of the proposals on lightening the early-year  
cost burden of first-time buyers in exchange for heavier later-year 
burdens when they ostensibly are better able to afford these higher 
costs simply creates new problems for these families as second-home 
buyers. With  a minimal first-home equity buildup, the schedule of 
house prices they face for their second-home purchase is likely to be 
higher than  the price they realize for thei r existing  home. And in 
cases where the proposed legislation creates financial requirements 
that impose a potential loss on the borrower’s first-home transaction , 
they may be immobilized with respect to  the desire (or necessity) to move to another home.

In summation, any discussion of “new types” of mortgage lending 
instruments that  does not entail outright subsidy simply is a discus-• sion of how to shift costs back and forth  among the part icip atin g 
parties or back and forth  in time based upon theoretically valid 
generalizat ions that  are of little  condolence to  the unfortuna tes who 
fall outside the range of probabilities or who are trapped by prob-

• abilities that do not eventuate. Any reallocation of costs among part ici­
pating parties  is likely to be a fruitle ss occupation considering tha t
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all participants presently are injured in one way or another under 
inflationary conditions.

This brings the discussion to the fifth potential par ty in the cast 
of participan ts—the Federal Government—which inevitably becomes 
involved when the term “subsidy” appears on the scene. In  the effort 
io ease the burdens of one o r more of the p artic ipan ts in the t rain of 
causes and effects outlined in chart A, proposals invariably are made 
to distribute some of the costs to all income-earning members of so- a
ciety on grounds of an identifiable public benefit. Since the  objective 
of home ownership is a recognized and accepted component of na­
tional housing policy, public subsidy consequently is a legitimate sub­
ject for consideration. In the context of the present discussion, several 
facts must be considered in weighing new subsidy proposals to en­
courage increased development of single-family home ownership:

1. Are  the costs reasonable relative to the public benefits achieved?
2. Is there justification for new housing subsidies called for in pro­

posals examined in the following pages  given the fact  that—
(a) In  terms of housing quality, space and income-distribu­

tion, the most housing-needy portion of the American population  
is lodged in  the rental housing sector;

(b) The great bulk of identifiable housing subsidies in 
America presently goes to home owners (income tax exemption 
for mortgage interest  and real estate t ax es );

(c) The sharp improvement in housing construction in 1976 
occurred predominantly  from the resurgence in single-family 
home sta rts; and

(d) There remains a substantia l panoply of unaddressed prob­
lems of housing costs rela tive to incomes in the rental  sector of 
the nation both in publicly assisted as well as unassisted private 
rental housing.

It  is possible tha t public policy would be served by considering 
one or more of the home-ownership subsidies pu t forward for con­
sideration, while simultaneously placing on the Congress’ housing 
agenda the alleviation of problems in the rental housing sector of 
urban  areas which includes a major proport ion of the nation’s hous­
ing-needy families.

• In  chart B, an assessment in summary form is presented for the  five 
major proposals examined in this document. Although all five pro­
posals are oriented part icula rly to the needs of the borrower, essen­
tially to make it  possible fo r modest-income, younger families to b id ,
for new homes in the ownership market, three, the HUD  graduated 
payment plan, the Ashley-Brock bill and the Brooke bill are rated 
poor in the achievement of this goal. In light of th e fact  that, on the 
average, home buyers find it necessary or convenient to sell the ir house 
within 7 years, in none o f these three plans does the buyer acquire 
any equity to speak of during the first 10 years or longer. Conse­
quently, whatever buyers will realize in the way of inflationary ♦
profits on the sale of the ir homes will be vitiated by the inflationary 
purchase price of the second home. If they do not realize gains to 
the same extent tha t new house prices have increased, they will be 
losers, and in little  better position than  they were 7 (or whatever) 
years earlier. In this latt er situation, the proposal to sell may be in ­
hibited and mobility is impeded.
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Th e ou tr ig ht  subsidy prog ram pro posal s of  Dade County and 
NAHB ra te  m uch  high er  on  t hi s cou nt, an d pro bably  with  much less 
ul tim ate cost than  is e nta ile d in e ith er  the  Ashley-Bro ck or  th e Bro oke  
bil ls wi th  t he ir  com plex  m ethods  o f at tempt ing to avo id subsidi es bu t 
in tu rn  cr ea tin g inordina te  dan ge rs of  d ef au lt with  a ll the losses t hese  
wou ld inc ur  fo r bo rrower, lender and  the  Government .

Only the  Ashle y-B roc k b ill appro aches d ire ctl y the l en de r’s prob lem 
of  d ist in ter med iat ion,  a  p lus that is lost  by  the  in te rn al  c ontra dic tio ns  
of  seeking  to shield  the  bor row er f rom its  costs.

I t  may be conc lude d th at , on balance, the Dade County and NA HB  
pro posal s are  well wo rth  conside rat ion  if  a sim ple  me tho d of  widen ­
ing  t he  marke t fo r housing  fo r lower-incom e fam ilie s is deemed as a 
pr im ary objec tive wi thou t addre ss ing  the problem of  high er  lender  
in ter es t rat es.  Th e NAHB pla n wou ld have to be amend ed to  inc or­
po ra te  income lim its  o therwi se a lo tte ry  would have t o be inv ent ed  t o 
ra tio n a vi rtua lly  un lim ite d demand fo r houses un de r th is  pro gra m.  
Ev en  w ith  income lim its  th is  p lan undoubted ly wou ld be p op ular.

In  conc lusion, th er e will  be scope fo r con sidering  the high  len der 
in terest r at e p rob lem  in an an aly sis  of the  $5 bill ion  of v ar iable inte res t 
loans made by six sav ing s and  loan insti tu tio ns  in Cal ifor ni a which 
in iti at ed  th is  type  of  loa n in A pr il  1975. T here is u nquestionably room 
fo r a broadenin g of the  typ es  of  mo rtg age mark et instr um en ts th at  
sho uld  be availabl e t o dif fer en t b orr ow ers  w ith  di ffe ren t needs b ut  th e 
comp lex ity  an d contr ad ict ion s en tai led  in the three pro posal s graded  
“p oor” ind ica tes  t hat  more work need s to  be done  to achieve  th is  end 
in sat isf ac tory  and w orkable fo rms .

P roposed New  T ypes  of H ome Mortgage I nstrum ents

I. INTRODUCTION

Th e b aby boom of  th e p os t-W orld  W ar  I I  year s to da y is a t t he  p oin t 
where  a rec ordb reak ing  co hort o f 17.2 mil lion  p ersons  born  d ur in g t he  
ye ars 1947-51 h as  reache d ag es 25-29,  an age g roup  in which household 
heads ma ke  th e sh if t fro m re nt er  to sin gle -fami ly owner-o ccupancy 
in l arge  numb ers . N ot only is  th is  the large st numb er o f person s in thi s 
cr iti ca l ag e co hort r elati ve  to p oten tia l home  ow ner ship in the Na tio n’s 
hi sto ry , bu t it  is a grou p whose num bers will  con tinue to gro w each 
ye ar  u nti l i t  peaks  out  in  1987 an d recedes the re af te r (ta ble 1) .
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Year

19 76 .
19 77 .
19 78 .
19 79 .
19 80 .
19 81 .
19 82 .
19 83 .
1984 .
19 85 .
19 86 .
19 87 .
19 88 .
19 89 .
19 90 .

TABLE 1.— NUMBER OF PERSONS REACHING AGE COHORT 25 TO 29, IN  YEARS 1976-90

Persons
reaching  

age cohort
25 to 29

Year of 
birth

Age in 
1970

17 ,243 1947-51 19-23
17, 586 194 8-52 18-22
17, 970 194 9-53 17-21
18, 532 195 0-54 16-20
19, 070 1951-55 15-19
19, 605 195 2-56 14-18
19, 941 195 3-57 13-17
20, 299 195 4-58 12-16
20, 536 1955-59 11-15
20, 789 195 6-60 10-14
20, 822 1957-61 9-1 3
20, 855 195 8-62 8-1 2
20, 805 195 9-63 7-11
20, 480 196 0-64 6-1 0
20, 209 196 1-65 5 - 9

Source: U.S. Bureau of the  Census, "1 970 Census of Populat ion ," vol. 1, pt. 1, tab le 50.

Th e significance  of thi s 5 -year cohort  may  be no ted  in  tab le 2 by com­
pa ring  it wi th  its  olde r 5-y ear  coh ort s th a t to a large ex ten t alr eady  
hav e become owner-occ upa nts .
TAB LE 2.— 5- YR COHORTS BY YEAR OF BIRTH AND EXTE NT  OF OWNER-OCCUPANC Y AMONG HU SB AN D-WIFE 

HOUSEHOLDS: UN ITED  STATES, 1970

Year of birth

1946 to 1950.......................................................
1941 to 1945.......................................................
1936 to 194 0...................................................
1931 to 1935..........................................
1925 to 1930..............................................

Age in 
1970

Persons
(tho usands )

Households and owner-occupancy: 1970

Age of 
head

Number
(thousan ds)

Percent
owners

20 -24 16,371 Under 25 3,0 81 26
25 -29 13 ,477 )

25 -34 9,1 29 57
30-34 11,43 0)
35 -39 11 ,107 )

35 -44 9,2 51 77
40 -44 11, 981 )

Source: “ 1970 Census of Popu lat ion,"  vol. 1, pt. 1; "1 97 0 Census of Housing”  HC (2) 1, tab le A -7 .

Th us  it is clear th at fo r at  lea st the next  decade  the m arke t fo r 
home ownersh ip is likely  to  rem ain  strong. Co nsistent with the  fore­
go ing  is the fact  th at  household form ati on  in the  fir st 6 y ears of  th is 
decade has  achieve d new peaks, av erag ing near ly  1.6 mil lion  new 
households  an nu al ly  since 1970 comp are d wi th an avera ge increase 
of  one mil lion  an nu all y du ring  the 1960’s.

Dur in g the 1950’s, pro duction  of  new single -fa mi ly housing broke 
all  previo us records, av erag ing 1.2 m illion an nu al ly  ove r the  decade .1 
In  the  1960’s, production of sin gle -fa mi ly homes was overshado wed 
by the majo r sur ge of  ren ta l housing construction  even thou gh  the  
form er ma intai ned a reason ably hig h pace  of  st ar ts  rang ing from a 
low of  780,000 to a high  of  1,021,000 un its  and av erag ing about 
900,000 ann ua lly .2 In  the  p ast  5 yea rs, sin gle -fa mi ly home completion s 
clim bed towa rd  the  levels  of  the  1950's av erag ing near ly  1.1 mi llio n

1 U.S. Burea u of the Census, 1960 Census of  Hous ing , Compo nen ts of  In ve nt or y Change. HC(4 ), pt.  1A, No. 1, ta ble 1.
2 U.S. Bureau of the Census, Const ructi on  Reports , Ch ara cte ris tics of  New  One-Fam ily Homes: 1970, C25-69-13, Ju ly  1970, tab le 8, p. 10.
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completions in 1971-73, only falling to .9 million during the reces­
sion years 1974 and 1975?

The dissonant note in this recovery was the sharp inflation in 
median sales price of homes completed between 1971 and 1976 which 
jumped 75 percent, from $25,200 to $44,100, or an annual rate of in­
crease of 12 percent over these 5 years. This was twice the 6-percent 
annual rate of increase in the sales price of new homes sold during  
(he years 1963-69 (from a median of $18,000 to $25,000). P unctuat ­
ing this more modest rate  of price increase was a 9-percent decrease 
from a median of $25,600 to  $23,400 during the recession year 1970— 
the only year tha t a decrease occurred in the 14 years, 1963-76.

The rate of price increase in new single-family home outpaced in­
creases in median income in each of the 5 years, 1971-75 (table 3). 
This probably will be t rue for 1976, which experienced an 11.7-per- 
cent increase in sales price over the first 10 months of the year, a 
figure not likely to be matched by change in median family incomes.
TABLE 3.— MEDIAN FAMILY INCOME AND MEDIAN SALES PRICE OF NEW 1-F AM ILY  HOUSES SOLD, UNITED STATES: 

1971-75

Median family  income Median sales price  o f new 1-fa mily houses sold

Dollars

Percent 
change f rom 

preced ing 
year Dollars

Change from preced ing year

Dollars Percent

1971............. ............... ............  $10,285 4.2 $25, 200 $1,800 7.1
1972............... ............. ............  11,116 8.1 27,600 2, 400 9. 5
1973............................. ............  21,051 8.4 32, 500 4, 900 17.8
1974_____ ____ ______  12,836 6.5 35, 900 3, 400 10.5
1975.............................. ............  13,719 6.9 39,300 4, 400 9.5
1976....................... ______ NA . 44,100 4, 800 12.2

Source: Incomes: U.S. Bureau of the  Census, “ CPS, P-60, No. 101” , table  13, p. 24. Sales prices:  U.S. Bureau of the  
Census, “ Construction Reports, C25-7 5-1 3,"  tab le 18, p. 46; 3C5-76-10, table 5, for  1st 10 mo of  1976.

Such a trend, if it persists, creates problems for potential home 
buyers since, for the purpose of mortgage financing, institutiona l 
practice is to  limit the price of a house to a ratio  of 2 to 21/2 times 
annual family income for most purchasers.3 4 Thus, if house prices 
continue to increase more rapidly than family incomes given the 
above price-income ratios, an increasingly greater proport ion of po­
tentia l home buyers will be priced out of the market. This tendency 
has occurred only since 1970 however, and it reflects a reversal of a 
relatively favorable median income to median new house price ratio 
achieved in 1970 after a decade in which family incomes consistently 
rose more rapid ly than house prices (table 4). As the data indicate, 
this relationship has fluctuated within a fair ly narrow range with 
the exception of the very favorable point reached in 1970.

3 U.S. Bu reau of th e Census, Construction Reports , Characteristics  o f New Housing: 1975, C25—75-13, November 1976, tabl e 2, p. 5.4 The amount of downpayment Is the  other importa nt variable in determining this  rela tionsh ip.
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T A B L E 4. — E S TI M A T E S  O F P R O P O R TI O N O F A L L F A M I LI E S T H E O R E TI C A L L Y  A B L E T O P U R C H A S E N E W SI N G L E­
F A MI L Y M E DI A N  P RI C E H O M E S A T  A R A T I O O F 2 O R 2 ^  TI M E S  A N N U A L  F A MI L Y I N C O M E : U N I T E D  S T A T E S,  
1 9 5 0,  I 9 6 0 , 1 9 7 0, A N D  1 9 7 4

P er c e nt  of  all  f a m ili e s  wit h  
i n c o m e s  i n s u ffi ci e nt   t o 
p ur c h a s e n e w m e di a n  pri c e d  

R e q uir e d i n c o m e of b u y er at —   si n gl e -f a mi l y  h o m e s  at —

*

M e d i a n  
si n gl e -f a mi l y  

s al e s pri c e

M e di a n
f a m il y

i n c o m e

2 t i m e s  
a n n u al  
i n c o m e

2 ) 4  ti m e s  
a n n u al  
i n c o m e

2  ti m e s  
a n n u al  
i n c o m e •

2 J ^ ti m e s  
a n n u a l  
i n c o m e

’ 9 5 0.................... _ _ _ _ _ _ _ _ _  $ 9 , 0 0 0 $ 3, 3 1 9 J 4, 5 0 0 $ 3 , 6 0 0 1 7 0 1 5 5’ 9 6 0 _ _ _ _ _ _ _ _ _ 1 6 , 5 0 0 5, 6 2 0 8, 2 5 0 6, 6 0 0 2  7 4 » 6 1’ 9 7 0 ................... _ _ _ _ _ _ _ _ _  2 3, 4 0 0 9, 8 6 7 1 1 , 7 0 0 9, 3 6 0 5 7 3 4 7,  ’ 9 7 4 .. ................ 3 5 , 9 0 0 1 2, 8 3 6 1 7, 9 5 0 1 4, 3 6 0 1 7 * 5 7

' C al c ul at e d fr o m   U. S. f a m il y  i n c o m e di s tri b uti o n f or 1 9 5 0, S t ati sti c a l A b st r a c t, 1 9 7 3 , p. 3 2 8.
2  C al c u l at e d fr o m  U. S. f a mil y  i n c o m e di s tri b uti o n f or 1 9 6 0 I bi d.
3  C al c ul a t e d fr o m  U . S. f a m il y  i n c o m e di s tri b uti o n f or 1 9 7 0, I bi d.
4  C al c ul a t e d fr o m  C P S , C o n s u m er I n c o m e, s eri e s P- 6 0 , N o. 1 0 1 , J a n u ar y 1 9 7 6, t a bl e 1 0, p. 1 9.

Alt h o u g h t h e f a mil y i n c o m e/ h o us e pri c e r el ati o ns hi ps i n t h e y e ars 
1 97 1 t o 1 97 5 w er e at y pi c al f or t h e U nit e d St at es, t h e y ar e c h a r a ct e ris­
ti c of t h e i nfl ati o n i n t h es e y e ars. W h e n a c c o m p a ni e d b y s h ar p i n cr e as es 
i n i nt er est r at e s, c o nstri cti o n of a v ail a bl e m ort g a g e l e n di n g f u n ds, a n d 
s u bst a nti al disi nt er m e di ati o n i n s a vi n gs b a n ks a n d s a vi n gs a n d l o a n 
i nstit uti o ns — pri n ci p al s o ur c es of si n gl e-f a mil y m ort g a g e l o a ns —t h e y 
i n e vit a bl y m ust g e n er at e s u bst a nti al dis q ui et a m o n g b ot h m ort g a g e 
l e n d ers a n d b orr o w ers. T h e c o nstr u cti o n i n d u str y als o h as b e e n 
a d v ers el y aff e ct e d b y s h ar pl y i n cr e asi n g c o nstr u cti o n a n d fi n a n ci n g 
c osts a n d a r es ulti n g f all i n d e m a n d. T h e i nfl ati o n a r y f or c es i n t h e 
e c o n o m y f ur t h e r h a v e r ais e d m ai nt e n a n c e a n d o p er a ti n g c osts of h o us­
i n g w hil e t h e 1 9 7 3- 7 4 Ar a b oil e m b ar g o br o u g ht f u el a n d u tilit y c osts 
t o l e v els n e v er pr e vi o usl y e x p eri e n c e d. T h e f or e g oi n g e v e nts h a v e l e d 
t o si g nifi c a nt p u bli c p oli c y eff orts t o c o p e wit h t h e p ersist e n c e o f i n­
fl ati o n a r y f or c es e v e n d u ri n g t h e r e c e nt r e c essi o n o f 1 9 73- 7 5. 
C o n v e nti o n al m ort g a g e i nstr u m e nts i n a n i nfl ati o n a r y e c o n o m y

T h e pr es e nt a n al ysis f o c us es o n o n e as p e ct of t h e m a n y c o ns e q u en c es 
of a s ust ai n e d p eri o d of i nfl ati o n —t h e a p p ar e nt br e a k d o w n i n eff ec­
ti v e f u n cti o ni n g of c o n v e nti o n al m o rt g a g e i nstr u m e nts s u c c esf ull y i n 
us e si n c e t h e e arl y 1 93 0’s. T h e b a c k b o n e o f t his s yst e m is t h e fi x e d- 
i nt er est-r at e l e v el- d e bt-s er vi c e f ull y a m orti zi n g m ort g a g e us e d i n c o n­
j u n cti o n wit h F H A m ort g a g e i ns ur a n c e cr e at e d i n 1 93 4. T h e f ull y 
a m orti zi n g f e at ur e of t hi s m ort g a g e i nstr u m e nt w as a m aj o r d e p art ur e 
fr o m t h e n o n a m orti zi n g or p art i all y a m orti zi n g m ort g a g es pr e d o mi­
n a ntl y i n us e pr e vi o usl y a n d w hi c h b e c a m e a m aj or pr o bl e m w h e n t h e 
hi g h r at e of m ort g a g e f or e cl os ur es u n d er mi n e d t h e fi n a n ci al str u ct ur e 
of m ort g a g e l e n di n g i nstit uti o ns d uri n g t h e d e pr essi o n o f t h e 1 9 3 0’s. 
O v er t h e p ast 1 0 y e ars of i nfl ati o n a r y e c o no mi c c o n diti o ns, d es pit e 
t hr e e d e c a d es of s u c c essf ul us e, t h e l o n g-t er m, fi x e d-i nt er est-r at e 
m ort g a g e h as b e e n v ari o usl y i d e ntifi e d as i n a p p r o pri a t e, o bs ol et e, a n d 
a d a n g e r t o t h e fi n a n ci al st a bilit y or e v e n t h e c o nti n u e d e xist e nc e of 
m ort g a g e-l e n di n g i nstit uti o n s.
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The problem is traceable to both the long-term and the fixed-interest- 
rate character istics of the mortgage loan made by financial inst itu­
tions that must secure their loan funds from relatively short-term 
deposits. In  periods of inflation, these institu tions have difficulty in 
paying competitive ra tes fo r deposits because the bulk of their income 
is fixed by the long-term characte ristic of their fixed-interest-rate 
mortgages. The result is either a dear th of loanable funds or higher 
cost funds obtained from the Federal home loan banks at current 
market rates. This means tha t interest rates on new mortgages will 
reflect both the cyclically high short- term interes t rate and the lend­
ers’ estimate of the futu re rate of inflation. This in turn  creates a 
problem for the younger first-time mortgagors who are at the lower 
end of the ir long-term income potent ial and who thus must strain 
their financial capacity to purchase a home at the required high inte r­
est ra tes. I t is no t uncommon fo r first-time homeowners to expend 30 
to 35 percent of family income initia lly for housing operations when 
they would be unwilling to exceed 20 to 25 percent of income for gross 
renta l expenditures.

I t is th is group tha t tends to drop out of the  market for ownership 
housing when mortgage interest rates reach levels of 9 percent or more 
which in tur n adversely affects new home sales and, finally, new home 
construction. The conclusion is tha t the conventional mortgage does 
not fit the needs of the lender or the borrower very well in an infla­
tionary economy.5
Conventional mortgage instruments and the borrower

Before undertaking any discussion of the proposed modification of 
the present mortgage instrument it is useful to reflect upon the advan­
tages it has had for the borrower, particularly  in light of the strong 
consumer appeal that  the s ingle-family home has in the United States, 
and the key role the level-debt-service mortgage has played in shift ing 
the Nation from 40-percent homeownership in 1940 to 67 percent in 
1974.

1. Equity aecumndation.— Homeownership represents the largest  
single investment  and most significant source of equity accumulation 
of most families in the United  States  which in itself represents a 
strong motive for homeownership. The income tax advantages tha t 
accrue from interest and real estate tax deductions are an additional 
incentive tha t encourage this investment.

2. Certainty.— Its  level debt aspect, tha t is the knowledge that 
mortgage payments are fixed, has a strong psychological-emotional 
appeal to persons who, as a family unit, are not prone to risk taking  
or uncertainty.

3. Mortgage payment tilt.— Another aspect of fixed monthly pay­
ments tha t appeals to mortgagors is th at, even in an environment of 
little  or no inflation, fixed monthly payments over time tend to rep­
resent a diminishing financial burden as family income increases over 
its life cycle. This condition tends to free more of rising family income 
for savings purposes or fo r discre tionary spending. In  the inflat ionary 
environment of the last 10 years, families who contracted for mort­
gages in pre-1965 years have realized significant windfall  gains as

6 D av id  L. Sm ith, F H LB B  Jo urn al , “R ef or m in g th e  M or tg ag e In st ru m en t, ” Ma p 1976 , 
p. 2.
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more rapidly rising dollar  incomes paid off loans made at  a time when 
the value o t the dollar  borrowed was considerably greater . The phe­
nomenon of ffxed payment loans being repaid with dollars o f a con­
stantly  declining real value in periods of inflation, referred to as 
mortgage payment tilt,  has created severe problems both for lending 
institutions who are the suppliers  of  the gains realized by borrowers 
under these conditions and for new borrowers who are faced with 
sharply rising interest  rates as a consequence. ‘‘When inflation is 
anticipated, it tends to be an ticipated in the current level of interest  
rates—the higher the rate of antic ipated  inflation the higher are 
interes t ra tes.” 6 Interest  rates are forced to levels higher than  would 
be necessary under noninflationary conditions in order to overcome 
the problem of mortgage payment tilt. This  confronts new borrowers 
with sharply higher interest rates and level debt service payments 
than  would be required under conditions of no inflation or unan tici­
pated inflation. The result is th at a higher income is required to  sus­
tain the large r mortgage payments of a house a t a given price with 
the result that the proportion of families with sufficient incomes to 
pass mortgage lending standards drops. Under these conditions the 
demand for new housing weakens, with a consequent decrease in 
housing starts.

In summation, as a result of lenders’ efforts to negate the  problem of 
mortgage payment, tilt , the high level of payments required of 
modest-income borrowers compels the marginal buyer ei ther to reduce 
his housing demand (a smaller house, lower-priced, fewer amenities, 
more modest neighborhood) or to drop out of the market for home 
ownership.
I l (tuning tenure amd national housing policy

The Nat ion’s housing goals have been many times expressed in terms 
of a decent home and suitable living environment  for  every American 
family. The manner in which this goal is enforced to assist the less 
affluent sector of the population to share in its realization has not been 
discussed with respect to all it.s economic and social ramifications, 
particular ly in terms of housing tenure. The United  States is blessed 
with plentifu l land resources relative to the size of its population. 
The population has ready access to these resources th rough  the auto­
mobile and an excellent highway network. Since the end of World  
A\ar II . those families who could afford to do so have demonstrated 
quite decisively thei r preference for homeownership, although 
abetted by many forms of public assistance which has not seriously 
been challenged—such as FHA  and VA mortgage insurance or g uar­
antees, and Federal income tax deductions for mortgage interest and - 
real estate tax expenditures. The latte r, perversely, convey regressive 
benefits—the higher the incomes of families, and the grea ter the ir 
interest and tax payments, the greater the actual and relative tax 
l>enefits to such families.

Simultaneously, the process of increasing home ownership has re­
quired spacial rearrangement of the population—its dispersion into 
lower density areas that over time have grown from merely bedroom

«R Kdelstein, J. Gut tentag. Intere st Rate  Chanffe Insurance and Related Proposals . . . To Meet the \ee d#  ot Home Buyers  and Home Mortgage Lenders in an Inflationary En vi­ronm ent (study for HUD, 1976, mimeographed), p. 2.
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sub urb s of  citie s to ful ly se lf- supportin g low -densi ty are as with the  
deve lopm ent of many smal l comm ercia l and indu str ia l nodes o f thei r 
own which in tu rn  lead s to  dim ini shing  economic dependence on the
cen tra l city.  ,

If  th ese trends were purely a reflect ion of consum er pre ferenc e they  
would call for  lit tle  comm ent. But they have  been assi sted  by public 
l-xdicy and subs idies that  have contr ibu ted  t o a numb er of  un des irable  
results which by now are  fa m ili ar  to pics o f discussion . These inc lud e:

1. Loss of popu lat ion  a nd  w eak ening of the  economic base of  old er 
centr al cit ies ; the  increased  con cen tra tion of the  poor, the  blac k, and  
the  Spanish -sp eak ing  mi norit ies  in these  cities wi th the res ul tin g in­
creased seg regatio n of schoo ls and  neighborhoods .

2. Because the median income of mino rity fam ilie s is about three-  
fif ths  of th at  of  wh ite  fam ilie s, the sh ift  of  the middle class from  
ren tal  to owner-occup ied hou sing th at  has  been occurring  in the  
Un ited State s is conce ntrate d heavily  among  white middle-class 
fam ilie s wi th the consequence th at t he  ra cia l and colo r composi tion  o f 
gro win g, new, dec ent ral ized are as has been overwhelm ingly whi te and  
nonm inority . On ly in rece nt years  has  th is ten ure sh ift  occurre d 
among  middle-class mino rity fam ilie s in signif icant numbers .

3. The economic di sp ar ity  between renter  fam ilie s and owners has 
been steadi ly wid ening over  the pa st qu ar te r cen tury. Median incomes 
of  re nter  famil ies in t he Na tio n h as declin ed fro m 83 perc ent  of  median  
incomes of own er-o ccu pan t fam ilie s in 1950 to 60 pe rce nt in 1974.

4. New pro gra ms  fo r enc ourag ing  home owner ship among fam ilie s 
who pre sen tly  are  renters necessar ily must dr ain off the  up pe r eco­
nomic st ra ta  of renter  fam ilies. Th is has  an adverse  social and eco­
nomic  imp act , pa rti cu la rly  in citie s where ren tal  un its  cons titu te a 
sign ificant  por tion of the hou sing marke t. I t  thus  exacerbates the  
negativ e trends  afflic ting these urban areas .

5. Zon ing p olicies th at  tend to ba r the  d eve lopment o f mult ifa mily  
housing  i n areas th at  h ave been deve loped predom ina ntl y wi th single ­
fam ily  housing , alt ho ug h loca lly gen era ted , raise questions abo ut na ­
tio nal pub lic policy to encourage  home owner ship th at  fa ils  to  come 
to gr ips with local polic ies th at  art ificia lly  inhibi t the  developmen t 
of  ren tal  hou sing where normal  marke t forces would pe rm it its 
deve lopm ent.

Th e forego ing  are problem s th at  have deve loped both  inc ide nta l to 
and as a consequence of the  enormou s gro wth of  hom eow nership in 
the  Nation . Con sequen tly,  proposed public polic ies to provide  new 
assis tance to faci lit ate or  fu rthe r subs idize  hom eow nership should be 
CQnsidered in terms  o f (a) th ei r impact in fu rthe ring  the undesirable 
tre nd s noted above and  (6)  sug ges ting polic ies des igned to mi tig ate  
thes e effects, such as pro gra ms  to exte nd the benefits of hom eowner­
sh ip to fam ilies whose level s o f incomes do not now pe rm it con sidera ­
tion of th is obviously  des irable  for m of tenure . Pu bl ic program s to 
fac ili ta te  a nd fina ncially  assis t the  conversio n of ex ist ing  rental  pr op ­
ert ies  to coopera tive  or  condominium  ownersh ip is anoth er possib le 
appro ach that  con cep tua lly has been in exis tence  fo r a lon g time al ­
tho ugh effective tool s have yet to he designed to accompl ish th is goal.
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II . II U l)  GRADUATED MORTGAGE PA YM EN T PL AN, EFFECT IVE NOV. 1976

Description.— The graduated mortgage payment plan (GMP) is a 
modification of the level payment mortgage. Essent ially, it permits  
less than level debt service mortgage payments for the first 5 o r 10 
years (depending upon the schedule chosen) of a 30-year FHA -in- 
sured single-family (or condominium) mortgage. The last 20 (or 25) 

* veal’s consequently require a h igher  monthly  payment than  would be
required under the level payment mortgage schedule in order to 
achieve full amortization of the mortgage (table 5).

Problem addressed.— The GMP addresses direct ly the difficulties 
» created for borrowers in the form of steep interest rates and debt

service requirements set up to meet lenders ’ mortgage payment tilt  
problem in an inflationary environment. As such, it is beneficial to 
marginal buyers, those who just fail to quali fy for a mortgage  loan 
or those who barely qualify but are hesi tant to commit as much as 
the required 20 to 25 percent of family  income to debt service even if 
this would be acceptable to the lender.

The scheme essentially seeks to alleviate  the impact upon bor­
rowers of lender steps to deal with the mortgage payment til t prob ­
lem by reducing the earl ier year monthly payments about 17 percent 
below the  required level debt service payment (under one option) and 
by gradually  increasing payments over a period of 10 years to a 
figure 12 percent above the level debt service payment.

In the example shown in table 5, the GMP of $223 falls $299 short 
of meeting the interest  requirements of the mortgage in the first year. 
This sum is added to the total mortgage with the result tha t the base 
for computing interest in the second year  is $35,299. With a G MP of 
$230 per month, the interest  short fall is reduced to $240 in  the second 
year which also is added to the mortgage balance. As shown in the 
table, increments to the mortgage balance cease in the sixth year when 
the first contribu tion toward  amortiza tion is made. As an offset to the 
years that the mortgage balance is increasing, slight ly larger  down­
payments may be requried to insure tha t the outstanding  balance 
does not exceed the maximum permissible mortgage limit.
TA BL E 5. — ILLU ST RA TI VE  EX AM PLE  OF PAYM ENT SC H ED U LE S AND MORTGAG E BA LA NC ES  OVE R FI R ST  11 

YE A RS OF LE VE L DEB T PAYM EN T AND GRADUA TED  MOR TGA GE PA YM EN TS FOR A $3 5, 00 0 LOAN  AT 8»/2 
PE RC EN T IN TE RE ST  WIT H A TER M OF 30 YE AR S

Year

Level payment  loan Graduated payment  mortgage Difference
in

month ly
payment

Mortgage
balance

Monthly
payment

Mortgage
balance

Monthly
payment

1_______________ $35,000 $269 $35, 000 $223 —$462 ............................. --------- - . 34, 747 269 35,2 99 230 - 3 93 _______________ _______  34,473 269 35, 539 237 - 3 24 _ _ ___________ 34,175 269 35,71 5 244 - 2 55 _______________ ------------ 33,852 269 35, 823 251 - 1 86 ....... ......... ........ 33, 501 269 35, 856 258 -1 17 ................... ---------------  33,121 269 35, 808 266 '  - 38 _ _________ ..................  32,708 269 35, 660 274 59 __________ _________  32,260 269 35, 403 282 1310....... ......... ------- 31,774 269 35, 028 291 2211 pl us ________ ---------------  31,247 269 34, 513 300 31

Sou rce: HUD News, No. 76-366, Oct. 7, 1976.

87 -345  0  -  77 -  10
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Income groups affected.— Families who purchase a $38,000 FHA insured home with a $3,000 downpayment and an 8^-percen t, 30-year level-debt-service mortgage of $35,000 would require an income rang­ing between $16,700 and $20,000 to mainta in a ra tio of housing cost to annual income of 30 to 25 percent. The ratio of house price to annual income in these cases ranges between 2.3 and 1.9, which falls within normal rule of thumb relationships for mortgage underwriting purposes.
If  the graduated mortgage payment approach is used, the initial year monthly mortgage payment is reduced from $269 to $223 (table 5). This would permit families with incomes ranging from $14,800 to $17,800 to purchase the same price house with the same mortgage terms and ratios of housing cost to income. The reduction of $1,900 to $2,200 in required income would, however, increase ratio of house price to annual income to a range of 2.6 to 2.1—still within reasonable underwriting standards.
Overall, a relatively small number of potential home purchasers will be affected—on the order of less than 2 million renter  families with an income range of $14,000 to $22,000 and whose head of house­hold is below age 45. This  group is in the top quartile of the Nation’s renter households.
This  proposal does not address the subject of inflationary interest rates ; it represents an effort to adjus t to them. To the extent tha t homeownership is an accepted goal of the Nation, the GMP will make a modest contribution toward this goal. I t is a reasonably simple pro­gram to administe r and should present no serious difficulties in imple­mentation.
Costs, benefits, and risks.— The HUD  announcement effectively summarizes this scheme as a method of permitting families to “con­vert thei r future earnings into present home purchasing power” or to use up some o f the advantages of mortgage tilt  to overcome the high debt-service charges created by inflat ion-hedging interest rates. The essential assumption underly ing such a payment schedule is th at the family’s income is upward ly mobile.
On balance, the benefits, to the extent they exist, accrue principa lly to the homebuyer. Some potential buyers will not recognize GMP as a benefit in terms of the higher level of debt service payments at the end of 5 or 10 years. This will be true  o f the most conservatively inclined families or of those whose outlook for the future  is neither clear nor overly optimistic.
Although the costs of GMP will be borne eventually by the home- buyer, both the Federal Government and lenders make a substantial up-front contribution. The Federal Government’s contribution comes in the form of heightened defau lt risk in insuring  90- or 95-percent mortgages whose face value may not be reduced until the 11th year (table 5), which makes the debt-service payments virtually equiva­lent to  r ent for the first 10 years of th is sales transaction. The risk of mortgage defau lt upon such mortgages becomes substantially greate r among financially more marginal families who experience even short­term economic difficulties. Given a mortgage payment schedule th at will increase annually each year for  the first, 5 or 10 years of the mort­gage term, and with no equity build-up as a motivation to forestall mortgage default, the probability of a highe r default rate for this  type
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of mortgage is great. Finally, the lack of  equi ty buildup in the early 
years leaves the mortgagor totally dependent upon inflationary value 
gains of his  house to match those of house prices in general, should it 
become necessary to sell his home and to purchase another during this 
period. A substantial portion or all of his profit on sale may be nullified 
by the comparably higher  prices he faces as a buyer.

From the lender’s viewpoint, the prospect of a 30-year mortgage 
with no amortization within the first 10 years is not attractive  finan­
cially. The present value of the first 11 years’ stream of payments in 
the example in  table 5 (discounted at 6.5 percent) is $1,300 less than  
tha t of equivalent level-debt-service payment. In addition,  the lender 
not only extends a loan whose amortiza tion does not begin for 10 
years but whose face value exceeds $35,000 (up to $35,856) for this 
entire period. On balance, it is not likely tha t lenders will view th is 
program favorably except in instances where they temporarily are 
burdened with an excess of loanable funds tha t they are having diffi­
culty in placing. This is not much of a foundation upon which to rest 
a new type of debt-service schedule represented by GMP. On balance, 
the GMP program could be he lpful to potential homeowners who are 
at the margin of ability to purchase a home, who wish to do so, and 
whose income prospects appear to be reasonably bright.

Nothing in this mortgage payment schedule addresses the basic 
problem of lending  institutions’ mismatch of long-term mortgages 
financed by short-te rm borrowings. In fact, the modification of the 
payment schedule is such that  it par tial ly vitiates institu tional  at­
tempts  to deal with the problem of mortgage payments til t under 
inflationary conditions without in any way addressing the question of 
what happens if the rate of inflation exceeds tha t anticipated by the 
interest rate set for the mortgage. In such case, GMP becomes even 
more of a disaster than  the equivalent level debt service payment 
schedule. In order to reduce the risk of mortgage defaul ts which are 
most likely to occur in the early years when the mortgage balance is 
increasing under the GMP plan, lenders may react by increasing the 
interest rate or bv tightening unde rwrit ing standards, increasing 
downpayment requirements, and limit ing applicat ion of GMP loans 
to properties in locations where the probabil ities of price apprecia­
tion are strongest—a procedure which raises the spectre of redlin ing 
all over again.7 In terms of broadening the market for marginal 
buyers, such a reaction by lenders would defeat the purpose of this 
approach. This discussion may be concluded by citing a lender’s analy­
sis of the proposal which tends to support the above observations. 
The GMP—

“Expl icitly considers the borrowers future  income potentia l 
via the graduation  rate . . .  If  the borrower’s income increases 
at least as rapid ly as the graduation  rate and the value of the 
property increases in excess of negative amortizat ion, there will 
be littl e chance of default . Risks are incurred by the lender when 
either of these two events do not occur. Careful analysis of both  
the borrower’s potential income growth and the future stability of 
the proper ty should eliminate  these.” 8

7 Cf. Donald M. Kaplan. FIILBB  Journal. “The Altern ativ e Mortgage Ins truments  Re­
search Study,” October 1976, p. 12.

8 David L. Smith, Alt ern ative Mortgage Ins truments, pape r submitted to the  National  
Savings and Loan Committee on Alte rnative  In strum ents (mimeo), September 1976i, p. 2.
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H l.  The Ashley-Brock Bill , S. 3193, March 23, 1976 As  Amended September 24, 1976 Description.— The Ashley-Brock bill has four major lines of app roach:
1. It  provides to the borrower a fixed-rate loan 2 percent below the contract rate of the mortgage for the first 10 years of the mortgage term.
2. For  the lender i t encompasses the pr inciple of a variable interest rate mortgage keyed to the 3- to 5-year bond yields of U.S. Govern­ment bond issues but no more than 21/2 points above the in itial lending rate.
3. GNMA, with appropria tions  authorized up to $1 billion, is di­rected to make “housing incentive investment interest  payments to lenders with respect to mortgages . . . approved” under this act which remits to lenders the difference between a variable lender's in ter­est rate  (adjus ted by not more than  one-fourth of 1 percent each 6 months) and the interes t rate paid by the borrower which in itially  is 2 percentage points less than the contract rate at the  date of execution of the mortgage. The lender’s interest rate is established by “the medium-term bond yield as reflected in the index of  the  average of 3- to 5-year U.S. Government bonds and the rate on seasoned corporate bonds.” The  6-month adjustments in interest rate will be determined by the same index.
4. The cumulative GNMA interest differential payments (without interes t) become an obligation of the borrower to be repaid (a) at the time of disposition of the house, (b) at the end of 10 years, or (c) amortized under mortgage refinancing provisions at the end of 10 years.
Othei; relevant  provis ions of the bill t ha t are of policy significance are:
(A) Whereas the original  draf t of the bill was l imited to homes with a mortgage loan not in excess of $35,000, its amended form re­moved the  restriction  on mortgage amount and substituted a family income l imit  “not to exceed by more than 40 percent the most recent U.S. Census Bureau figure for  median family income in the United  States” (a ceiling of $19,200 in 1975). Families with 1975 incomes of $19,000 or less encompassed about 70 percent of the Nation’s tota l families. On the other hand, the figure includes about 93 percent of all rente r families with a household head under  age 45, which covers a reasonably complete potential of th is market for home-ownership.(B) The origina l draf t required tha t interest be paid by the bor­rower on GNMA payments under  th is act a t the interes t cost of these funds to the Government. This provision was eliminated in the re­vised draft .
(C) The original dra ft of the bill appeared to permit  the GNMA interest differential payments to continue for the life of the mortgage. This  provision was scaled down to a life of 10 years in the amended dra ft.
(D) Mobile homes were included within the scope of the bill in its  amended form.
Problems addressed.— The bill represents an ambitious attempt to solve simultaneously major  mortgage financing problems of both borrowers and lenders in an inflationary environment. These are,
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namely : 1. The problem of high interes t rates  set on mortgages to 
discount the effect of inflation which results in high debt-service 
requirements coupled with lower loan to value ratios (high  down- 
payment requirements) and increases family incomes required  to 
purchase a house of given price. The provision of a mortgage interes t 
rate  2 percentage points below the contract rate for 10 years will 
enable families to purchase homes with incomes about one-fifth lower 
than  otherwise would be required—$14,500 instead of $18,000 for the 
purchase of a $40,000 house. This provision effectively gives the bor­
rower a reduced-rate level-debt-service mortgage for the first 10 years 
of the mortgage term.

2. Two lender’s problems: (1) the necessity to set excessively high 
interest rates to eliminate losses to the lender arising from the liqui­
dation of long-term debt with constant payments of diminish ing real 
value because of inflation and (2) the dangers of disintermediation. 
Both of these problems are addressed by use of the princip le of “the 
variable mortgage interest rate” sustained by GNMA payments dur­
ing the first 10 years and by the borrower thereafte r.

The tools created to meet these objectives thus are designed to 
ameliorate the deleterious effects on lenders caused by the fixed terms 
of existing mortgage loans in periods of inflation and aver ting a 
substan tial reduction in number of eligible borrowers as a resu lt of 
interest rate increases on new loans in the effort to discount the effects 
of anticipated inflation.
C08t&

Any effort to deal with the effects of inflation upon both lenders 
and borrowers simultaneously generates costs for someone. In  this 
case, costs will be borne by three p ar tie s:

1. The borrower.—In much the same manner  as was outlined in  the 
GMP system, the borrower effectively mortgages the future benefits 
of his antic ipated  rising life-cycle income for the present benefit of 
being enabled to purchase a home he could not afford under the con­
ventional level-payment mortgage whose terms have been adjusted 
for anticipated inflation. Despite the postponement for 10 years (in 
the form of a second mortgage obligation to FNMA) of all costs 
between 2 percentage points below the lenders initia l interes t rate  
plus incremental charges to adjust for inflation semiannually up to 
a maximum of 21^ percentage points above the in itial  rate, t he cumu­
lative effect of this second mortgage loan (even without interest) 
conceivably could exceed the increase in value of the home and leave 
the borrower with the prospect of financial loss when he wishes to 
sell his house.

A pyschological as well as eventual dolla r cost to the borrower is 
the knowledge t hat , at the end of 10 years, his aggregate mortgage 
debt will be grea ter than  it was at the date of purchase—table 6. 
Aside from his tax benefits, this  borrower effectively has been a rente r 
except tha t he has the—not certain—benefit of being able to realize 
the inflationary gains in the value of the house at any time he chooses to 
sell during  the first 10 years. To what extent  these gains will exceed the 
increase in the owner’s mortgage liabi litv depends upon the relative 
status  of his neighborhood, the rate  of inflation, local housing and 
mortgage marke t conditions at the time the house is placed upon
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the market, togethe r with the financial ability  of the owner to wait out any temporary market weaknesses—the duration of which is unpredictable—at the time a sales decision is made. To the extent 
tha t the sales price fails to cover both the first and second—GNMA— mortgage liabil ity the purchaser is lef t with a net loss to be made up in future payments.
TABLE 6.— HY POTHETICA L EXA MPLE OF THE FINA NCI AL  AR ITHMET IC  WITH THE HOUSING INCE NT IVE INVEST  

ME NT  INT EREST PAYMENTS PROGRAM, S. 3193

Year and month

Mortgage Remaining ' 
balance years of Interest rate

beginning m or tgag e----------------------------------
of period term Lender Borrower

Annual debt service GNMA
------------------------------------------------------ incentive

Lender's  Borrow- investment
--------------------------------------------------  er 's interest

Rate Amount amount payment

1:
0 ..............................................
6 ..............................................

$36,00 0 30 8 .0
8 .0

6
6

0.08 80 6 $3 .170 $2, 590 $580

2:
0 ....................................... .. 35 ,7 10 29 8.2 5 6 .090 9 3,24 6 2, 590 6566 .............................................. 8.2 5 6

3:
0 . . .......................................... 35,41 0 28 8 .5 6 .09 38 3,322 2,590 7326 .............................................. 8 5 6

4:
0 .............................................. 35 ,0 98 27 8 75 6 0967 3,3 94 2, 590 8046.............................................. 8.7 5 6

5:
0 .............................................. 34 ,775 26 9 .0 6 .09 97 3,46 7 2, 590 8776 .............................................. 9 .0 6

6:
0 . . . ....................................... 34 ,438 25 9.2 5 6 .102 8 3, 540 2, 590 9506 .............................................. 9 .2 5 6

7:
0 .............................................. 34, 084 24 9 .5 6 .106 0 3,613 2, 590 1,0 23
6 ......................................... 9 .5 6

8:
0 .............................................. 33 ,794 23 9.7 5 6 .109 3 3,69 4 2, 590 1,1 046 ..................................... 9 .7 5 6

9:
0 .............................................. 33 ,3 95 22 9 .5 6 .108 6 3,62 7 2,5 90 1,03 76 .............................................. 9 .5 6

10:
0 . . ......................................... 32 ,941 21 9.2 5 6 .108 2 3,564 2,590 9746 .............................................. 9 .2 5 6

11:
0 ............................ ................. 32, 424 20 9 .0 9 .108 0 4, 445 4,445 . .Aggregate obligation  to 

G NM A t............................. . . . .8 ,7 3 7  . . . 8, 737

To ta l.................................. 41 ,161  ........................................................................................................................................................

> Interest costs to  GNMA of these  payments (a t 61$ percent per an num) aggregate approximately $3,250 which bring the  runout costs for this 1 0-year  program to about $12,000, of which $8,737 eventua lly may be recaptured, barrin g defaults

The amended version of the bill places upon the borrower the re­quirement, at the end of 10 years—if the house has not been sold— to “satisfy his obligation under the fir st and second mortgage without  a prepayment penalty  or to refinance and amortize the accumulated 
advances . . .  at the lenders’ interest rate.” This provision of the bill suggests tha t if, at the end of 10 years, the borrower has not sold his home at  sufficient profit to repay all his accumulated obligations 
to GNMA—or suffers a loss i f the proceeds are  insufficient to liqui­date both the first and second mortgage—he must take steps to jump his payments in order to begin amortization of the refinanced mort­gage which encompasses his accumulated financial obligation to GNMA.

In table 6, a hypothetical example of a $44,000 house financed with an 80-percent mortgage of $36,000—or a $40,000 house with a 90-



145

percent mortgage of the same amount—is shown with the GNMA 
incentive investment payments run out for the 10 year limit under 
the amended terms of S. 3193. The example s tart s with a hypotheti ­
cal interest rate  of 8 percent and assumes an average of 9 percent 
for the lender’s variable interest  rate over the 10 years, contrasted 
with the 6-percent rate chosen by the borrower. The latte r rate  entails 
a monthly debt service payment of $216 per  month and an overall 
housing operat ing expense of about $375 per month which could 
reasonably be afforded by an $18,000 family at a 25-percent gross 
housing expense to gross income ratio. This income is well within 
the maximum of $19,200 permi tted under the bill at 1.4 times the most 
recent—1975—national  median income: $13,719. (See table 3 ).

Even under the relatively modest inflationary conditions that  this 
example projects over the next 10 years, the aggregate mortgage lia­
bility of the  borrower will have increased to more than  $41,000 a t the  
end of 10 years. In the 11th year, the monthly debt service to liquidate 
the remainder o f the  original mortgage plus GNMA incentive invest­
ment payments aggregating $8,700, over the 20-year remain ing life 
of the  mortgage term, jumps to $370, a 71-percent jump from the 10th 
year figure of $216. Assuming opera ting cost increases o f 6 percent 
annually , this  would mean a monthly house opera ting expense of 
$650 per month compared with a figure of $480 experienced during 
the 10th year.

This new housing expense level requires tha t the owner’s income 
should have increased by 73 percent—to $31,200—in order  to main­
tain  the  identical gross housing expense to gross income ra tio assumed 
by this  family 10 years earlier. Of course, if  this rate of income in­
crease is achieved—an annual rate of plus 5.6 percent—it may be 
observed that the gross housing expense to gross income ratio  would 
have decreased from 25 percent to 18 percent between year 1 and year 
10, returnin g to 25 percent in the 11th year.

The question whether the substan tial llth-ye ar  increase in debt 
service can readily be supported is dependent heavily upon the rate 
of increase in the borrower’s income. Limited experience with sharp  
jumps in housing cost requirements indicates tha t they are not readily 
tolerated either financially or politica lly by borrowers whose finan­
cial status  has not improved to the extent necessary to absorb these 
costs;—part icularly  when such discontinuities arise from statu tory  
requirements that are amenable to amendment.

2. The lender.— Unless th is system is coupled with mortgage insur­
ance, it represents a higher- than-average-risk loan, given the uncer­
taintie s posited above. A serious or even temporary economic reversal 
to the borrower family  creates grea ter than normal mortgage default 
risks during the period when the equity position of the purchaser 
is deterio rating  as it does by definition over the first 10 years of this 
scheme. The second major default risk to lenders arises at the end 
of the 10th year as discussed above.

3. The Federal Government.— The manner in which this  legislation 
is structured suggests tha t the Federa l Government is likely, inad ­
vertantly, to shoulder major  costs of  this program. These costs will 
arise from the following sources:

1. Since no provision is made for payment of interest on the hous­
ing incentive investment interes t payments, this becomes a silent
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subsidy component of the program, which, once these payments reach 
the level of a billion dollars, will constitute an interes t forgiveness of 
$65 million annually—at a 6 ^  percent borrowing rate to GNMA— 
so long as this sum is outstanding.

2. To the extent tha t these mortgages are insured, and defaul ts— 
discussed above—occur beyond the ability of insurance premium re­
serves to absorb such losses, th is will become a  public charge.

I t should be noted that 10 years of housing incentive investment 
interest payments at an average mortgage amount of $40,000 per 
house and an average difference of 3 percent between the lender’s 
and the borrower’s interest  rate  will have a runout cost of $12,000 
per unit—including the  in terest  costs incurred by GNMA; see table 6. 
Thus the $1 billion limit  placed upon these payments will permit 
about 83,000 home purchases to be financed under  this program, a 
number tha t constitutes  less than  a tenth  of a normal year ’s single­
family  home construction.
Economic premises of the program and its effects up on:

1. Inflation.— The Ashley-Brock bill does not direct ly address the 
subject of inflation;  rather, it  accepts inflation as a fact of life to 
which adjustments realistically must be made. This mortgage lending 
program proposes to utilize some of the effects of inflation (the con­
tinued rise in incomes and house prices) to offset its negative effects 
upon housing sales and construction caused by the high interest  rates 
set by mortgage lending institu tions to offset anticipated inflation. 
Und er this  legislation anticipated income increases of the borrower 
family are essential to successful amortizat ion of i ts mortgage terms. 
If  inflationary rises in incomes are slowed, or individual circumstances 
do not result  in continually  rising  incomes, the program will entail 
an increased rate of mortgage defaults. To th e exten t tha t programs 
such as these contribute  to pressures for continued increases in  family 
incomes irrespective of basic economic conditions, the inflationary 
forces of the economy will be strengthened. On the other hand, as 
later noted, if the program were to  become a substan tial component 
of tota l new mortgage loans, it would tend to reduce upward infla­
tiona ry pressures on interest rates.

2. Income levels served.— This program would service a reasonably 
broad segment of renter households with annual incomes ranging from 
$14,000 to $19,000 who could undertake new home mortgages ranging 
from $25,000 to $40,000. There were slightly over 2 million renter 
households in this income range in 1975, only about hal f of whom 
had heads below age 45.

An additional 2 million renta l families in the income range $12,000 
to $14,000 could be in the market for  exist ing homes' since these have 
lower selling prices than new homes. On the other hand, the prop or­
tion of these families who would not be likely  to pass underwriting 
tests probably would appreciably diminish the potent ial number of 
eligible applicants. Mortgage risks fo r such families would be grea ter 
since the prospects of continued price increases for homes in older 
neighborhoods generally is weaker than  those for houses in newer 
neighborhoods, while the prospects for continued income rises at  this 
lower income level may be less assured.



3. N ational housing goals.— The immediate effect of this program 
would be to widen opportunities for home ownership. To the extent 
that it a ttracts marginal rental  families whose prospects for continued 
increases in annual income are below average, the program could 
have negative effects on the ir well-being. A mortgage debt service 
schedule that calls for a m ajor jump in payments aft er the 10th year 
is alien to the average family, and the lower down the income ladder 
that such a requirement is enforced, the more frequent will be the 
occurrence of families whose continued rise in incomes is subject to 
inter rupt ion and consequent financial distress.

4- Interest rates.— The effects of this program on interes t rates 
will tend to be beneficial by removing the pressures for increases in 
interest rates to offset antic ipated  inflation. Interest rates would 
change (semi-annually) on the basis of normal market conditions t ha t 
determine interes t rates of 3-5 year U.S. bonds and seasoned corpo­
rate bonds. The lat ter  also will reflect inflationary expectations but 
not to the same extent as tha t required for 30-year mortgages. In 
order  for this type of mortgage  to  constitute a significant proport ion 
of total new mortgage obligations, however, an enormous increase 
would be required in GNMA authorizations  to make incentive invest­
ment interest  pavments.

Given the earlie r indicated run-out costs of the GNMA incentive 
interest payments of $12,000 per  unit, it would require an authoriza­
tion of $1.25 billion annually to GNMA to permit this  program to 
provide incentive interest payments for 100,000 home purchasers each 
year. Calculated in terms of 1976 costs and an interest rate  of 9 pe r­
cent as the average variable interest  rate of lenders, a run-out  ca lcu­
lation indicates that the outlays of GNMA, including interest costs, 
would average $630 million annually  or an aggregate of $12.6 billion 
over 20 years if an 100,000 additional homes were assisted w ith pay­
ments each year. Annual outlays begin at $124 million in the first 
year and reach a peak of $1.84 billion in the  10th y ear by which time 
one million families are receiving payments. Aggregate outlays de­
cline thereafter , to $1.33 billion by the 20th year when 2 million homes 
are in the program. It  becames self-sustaining in the 30th year (3 mil­
lion homes) and produces a surplus  there after .9

In order to  significantly mitigate the effects of inflation on mortgage 
interest rates, it has been suggested tha t GNMA incentive interest  
payments would need to  be available to at least half  of the new home 
buyers annually  (400,000 to 500,000). This, however, would require 
scrapping of the concept th at  the program be restricted to first-time 
purchasers, and it would make the impact of GNMA borrowings on 
the capital  markets  sufficient to raise problems about diversion of 
capital  funds from o ther uses.

5. Mortgage lending institut ions.— Lending institutions  will be a 
major beneficiary of variable interes t rates if such mortgages are 
insured to immunize lenders against the higher risks margina l buyers 
may incur. Without insurance, this system would be subject to more 
stringent underwrit ing standards which, of course, would be self- 
defea ting in terms o f its negative effect upon the effort to expand the 
market fo r home ownership.

• The calcu lations do not Include prepaymen ts which would reduce per unit costs.
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6. Administrat ion.— Although somewhat complex relative to level debt service mortgages, the variable interest  rate aspect of these mort­gages should be reasonably easy to administer since the adjustments will be required only twice a year and should be relatively easy to program. GNMA administrative costs would be substantial.7. Program, abuse.— The major element of potentia l abuse tha tcould occur in the administration of this  program would be the prob­lem created by applicants whose prospects for income increase clearly *are marginal. Although this is a normal unde rwri ting obligation ofthe lender, i t is a problem th at cuts two ways: An excessive re jection rate vitiates  the inten t of the program to broaden the market, while lax u nderwriting standards will result in excessive mortgage defaul ts.8. Mobili ty of households.— Implici t in much of the foregoing dis­cussion is the suggestion that  mortgage schemes tha t lock purchaser families into a negative equity position in the early stages and, in some cases, even in the late r stages of the mortgage term will have an inhib iting effect on family mobility when i t becomes necessary to move, for example, for employment reasons. When this occurs in combination with a failure of the value of a home to  increase more rapidly than the mortgage debt, a family faces the problem of being “locked in” until the market , or its equity position, improves or of becoming a “walk-away,” either of which has adverse impact on mobility in terms of ability to purchase another home. Thi s is a char­acteristic that  is inseparable from any decision tha t results in “mort­gaging” future income increases for the ability to purchase a home at a time when it otherwise would not be possible.
Part icularly  relevant to this discussion is tha t owners tend to move, on the average, once each 7 years. Families in occupancy during the first 10 years not only will face the prospect o f minimal gains on the sale of th eir home during th is period but they will face difficult pros­pects in becoming second-home purchasers to the extent the ir first house sales transaction turns out to yield no (or a minimum) cash return usable for the downpayment on the purchase of a second home.In  a significant sense, it is possible tha t large-scale success of this  program could create a new set of problems for  these families as second home purchasers, all of which definitely will have an adverse effect upon family  mobility.

IV. THE BROOKE BILL--- YOUNG FAMILIES HOUSING ACT OF 19 76 , 8. 36 92

Description
This bill contains two major components. Fir st, is the equity-ad- justed insured-mortgage provision which provides FHA insurance for 90-percent, 30-year mortgages under section 203(b) at a fixed interest rate but which contains a provision for an annual (down­ward) adjustment of the  nominal mortgage payment based upon ha lf the average annual rate  of inflation over the previous 3 years as *measured by the BLS consumer price index.10 The  equity  adjustment reduces the mortgage payment burden on borrowers over the life of the mortgage so long as the 3-year average of the BLS CP I continues

10 If  Inflation were to be reversed, the  adju stm ent  to the  mortgage payment would be upward.
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upward. As the HI D simulation model (table 7) shows, however, 
the cumulative additions  to  the  mortgage princ ipal ensuing from the 
annual reductions in actual payments caused by the inflation adjust­
ments, forces the basic payment requirements to such high levels tha t 
the inflation adjustments succeed only in slowing the rate of increase 
in actual payments over the  last h alf of  the mor tgage term. Beginning 
in the 14th year,  annual payments consistently increase over the initial  
basic payment requirement withou t inter rupt ion to the 29th year.

TAB LE 7.— EQUIT Y ADJUSTED MORTGAGE SIMUL AT IO N 

(Principal plus $30 ,000; interest rate is in itially 5.900]

Year
Basic Actual Ad just- Infla tion

payment payment ment 1 factor

Average
Ad just- mortgage Principal Net loan 
ment 2 rate balance yie ld

176.16 158. 86 17 30 1.38
177. 93 153.53 24 .41 1.96
180.16 149.82 30 .3 4 2 .4 5
18 3.42 142 .41 41 .01 3 .3 3
187.80 136. 92 50 .8 8 4 .1 3
193. 55 129.60 63 .9 4 5.1 7
199.12 134.64 64. 49 5.1 9
20 3. 99 147. 83 56 .17 4 .5 0
20 9. 26 152.00 57 .27 4 .5 8
21 7. 80 132.32 85. 47 6 .8 5
228.91 118.08 110.82 8.81
240.41 128.23 112.17 8. 79
250. 03 158.1 5 91 .89 7.11
25 8.43 180 .21 78 .22 6 .0 4
266. 96 189. 67 77 .29 6 .0 0
27 5.68 199.1 0 76 .58 6. 00
284. 59 209. 00 75 .58 6 .0 0
29 3. 68 21 9.43 74. 26 6 .0 0
302. 98 230.41 72 .57 6 .0 0
312. 48 24 2.02 70 .46 6 .0 0
32 2.19 254.  30 67 .8 9 6 .0 0
33 2.10 267. 30 64. 80 6 .0 0
34 2.23 28 1.12 61 .1 2 6 .0 0
352.  58 29 5.80 56. 78 6 .0 0
36 3.16 311.45 51 .7 0 6 .0 0
37 3.96 32 8.16 45. 80 6 .0 0
38 5.00 346. 02 38. 97 6 .0 0
396.27 365.16 31 .11 6 .0 0
407. 79 385. 70 22 .09 6 .0 0
407. 79 407. 79 - 0 - 0

1.16 5.81 30 ,000 5.90 00
1.7 7 6.4 6 29 ,8 13 5.89 94
2.2 3 6.4 6 29 ,680 5.90 48
3.2 6 7.2 2 29 ,588 5.91 13
4.3 9 8.0 8 29, 585 5.93 24
5. 74 8.4 7 29 ,659 5.97 55
5.5 8 7.77 29, 842 6,0 381
4. 87 7.61 29 ,990 6,081 3
5.2 7 8 .2 0 29, 995 6.11 44
8.5 3 9.1 8 29 ,961 6.160 5

11.11 8 .9 6 30 ,188 6.259 8
11 .50 9 .0 0 30 .637 6.372 6
9.6 3 9 .0 0 31, 021 6.4820
8.4 0 9 .0 0 31, 091 6.56 72
8. 53 9 .0 0 30 ,915 6.637 4
8. 72 9 .0 0 30, 632 6.705 0
8.91 9 .0 0 30 ,2 33 6.770 5
9.1 0 9 .0 0 29,70 4 6.83 41
9 .3 0 9 .0 0 29 ,0 27 6.895 7
9.5 0 9.0 0 28 ,185 6.9554
9.71 9 .0 0 27 ,1 56 7 .0133
9.9 2 9.0 0 25 ,9 19 7.0694

10 .13 9 .0 0 24 ,447 7.123 8
10 .35 9.0 0 22, 712 7.1765
10. 57 9.0 0 20 ,681 7.2276
10. 80 9 .0 0 18, 320 7.2772
11 .04 9.0 0 15, 589 7.3253
11 .28 9.0 0 12, 444 7 3720
11 .52 9 .0 0 8,885 7, 4173

- 0 - 0 4,707 7.4612

Source; Hearings, Senate Sub com mit tee on Housing and Urban Affairs , 94th Cong., Aug.  4, 9, and 10 ,1 97 6,  sta tem ent 
of John C. Weicner, p. 119.

The basic premise of tying changes in mortgage payments to one- 
half the rate of infla tion is tn at the nominal value of the house at the 
minimum will increase at least a t ha lf the ra te of inflation. Effectively, 
the borrower is being pe rmitted to realize the inflationary increment 
in value of his house (without having to sell it)  through provision f or 
an automatic loan from the lender, which creates the deficit in the 
nominal mortgage payment caused. The borrower is required to  liqu i­
date this series of Ioans over the remaining  balance o f th e mortgage 
term shown by the constantly rising actual payments.

The borrower a t any time may choose to cease accepting downward 
inflationary adjustments which will tend to flatten the payments 
schedule at whatever basic payment level it has reached when this 
decision is exercised. The manner in which the formula works, how­
ever, permits these payments to follow a graduated upward curve 
rather than experience the sudden jump in debt service required in 
the 11th year under the terms of S ’ 3193 (the Ashley-Brock bil l).
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The second major component of S. 3692 is the  “Ind ividual Housing Account” which allows as a deduction from Federal income taxes 
“amounts paid in cash during the taxable year by such individual to 
an individual housing account.” The  maximum amount allowable for such an account is $2,500 annually up to a maximum of $10,000. The  
account must be held in tru st for no longer than 10 years and when distribu ted, must be used “exclusively in connection with the purchase of a princ ipal residence . . .” otherwise such distribution  becomes 4taxable.
Problems addressed.

This bill provides a unique approach to the needs of prospective 
modest-income home purchasers who otherwise would be impeded from entering the sales marke t by high mortgage costs. I t provides for reductions in early-year mortgage payments on the premise tha t 
the value of  a purchased  house will increase at half the average rate of inflation over the previous 3 years. The mortg agor is perm itted to 
realize this assumed increase in value thro ugh a reduction in mortgage 
payments in the form of an interest -bearing  forced loan from the 
mortgage which is added to the mortgage balance, to be liquidated 
over the remaining  life  of the mortgage. The price fo r these mortgage  
payment adjustments accordingly becomes higher payments in later 
years on the  pr inciple, not unlike tha t of t he Ashley-Brock bill, that 
increases in the family income stream over time will permi t lat er high 
payments to liquidate the additiona l “second mortgage” borrowings of 
the early years. Not addressed is the problem of ex tra-high mortgage 
interest  rates  used by lenders to offset anticipated inflation. This la tter  
phenomenon simply is finessed by the “ inflation adjustm ents” for the 
borrowers, leaving to lenders the option of setting whatever initia l 
interes t rate is deemed necessary in the face of anticipated inflation.

The bill meets what is deemed another major problem, not consid­
ered by any of the previously discussed programs,  that of encouraging 
savings by prospective home buyers to  meet cur rent  mortgage market 
requirements for  high downpayments  on new houses. The mechanism used is tha t of tax incentives. U p to $10,000 of  savings in approved 
“individual housing accounts”, limited to a maximum of $2,500 an­
nually, would be exempt from Federal income taxes provided they eventually are used f or approved housing purchase purposes.
Costs.

The various costs associated with the benefits of the Brooke bill a re 
apportioned among all three participants in the proposed prog ram: the borrower, the lender and the Federal Government.

1. The borrower.—The annual  mortgage payment adjustments (re­
ductions) permi tted as a consequence of  continued inflation over the 3 years immediately p rior  to the year th at mortgage payments are  due 
eventually must be liquidated by the borrower a t full interest costs. In  (this sense, the benefits to borrowers from early-year reductions in nominal debt service payments under the equity-adjusted mortgage are 
less advantageous than those received under the GNMA incentive investment interest payments used to reduce the first 10 years of 
payments under the terms of S. 3193. The intere st costs of the lat ter  benefits are absorbed by GNMA.
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Th ere  are othe r costs  to  the borro we r, psy chic as well  as financia l, 
very sim ila r to  those no ted  wi th reference  to  S. 3193. W ha t ha pp en s 
if  incom es d o n ot  r ise  in  s tep  w ith  infl ation , to  say  n ot hi ng  o f t he  p os­
sib ilit ies  of  income in te rrup tion  in  the la tt er  years  of the mor tgag e 
term  when paym ents are on a ris ing curve ? In  the  e ven t o f a rev ersa l 
of  infla tio na ry  con dit ions, equ ity  mortgage pa ym en t ad justmen ts  ar e 
up ward no t down wa rd.  W ha t ha pp en s if  t hi s occu rs in the ea rly  yea rs 
of  the mo rtg age, in  conju nc tio n wi th  possible unem plo ym ent associ­
ated  wi th a pe rio d of  def lati on ? These  a re  h ig h ris ks  to th e bo rro we r 
th at are  no t com pen sated by the existence  of  mor tgag e insuran ce  
which  pro tec ts t he  lender , no t th e b orrower.

Oth er  po tent ia l costs may be rea lized  if  the bo rro we r mus t sell a t 
any po in t du ring  th e in iti al  10 ye ars when hi s mor tgag e lia bi lit y can  
exceed the am ount in iti al ly  bor row ed or  even the or ig inal  pr ice of  h is 
house whi ch may no t hav e increased  apprec iab ly  or  at  all  due  to 
tempo rary  loca l marke t conditio ns  or  adverse  ne igh borho od changes. 
Alth ou gh  avo idance  of  the se possibil itie s is pa rt ia lly a fu nc tio n of  
ap pr op riat e mor tgag e u nd er writ ing pro ced ures a nd  p rac tice, the se a re  
by no m eans in fa llible .

Re lat ive to  the tax -exempt  “ind iv idua l housing  acc ount,” fam ilies 
who rea lize the benefits  o f th is  s av ing s incentive are benefic iaries of  a 
cos t-fr ee sub sidy, excep t pe rhap s, fo r th e psy chic loss of  n ot  spe nd ing  
such  sav ing s fo r othe r use ful  purposes  t o the ex tent  t hat the financ ial  
benefit  of  the tax- fre e sav ing s succeed in overcoming  in tent ions  to  
spend these fu nd s fo r c om peting p urposes.

2. Th e lender .— Un lik e the pro vis ion s of  S. 3193 wh ich  is sil en t on 
the sub jec t, len ders un de r the Brooke bill  ex pl ic itl y are prote cte d by 
FH A  mortgag e ins ura nce, and all  th e pro ces sing pro ced ure s th a t ac­
com pan y th is  prote ction . Beyond th is  po int, the att ract iven es s of  the 
pro vis ion s of S. 3692 to  len ders ap pe ar  meagre. The  fo llowing  fea­
tu res of  t he  b ill  ap pe ar  o f dubio us val ue:

(а ) Thi s is a hi gh -ri sk  prog ram, despite  its  ins ura nce pro vis ion s. 
On ly vig oro us ap pl icati on  of  caref ul mortgage un de rw ri tin g pro ­
cedures can minim ize  t he  pro blems  o f accepti ng  f am ilies whose po ten­
tial  incom e incr eases are no t as bri ght as t he y would like  to believe. A 
hi gh  r ate of  d efau lts  even u nd er  an  in sured  p ro gram  is  no t a p rof itable  
ac tiv ity  fo r mor tgag e len ders to say  no th in g of  the accomp anyin g 
huma n dis loc ation  a nd  suffe ring .

(б)  Le nders  are le ft  to  cope  wi th  th e pro ble m of  se tti ng  in terest  
ra tes hi gh  eno ugh to  an tic ipate the fu tu re  ra te  of  infl atio n. Thi s ex­
ace rba tes  the  u nd er w ri ting  difficu lties re fe rred  to in (a ).

(<?) Th e con cep t of  stat ut or ily man da ted increas es in  mor tgag e 
loans du ring  the in iti al  years  when suc h incr eases ou tru n the ra te  of 
am or tiz ati on  does no t he lp len ding  in st itu tio ns ’ cash  flows or  th ei r 
ab ili ty  to cope  wi th the  pro blem of disin term ed ia tio n du ring  perio ds  
of  c ontinued  inflatio n.

(</) Th e ad min is tra tio n cos ts of  the com plex of  annual changes  re ­
qu ire d fo r each individu al  mortgage will  be proh ib iti ve  excep t fo r 
len ders with  the  m ost  so ph ist ica ted  electronic  d at a pro ces sing c ap ac ity  
available to  them. In  sum ma tion, th e sal ien t elements  o f th is  p ro gr am  
do no t addre ss bas ic pro blems  of  mor tgag e len ders with  res pect to 
level  de bt se rvice mort gages th at have been a  source o f severe di fficulties
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durin g periods of inflation. If  anyth ing, S. 3692 aggravates some of 
these problems—insufficient cash flow during inflationary periods— 
while offering no discernable improvements over the existing  system.

3. The Federal Government.— The Federal Government assumes 
two major costs of this program. The first is that  of insurance of 
equity adjusted mortgages whose risks are likely to be higher than 
average for a home insurance program. Second, is the  cost of tax ex­
emption on approved  “individual housing accounts.” Based upon HUD 
estimates, in both 1973 and 1974, 2.5 million renter households pur ­
chased their first home wi th aggrega te downpayments  of $25 billion. 
Applying an average tax rate of 25 percent to this  to tal,  total  taxes 
amount to $6.25 billion.11 Since these savings were applied  to home 
purchases without benefit o f subsidy, the question may be raised, to 
what extent would additional savings be accumulated i f they were tax  
exempt ? Assuming tha t the number of families and amount of  savings 
would double, the tax subsidy would amount to $12.5 billion to encour­
age the accumulation of $50 bil lion of savings for housing, of which 
hal f probably  would have been saved in any case. In  thi s example, the  
cost to the Government would be fifty cents for  each addi tional dollar  
of savings attra cted  by this program, since those tha t would have 
saved anyway now would have the  benefit of subsidy. This may be re­
garded as a  h igh price for the results  achieved. Aside from the  fore­
going, the  t ran sfe r payments to these savers through tax foregiveness 
raises the necessity o f increased taxat ion elsewhere to offset these rev­
enue losses.
Econom ic premises o f the pr ogram a nd  its ef fect s up on:

1. Inflat ion.—The Brooke bill does not address the subject o f infla­
tion ; it accepts inflation as a given condition of the economy. In  this 
respect, both major components of this legislation would do nothing 
to stem inflationary forces. If  anything, they would aggravate infla­
tionary influences. Since the combination of tax-exempt savings and 
the equity adjusted mortgage provisions o f the  act would increase the 
number and proportion of rente r families able to bid for new and 
existing housing, this result  reasonably would ensue. Another out­
come would, of course, be the expansion of new single-family home 
construction.

The “individual housing accounts” subsidy program to encourage 
housing savings similarly would expand both the number of families 
in the market and the dollars of equity investment available fo r down- 
payments. It  consequently would increase inflationary pressures on 
new single-family suburban house prices which have been subject to 
rapid ly rising price increases since 1970.

It  should be noted at this point, that the major  1976 resurgence in 
housing has been in the single-family home sector. One-uni t s tart s are 
headed for a figure of 1.1 million, rival ing the performance  of the 
3 record-breaking years, 1971-73 and exceeding tha t of any year 
in the 1960’s. Prices have been s trong  and sales of new single-family 
houses apparently  will exceed 600.000, joining the peak years  1971-73. 
Given this  background and the prospects that 1977 will produce more

11 Cf. stat ement  of John  C. Welcher. Deputy Ass istant Secretary  for Economic Affairs, before the Banking , Housing, and Urban  Affairs Committee, Subcommittee  on Housing, Aug. 9, 1976.
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of the  same, it appears clear th at legislation to accelerate these t rends 
will add to inflationary pressures in the owner-occupied sector of the 
housing market. The rental sector, meanwhile, appears to have diffi­
culty in emerging from a slump tha t will not be helped by public 
assistance to the strong single-family sales market.

2. Income levels served.— The Brooke bill is not likely to reach fami­
lies with incomes apprec iably below $15,000, despite the fact that the 
annual adjustm ents can cut debt service payments by as much as 48 
percent (table 7). Lenders will be compelled to charge the full interest 
rates necessary to anticipate future inflation—rates which currently 
range between 8.75 to 9.5 percent. House prices at a median of $44,000 
for new homes and $37,000 for  existing homes cannot be supported by 
families below $18,000 and $15,000 respectively—pa rticu larly  in con­
nection with FH A unde rwri ting standards for  insurance purposes. 
The test for income appreciation will cause heavy fall -out even among 
$15,000-$18.000 families unless they are in a position to make more 
than  minimum downpayments.

3. National housing goals.— Both the intent and effect of this pro­
gram is aimed at widening the opportunities for home ownership 
among young families. It  remains a question whether S. 3692 is the 
most a ppro pria te or economic tool to achieve this  goal, both in terms 
of its subsidy costs and the risks tha t it entails  to borrowers, lenders, 
and the Government.

4. Interest rates.— This program will do noth ing to avoid the require­
ment of lenders to  main tain interest rates at levels high  enough to  off­
set anticipated inflation. In this  respect, it is infe rior to the Ashley- 
Brock bill.

5. Mortgage lenders.— I t is difficult to see the appeal of this program 
fif  there is any) to lenders. The “forced” lending  reouirement of the 
bill will aggravate the cash flow and disintermediation problems of 
lenders which will be shackled with effectively nonamortizing mor t­
gages fo r at least 10 years. There is no provision for variable interes t 
rates, so lenders must begin at high interest rates. This, in turn , will 
make difficult the mortgage  unde rwrit ing procedures of lenders who 
must evaluate carefu llv futu re prospects of prospective borrowers to 
meet the rising curve of debt service pavments over time.

8. Administra tion.— The program is the  most complex, costly, and 
difficult to adminis ter of  all the programs under discussion.

7. Proaram abuse.—The most serious elements of program abuse ap­
pears to be implicit in the  “individual housing accounts” subsidy pro­
gram. This  is apparent from the fac t that several sections of the bill are 
devoted to safeguards against and penalties for violation of attempts 
to take tax exemption for savings for nonhousing purposes. In  any 
program of th is tvpe such abuses are inevitable, primarily  because of 
the difficulty in policing.

8. Mobil ity of  households.— This type of program inevitably will 
inhibit the  mobility of households for much the same reasons discussed 
with respect to S. 3193: that is, the disadvantageous position the owner 
finds himself in if he desires or  it becomes necessary to sell during  the 
first 10 years. This includes a mortgage equal to or larger than that 
initia lly incurred, which means a total dependence on inflationary gain 
in value of his house and his own increase in income.
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Now here  have proponents of  these schemes pa id  much at tent io n to  
the position th at its  pa rt ic ip an ts  will  find themselves in as second 
hom ebuyers—a lack  o f equity bu ild up  aft er  the  f irs t 10 ye ars  o f home  
owner ship an d facing  t he  same inc reased  house pri ces  as buyers th at  
they  hope to  rea lize as sell ers.  Given th e fa ct  th at  exp erie nce  shows 
th a t avera ge  te nu re  of hom eow ners  is 7 years , mo re th an  one-h alf  t he  
pa rt ic ip an ts  in the Brooke bil l type  of  proposal wil l be in sim ila rly  
disadv an tag ed  circ um stance s as s econd  ho mebuy ers  as they  were as i n i ­
tia l buyers.  No t only will the y have no equity bu ild up  fro m th ei r fir st 
house b ut  an y increase in  th e value of  th ei r firs t home  wil l be nul lifi ed 
by the  schedule  of  house pr ice s th ey  face as bu yers of a second home. In  
essence, the o nly  leve rag e t hat thes e fam ilies are le ft  w ith  is th ei r own 
increase in income o ver the  years re lat ive to  th e house prices  th ey  face  
as second  buy ers . And  if  th ei r tas tes , or needs, have ou tru n the in­
crease in th ei r incom es, t he  effect on  th ei r m ob ili ty  w ill be ad verse.

V. PROPOSED HO ME  OW NE RS HI P ASS ISTANCE LOAN PROGRAM, DADE 
CO UN TY, FLA.

Description
Th e Dade County home ownersh ip ass ista nce  loa n pr og ra m  is an 

in teresti ng  pro posal  to  ble nd pr ivate and publi c fu nd in g to  achieve  
a difficult end  of  incre as ing the  ra te  of  home owner ship am ong low- 
incom e fam ilie s in the  incom e ran ge  of  $9,750 and $13,500 in cleared 
ur ba n renewal site s zoned fo r dev elopment  wi th  sin gle -fa mi ly houses. 
It s  basic  fea tures inc lu de :

1. Convent ional 35- t o 65-percen t fir st mo rtg age, 20 years , 9^4 pe r­
cen t (cur rent  ma rket  ra te ) .

2. Dade Co unty 30- to  60-p erce nt second mo rtgage, 5-p ercent  min i­
mum  down pay me nt,  up  to  40 yea rs, 3-p ercent  in terest ra te , no am or­
tiz at ion du ring  l ife of  fir st mort gage  u nless incom e increases.

3. Lim ita tio n of incomes  of  ap pl ican ts to  a (1973) ran ge  of  $9,750 
(tw o pe rsons)  to  $13,500 (e ight  pe rson s) .

4. De bt serv ice pa ym en ts plus  tax es and ins urance he ld to  a ran ge  
of  20 t o 30 pe rce nt of  an nu al ad juste d gross income (sec tion  236 defi­
ni tio n)  which  nec ess itat es est ablishm ent of minim um  incomes  de­
pend ing  upo n pric e of  the house.

5. Annu al  rev iew  an d cert ific ation  of h omeow ner ’s income i s re qu ire d 
to  insu re th at mo rtg ag e paym ents rem ain  con sis ten t wi th goa ls of  t he  
prog ram , fo r example , whe n debt serv ice,  taxe s and insuran ce  fa ll 
below 20 pe rce nt  of  an nu al  income, second mor tgag e paym ents mus t 
be i ni tia ted to  b rin g to ta l paym en ts up  to  20 perce nt oi income.

6. A  counse ling pr og ram is establ ished fo r all purch ase rs.
7. In  or de r to  pro vid e a deg ree  o f economic in tegr at ion to  t he  pr o­

gram , some f am ilie s whose  incomes exceed t he  pr esc ribed income  lim its  
wou ld be pe rm itt ed  to  pa rt ic ip at e in the  prog ram wi th th e quid pro 
quo th at t he  subsidy co mp onent (3- perce nt second mo rtg age) cou ld be 
su bs tant ia lly  reduce d f or such fa milies .

8. The prog ram also  c ould be ap pli ed  to  fam ilies  oth erw ise  eligib le 
fo r a n 80- or  90-percent firs t m ort gage  but  w ho lack the  d ow npayme nt 
fun ds. Th e second mortgage cou ld be used  to br idge  t hi s gap .

9. Asset  lim ita tio ns  of  $2,000 fo r fam ilies wi th  the head be low age 
62 would  be a ppl ie d; t he  co rre spon din g f igure fo r fam ilie s whose h ead 
is ov er 62 is $5,000.
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10. Finally, the size of the house purchased must be consistent with 
the size of the family.
Problems addressed

This house financing proposal meets several objectives:
1. I t solves the problem of  undeveloped publicly  owned sites by p ro­

viding a mechanism to finance housing tha t reasonably can be pro­
duced on the sites.

2. The financing meets the dual housing goal of home ownership and 
the provision of housing for  lower income families.

3. It  utilizes existing conventional financing vehicles at shorter terms 
(20 years) and current interest rates (8% to 914 percent).

4. It  utilizes what is effectively a shallow subsidy program to ac­
complish its purpose. A house with an average price of $30,000, with 
an $18,500 9-percent, 20-year first mortgage and a $10,000, 3-percent 
second mortgage could be purchased by a four-person family with a 
gross income of $11,000 by pa ying 29 percent of its adjusted  gross in­
come of $9,850 for debt service, taxes and insurance. The subsidy asso­
ciated with the program would be $10,000 less the present value of 
this sum returned with 3-percent interes t over a maximum period of 
40 years, or roughly  $3,000. Thus the cost to Dade County would be 
$7,000 per family  to enable families to own a new home who other­
wise could not be in the market fo r a new house.

5. This program will complete the renewal responsibilities of Dade 
County by placing full taxpaying houses on these sites and provid ing 
ownership housing to modest-income families.
Costs

Aside from possible foreclosure losses and interest subsidies of 
about $7,000 per house th at will be borne by Dade County, this pro­
gram entails no fu rth er costs to assist the necessary financing for the 
housing to be developed on its sites for lower income families other  
than  administrative costs of identifyin g eligible purchasers and con­
trac ting  with developers for construction of the housing. This sub­
sidy is comparable with the GNMA outlays under S. 3193 both in 
magnitude  and in the time period required to reimburse the Dade 
County agency for  repayment of principa l.

The borrowers will be major beneficiaries of this p rogram although 
they will be responsible for mortgage repayments tha t will liquidate 
the full capita l costs of thei r home although not all interest  costs.

The first mortgage lenders are beneficiaries to the extent tha t these 
should be reasonably good quality  loans since most of them will have 
low loan-to-value ratios backed up by the strong  second mortgage 
support of Dade County.
Economic premises of the program and its effects upon

1. Inflation.—The Dade County program accommodates to the 
existing  inflationary  situation without aggravat ing it. By facil itat ing 
the use of reasonably conservative, not overlengthy mortgage lending 
terms, lenders will be supported with full market interest rates and 
a reasonably good cash flow in the form of 20-, or at most, 25-year 
mortgages.

87-3 45  0  -  77 -  11
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Buyers are accommodated with a modest but steadily growing 
equity buildup from the first year consistent with the tradi tional ex­
perience of homebuyers. Finally, Dade County’s outlay will be re­
turned in full within a decade by restoration of the developed sites 
to the tax rolls. By and large, this program may be classified as rela­
tively neutra l with respect to its effects upon inflation.

2. Income levels served.— This program reaches moderate-income 
levels comparable to those aimed at both by the Ashley-Brock (S. 
3193) and the Brooke (S. 3692) bills—families immediately below 
the levels tha t currently are bidders for houses in the market. Thus 
the program seeks to extend, within reasonable limits and costs, the 
ability  of renter  families to shif t to home ownership. In this sense, 
the struc turing of the Dade County program is simpler, more efficient 
and more effective than  either the Ashley-Brock or the Brooke bills. 
Not only does this program reach the  same generic income levels aimed 
at by S. 3193 but it services these families without the many complica­
tions entailed in the concept of committing an ticipated income before 
it is earned. The Dade County families partic ipat ing in this program 
will not run the same risks as those in the o ther programs mentioned 
above nor will they experience the same psychological hazards. In 
essence, this program is simpler, more effective and more consonent 
with traditional a ttitudes than  either S. 3193 or S. 3692.

3. National housing goals.— The Dade County program is ingeni­
ously designed to serve the basic national  housing goals of the nation 
in two ways: it provides the means for families to help themselves to 
bette r housing, and housing tha t they own, a t a minimum cost both 
administrative ly and dollarwise than  is offered by any of the previous 
programs discussed.

4. Interest rates.— The program is reasonably neutra l in its effect 
on interest  rates. By accommodating moderate-term conventional 
mortgages (20 to 25 years) , the sponsors take some small pressure off 
lenders’ necessity to charge the maximum possible interest  rates to 
anticipate future  inflation.

5. Mortgage lending inst itutions .— The adoption of the Dade Coun­
ty approach on a large scale would pe rmit the participation of mort­
gage lending institut ions with safer  (low loan-value ratio)  shorter  
term mortgage loans tha t would provide a more rap id payback rate 
and lower risks to their  cash flow situation. It  is the type of p rogram 
with which the pr ivate  sector readi ly could cope.

6. Administration.— This program is the essence of simplicity with 
respect to administra tion. Its  servicing could be accomplished by 
existing agencies without  difficulty and at minimum cost.

7. Program abuse.— The basic simplicity of this program would 
not subject it to serious problems of program abuse except for the ever- 
likely possibility of income underreporting, a permanent hazard of 
any program based upon a means test.

8. Mobili ty o f households.— This program comes nearer  to affording 
normal mobility than most of the programs discussed earlier, p artic u­
larly  S. 3193 and S. 3692. The equity accumulation from the first year 
would make this an excellent vehicle for whatever mobility is required 
of the occupants.
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VI. A COMMON SENSE SUBSIDY PROGRAM (NA HB ) 

Descr ipt ion
Pr og ram 1; st ra ig ht  fro nt -end  subs idy : Und er  th is  prog ram the 

Fe de ral Governm ent wou ld make a one -tim e, di rect  m ort gage  i nteres t 
dif fer en tia l paym ent, th a t is, fro nt -end  subsidy . The paym ent wou ld 
rep resent  the difference betw een the  cu rren t mark et ra te  an d a var i­
able (based  on  sa les pri ce) below-ma rket  ra te  (ta ble  7 ). Th is paym ent 
wou ld be secured by a nonin ter est  be ar ing tr ust  in favo r of the Gov ­
ern me nt.  I t  wo uld be “re ca ptur ed ” a t the  t ime o f sale .

Th ere are  ne ith er  income n or  m ortgage  l im its ; sales p ric e i s l imited 
to  $50,000 fo r new sin gle -fa mi ly or  condom iniu m un its  only , conven­
tio na lly  financed. Below  marke t ra te  is keyed to  t he  s ales  p rice , ra ng­
ing fro m 6 perce nt fo r a $25,000 house (o r less)  to 7.25 p erc en t fo r a 
$45,000 to $50,000 house. Do wn pay ments  sim ila rly  ran ge  fro m 3 pe r­
cen t to  9.5 pe rcent.

TAB LE 7.— PARAMETERS OF NAHB FRO NT END SU BS IDY PROGRAM BASED UPON 30-YEA R TERM AND MARKE T 
RATE OF 9 PERCENT (PROGRAM I)

Sales  price

Below
market
inte rest

rate
Assumed

cost
Down

payment Mortgage Subsidy

Monthly  debt service

Subsidized Ma rket

Below $25,0 00 .................. 6 .0 $25,000 $750 $24, 250 $4 ,9 37 .3 0 $145 $195
$25,000  to $30,000........... 6 .2 5 30, 000 1, 250 28, 750 5,3 79.1 3 177 231
$30,000  to $35,00 0. ......... 6 .5 35, 000 1, 750 33, 250 5,6 72. 45 210 268
$35 ,000 to $40 ,000........... 6 .7 5 40 ,000 2, 750 37 ,250 5, 736. 50 242 300
$40,000  to $45 ,000........... 7 .0 45 ,000 3, 7s0 41, 250 5,65 9.  50 274 332
$45 ,000 to $50 ,000........... 7.2 5 50, 000 4, 750 45, 250 5, 4 48 .10 309 364

Source: John C. Hart,  "A  Common Sense Subsidy Pro gram,”  NAHB, September 1976.

Th e effect of  th is fro nt -end  sub sidy is to  reduce mo nth ly ca rryi ng  
charg es by 25 perce nt fo r the  lowest pri ced house  ($25,000) an d by 15 
perce nt fo r the $50,000 house.  Th e calcu lated incomes to afford  these 
houses drop  19 pe rce nt— fro m $12,766 to  $10,379 fo r the $25,000 house 
dow n to  11 perce nt— fro m $24,277 to  $21,617 fo r the $55,000 house.

Th is pro posal  in pr inciple is very simila r to  the Dade Co un ty 
system except th a t it  removes the income restr ic tio ns  imposed  by the  
la tt er  p rog ram .

Pr og rams 2 an d 3 are  va ria nt s of  prog ram 1. These in tro duce  the 
feature of  H U D ’s gr ad ua ted paym ent syste m to  reduce  th e ag greg ate  
sub sidy by  near ly  ha lf.  Th e technique  used  is to increase  the  in terest 
ra te  by one qu ar te r of  one perce nta ge point  each y ea r u nt il the  m arke t 
ra te  (9 pe rce nt)  is reac hed . Proposal 2 uses  the  si ng le- paym ent fro nt - 
end sub sidy method while pro posal  3 req uir es annual decre asi ng  sub­
sid y paym ents fro m 7 to  12 years , de pend ing  upon the pe riod of  t ime 
it tak es to  s hi ft  fro m the subsidized  ra te  to the  m arke t ra te  in annu al 
inc rem ents of  on e-f ou rth  perce nta ge points. All three prog rams may 
be chara cte riz ed  as sha llow  sub sidy systems  in terms  of  th e rel ati ve ly 
modes t pe r un it  costs  involve d, which ran ges fro m $5,000 to less th an  
$6,000 fo r prog ram 1, fro m $2,300 to $3,100 fo r prog ram 2 an d fro m 
$2,700 to  $3,900 fo r prog ram 3.
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Fina lly , the re is a rec ap tur e pro vis ion  of  th e subsidy  upo n sale 
of  the  house. Sinc e the  subsidy  is based upo n 12-year rep ayment ca l­
cula tions, if the  house is so ld b efore 12 years t he n only a p ro -rat a po r­
tion o f the subsidy  is rec aptured .
Problem s addressed

The prop osal is addressed  pr incipa lly  to the exp ansion  of  home- 
owner opportunit ies  to renter  fam ilie s who pre sentl y are  pr ice d ou t 
of the  m arket. A second objec tive  is to accomp lish  thi s wi th min imu m 
subsidy. The  proposals  as the y are set ou t addre ss them selves to  these 
requ irem ents  in a sop his ticated manner. Th ey  are  priced  out specifi­
cally to esta blish the  costs of  subsid izing 100,000 new un its  w ith  sa les 
prices rang ing from $25,000 to $50,000 and sub sidy costs calc ula ted  
at  an average  of $5,528 pe r un it,  $2,847 pe r un it or  $3,550 pe r un it 
dep end ing  upon the  appro ach chosen. The “g radu ated  incent ives” 
(h igh er int ere st rat es  f or  h ighe r priced  house s) are des igne d no t only  
to minimize  subsidies bu t to “encourage  fam ilie s . . .  to  select housing 
within thei r finan cial  cap abilit ies .” I t  i s also hop ed th at  the  prog ram 
would “p romote active com pet ition amo ng all  bu ild ers  to  des ign  and 
produce  new hou sing wi thin the scope of  these  prog ram s,” inc ludin g 
provision of “mo re com pac t housing usin g less ene rgy  a nd  b et te r u ti l­
izat ion  of  land .”
Costs

The  costs o f thi s p rogram  a re b orne p rin cipa lly  by the Fe de ra l G ov­
ernment and  sec ond aril y by the  buy er. Since th e problems of  the  
lender are  n ot  d irectly add ressed  by these  proposals , the  l ender comes 
out “he ld harmless” by these proposals—ne ith er  wi th ad vanta ge  no r disa dva ntage.

1. The  Federal  G overnm ent .— In  an appro ach sim ila r to th e GN MA  
“incent ive investment int ere st paym ents” of  the  Ashley-B rock bil l 
(S. 3193),  it  is proposed th at the  Fe de ral  Gover nment  unde rw rit e 
the NA HB  “f ron t-e nd  sub sidy” pro gra m.  Th e cos t p er  100,000 homes 
subs idized is reason ably modest—$2.54 bil lion fo r a 6-year prog ram  
(an  ave rage  of  $420 mi llio n annu all y)  fo r a to ta l of 600,000 homes, 
inc lud ing  an est imate  of  $774 mil lion  rec ap tur ed  th roug h “second 
trus t” rep ayments  of  th e subsidy  upon sale. Th is works ou t to  an 
overall average  one-t ime subsidy  of $4,233 pe r un it to redu ce the  
intere st rat e of  a 30-year mo rtgage an ave rage of 2.375 per cen tage 
points in the  most expensive pro gra m 1. The in terest subsidy  fo r t hi s price ta g ranges  from  1.75 to  3 perc entage  po int s depending  u pon  the 
price of  the  house (table  7) . For  a 30-year, $37,500 mo rtgage  the  
res ult ing  debt service reduct ion  amoun ts to  $59 pe r month, from $302 
to $243 or a decrease of 19.5 percen t in  deb t servi ce tha t othe rwise w ould  
be re qui red  und er  the  cu rre nt  9-pe rcent intere st rate .

Wh en the  subsidy is redu ced  (in  program  2) by one-q uarte r pe r­
centage po int each year un til  the 9-percent  conventional intere st rat e 
is reached, the subsidy  amount is cut by abo ut ha lf.  Th is is a rou gh 
paral lel  to the  HUD gradua ted  mo rtgage  paym ent pla n and  pr o­
vides pro bab ly the most in ter es tin g com binatio n of  a modest sub­
sidy  coupled  with  gradua l increases in the  bo rro we r’s financial re­
sponsib iliti es over a per iod  of 7 to  12 years , depend ing  upon the sales  pric e of the house (ta ble  8) .
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Prog ram 3 is identical with  program 2 except that the payments 
to the lender are in the form of annual contributions unti l the  conven­
tional (9 percent ) interest rate is reached. This procedure replaces the 
simpler single-payment subsidy used in  program  2. I n real cost terms 
programs 2 and 3 are v irtually  identical.

TAB LE 8.— PAR AMETERS OF NAHB  GRAD UATED FRO NT END SU BS IDY ( 7 TO 12 YR) ; 3O-YEAR MORTGAGE AT 

9 PERCENT

Sales price and subsidy rate
Equity Per  un it Nu mb er Estim ated

down Mortgage subsidy of units  to ta l subsidy

$25,000— 6 percent plus V\  percent each yea r to 12 yr ............... $750 $2 4, 25 0 $2, 978 .8 6
$30 ,000— 6.2 5 percent plus percent each year to 11 y r . . . .  1,2 50 28, 750  3 ,0 71.5 1
$35 ,00 0— 6.5 0 percent plus percent each year to 10 y r . . . .  1,7 50 33 ,2 50  3 ,0 42.4 4
$40,000— 6.7 5 percent plus K  percent each year to 9 y r............ 2 ,7 50 37 ,2 50  2 ,8 69.4 8
$45,000— 7 percent plus K  percent each yea r to 8 yr................. 3 ,7 50  41,2 50  2 ,6 14.1 7
$50,000— 7.25 percent plus h  percent each yea r to 7 yr........... 4 ,7 50 45, 250  2 ,2 95.5 0

10 ,0 00  $29,7 88,6 00  
20, 000  61, 430, 200
20 ,0 00  60,8 48 ,8 00
20 ,0 00  57,3 89 ,6 00
20,0 00  52, 283, 400
10,00 0 22,9 55,0 00

To ta l................................................................................................................................................................... 10 0,00 0 284 ,6 96,0 00

Source: John C. Ha rt,  “ A Common Sense Subsidy Prog ram," NA HB , Septe mb er 1976, (ta ble 1].

2. The borrower.— In  program 1, the borrower’s li fe is simple. He 
pays a flat 6 percent level debt  service rate for the  life of the mortgage 
or unti l he sells his house, a t which time he must reimburse the Gov­
ernment for the amount of his subsidy from the proceeds of the sale.

Programs  2 and 3 are sligh tly more complicated because the bor­
rower’s mortgage payments increase each year as a resu lt of an  annual 
one-fourth percentage poin t increase in interest rate. This amounts to 
roughly $6 a month increase in debt service each year on a $37,500 
mortgage. This single s tatistic  exemplifies an interesting combination 
of a modest subsidy to accomplish an important housing goal while 
increasing the buyer’s financial responsibilities at a reasonably modest 
pace.

3. The lender.— Under these programs, lenders are left  whole. Al­
though no t gaining s ignificantly, they obtain the market  interes t rate 
equivalent (9 percent) through the subsidy. The defa ult rate  should 
be no more than  average, so it should be a reasonable program to 
manage.
Economic premises of the program and its effects upon

1. Inflation.— Programs  1, 2, and 3 would be reasonably neutral in 
thei r impact on inflationary trends. The subsidy component is suf­
ficiently modest to have only a mild effect on inflation. Inte rest  ra tes 
should not be affected unless the increase in construction volume of 
100,000 units  were to affect the  mortgage market sufficiently to move 
up interest rates slightly .

2. Income levels served.— Lacking any restric tion on incomes, the 
popularity of th is program migh t require a lot tery to choose its e ligi­
ble recipients. There are both diseconomies as well as public policy 
problems in opening up this program to families irrespective  of their 
incomes:

(a) To the extent  that  higher-income families are benefited who 
would have purchased a house without assistance, the subsidy funds 
are wasted.

(£>) Conversely, lower-income families who need the subsidy tend 
to be crowded out under  such a system.



160

Given the otherwise admirable qualities of this subsidy system, 
there is no reason why an income crite ria could not be added to  avoid 
these undesirable results.

3. National housing goals.—With the addition  of an income cri­
terion, this subsidy system would serve national housing goals well. 
It  would expand the demand for new housing at modest public cost ; 
it would service the needs of modest income families and it would be 
a simple program to administer with its single-payment principle.

4- Interest rates.—This program’s effects on interest rates should 
basically be neutra l unless, for whatever reasons, the Government chose 
to augment new construction by one-half million units rather than 
100,000 or 200,000.

5. Mortgage lending institu tions should find this a very easy pro­
gram to support without  qualification even though its terms do not 
in any way address lender problems of disintermediation or mortgage 
payment tilt.

6. Administration should cause few difficulties even with the annu­
ally changing in terest rate schedule.

Evaluation of the Section 236 Subsidized Housing Program 
(By Phi lip  N. Brownstein*)

An assessment of the effectiveness of the section 236 program re­
quires some review of the subsidized housing programs which preceded 
section 236. Except  for public housing directed at a limited low- 
income market, Federa l involvement in multifamily housing prio r to 
the 1950’s consisted of provid ing mortgage insurance a t market inte r­
est rates for rental housing occupied primarily by moderate income 
persons.* 1 Gradually it became apparent that the combination of public 
housing for the lowest income groups and standard mortgage insur­
ance programs for the middle income groups was leaving a gap of 
lower moderate-income American families who did  not have a “suit­
able liv ing environment” as promised in the Housing  Act of 1949.

With this realization came the trend toward  a deeper Federa l in­
volvement in and assistance to multifamily housing. The beginning of 
this deeper involvement is probably signalled by the section 202 pro­
gram, added by the Housing Act of 1959 (12 U.S.C. l701q), which 
provided for below market rate di rect mortgage loans for multifamily 
rental housing for the elderly and handicapped.  Soon thereafter, the 
section 221 mortgage insurance program was amended by the Hous­
ing Act of 1961 (12 U.S.C. 17151), to provide for below market  in­
terest rate (BM IR) mortgage loans for certain multifamily rental 
housing built  under the existing section 221 (d) (3)  program. These 
BMIR loans were financed through direct Federa l purchase f rom the 
special assistance funds of the Federa l National Mortgage Associa­
tion (FNM A). The Senior Citizens Housing Act of 1962 added sec­
tion 215 (42 U.S.C. 1485) with its direct loans, insurance and other

•Mr. Brownstein was Fede ral Housing Commissioner from 1963 to 1969 and HUD Ass istant Secretary  for Mortgage Credit from 1966 to 1969. He Is now a pa rtn er in the  Washing ton, D.C., law firm of Brownste in, Zeldman, Schomer & Chase. Mr. Brownstein wishes to acknowledge the  assistance of Morton W. Schomer and Eleanor Roberts Lewis in the prepara tion  of this  paper.1 The term “ren tal  housing” when used herein genera lly also includes coopera tive housing.
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financial assistance for low-income, e lderly persons, and families in 
rura l areas. The Housing Act of 1964 added § 516 (42 U.S.C. 1486) 
with financial assistance tor low rent housing for domestic farm labor. 
The ren t supplement program, section 101, from the Housing and 
Urban  Development Act of 1965 (12 U.S.C. 1701s), allowed HUD to 
make payments to owners of multifamily housing on behalf of elderly 
persons, handicapped persons, displaced persons, disaster victims, and 
residents of substandard housing and the mortgage was insured at a 
market interest rate if the owner had mortgage insurance under sec­
tion 221 (d)(3) of the National Housing Act. On an “experimental 
basis” rent supplement payments could also be made to owners of 
projects receiving aid under section 221 (d )(3 ) BMIR, section 202 and 
section 231 (mortgage insurance for elderly rental housing) . The rent 
supplement program did and does serve very low-income groups who 
would general ly be qualified for public housing and thus aids in pro­
viding a private enterprise a lternative to the public housing program 
for th is income level.

TH E BASIC  SEC TIO N 2 3 6  PROGRAM

The Housing and Urban Development Act of 1968 included a major 
reaffirmation of the goals stated  in the Housing Act of 1949 with a 
Federal commitment to assist in the provision o f a specific number of 
un its :

The Congress reaffirms this national housing goal and deter­
mines th at it can be substantially achieved in the next decade by 
the construction or rehab ilitation of 26 million housing units, 6 
million of  these for low and moderate income families. (42 U.S.C. 
1441a)

In the multi family rental  area, the main contribution of the HUD  
Act of 1968 was the  addition of the section 236 program (12 U.S.C. 
17152-1) which is primarily  composed of mortgage insurance and in­
terest reduction subsidy payments by the Federa l Government to the 
lender on behalf of the owner of qualified multifamily housing. The 
interest reduction payments reduce the interest costs and thereby re­
duce the amount of rent  it  is necessary to charge the tenants to cover 
the monthly expenditures for the projects.

The statute itself states the purpose of the section 236 program 
is “reducing rentals for lower income families.” (12 U.S.C. 1715z- 
1(a ).) However, official and unofficial legislative history and com­
mentary give a more detailed insight into the reasons and objectives 
behind the development of section 236. The prim ary reason for  sh ift­
ing to an interest subsidy format instead of the direct Federal ex­
penditure programs such as section 202 and section 221(d) (3) BMIR 
was th at the latt er two programs ran into problems of limited avail­
ability of funds and related low volume of produc tivity of housing. 
The direct expenditure programs had severe initial  budget impact 
and a strong immediate sensitivity to increased building costs. The 
interes t subsidy format increases the productiv ity potential of Federal 
aid while spreading out the actual Federa l expenditures over longer 
periods of time. Section 236 provides for a much greater involveipent 
of the priva te sector in the production o f housing for low- and moder­
ate-income persons than  the direct expenditure and public housing 
programs. It  was also hoped tha t section 236 would result  in lower 
rent  payment levels since, as discussed below, the owner’s monthly
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payments would be calculated on the basis of a 1-percent mortgage 
rather than a 3-percent mortgage as in section 202 and section 
221 (d)(3) BMIR. The framers  of the section 236 program also had 
in mind a variety of othe r objectives such as the assistance of unstable 
or declining neighborhoods and the stimulat ion of the economy, par­
ticular ly the construction industry.

The eligibility requirements for projects under section 236 are 
similar to the requirements under section 221(d )(3 ). The project 
must be rental or cooperative housing designed for occupancy by 
lower-income families or persons. The project must contain five or 
more dwelling units which may be single-family detached, row, gar ­
den, or multifamily (elevator) structures on contiguous or non­
contiguous sites. As a general rule the projects must involve new or 
substantially rehabilitated existing construction. However, under the 
State /local noninsured varia tion of section 236, interest subsidy pay­
ments may be made on behalf of any type of existing units. The 
projec t must be designed so th at it meets the basic rent and o ther re­
quirements discussed in the following paragraphs.

The eligibility requirements fo r owners or mortgagors  under section 
236 are again similar to the  requirements of section 221. As a general 
rule an owner must fit into  one of the following categories: a private, 
nonprofit ent ity;  a cooperative; a limited dividend or distribution 
(profitmaking) entity regulated by H UD under  24 C.F.R. 236.50. The 
regulations also provide for two other types of mor tgagors: bu ilde r/ 
sellers (who in tend to sell the project to a nonprofi t entity) and in­
vestor/sponsors (who intend to sell the projec t to a cooperative). 
However, these last two types of mortgagors are rarely  found as spon­
sors of projects under the  section 236 program as it has evolved in 
practice.

The distinctive element of the section 236 program is the direct 
cash payments made to the lender on behalf of the owner. The  best 
known of these is the interes t reduction paymen t: The difference be­
tween the monthly payment for principal, interest  and mortgage 
insurance premium which the owner is obligated to pay under the 
actual mortgage for the project  and the monthly payment for prin­
cipal and interest which the owner would be obligated to pay if 
the mortgage bore an interest rate of 1 percent per annum. As par t 
of Section 236, HUD  also makes service expense payments to the 
lender in an amount deemed appropria te by HU D to reimburse the 
lender for its expenses in carry ing the mortgage. Additionally, all 
projects eligible for the interest  reduction subsidy payments are also 
eligible for mortgage insurance under Section 236 including insur­
ance for advances during the construction period. This built-in 
financing mechanism is an important distinction from the current 
section 8 program which provides rent  subsidy but no mortgage 
insurance.

Mortgages involved in the section 236 program must have certain 
specific characteristics. Originally there was a maximum to tal mort­
gage limi t of  $12,500,000 (taken from the  old Section 211(d) (3) pro­
gram ). However, th is limit was removed by the Housing and Com­
munity Development Act of 1974. Today maximum mortgage limits 
are only on a per-unit basis and they currently vary between $11,240
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(no bedroom, nonelevator) to $32,000 (4 bedrooms, elevator). These 
per unit amounts have been increased several times during the life 
of the section 236 program and it has always been possible for the 
limits to be increased at HU D’s discretion in high cost areas by 75 
percent and by another 50 percent more in Alaska, Guam, and H awaii. 
The maximum maturi ty or amortization period o f the  mortgage must 
be satisfactory to the Federa l Housing Commissioner but is no more 
than  40 years except under the State /loca l noninsured varia tion of 
the section 236 program where the mortgage may run for 50 years.

In  calcula ting loan-to-value ratios for newly constructed projects, 
where the owner is a nonprofit or cooperative entity,  the mortgage 
may be 100 percent of FH A’s estimate of replacement costs (land, 
physical improvements, onsite utilities , archi tect’s fees, taxes, inte r­
est during construction, and miscellaneous charges).  Where the owner 
is a limited-div idend entity (priva te, profitmaking business), the 
mortgage may not exceed 90 percent of the replacement cost which 
is denned as above including the builder’s and sponsor’s profit and 
risk allowance (BS PRA) of 10 percent of the above items minus land. 
In  calcula ting loan-to-value rat ios fo r repa ir or rehabilitation projects, 
where the owner is a nonprofit or cooperative group, the mort­
gage may be 100 percent of the estimated cost of repairs  or rehabi li­
tation plus FH A’s estimate of the value before repairs or rehabi li­
tation. Where the owner is a limited-divided (profitmaking) entity, 
the maximum mortgage is 90 percent of the estimated cost of repairs  
or rehabi litation plus FH A’s estimate of the value before repairs  or 
rehabili tation. The mortgage  in any of the above situations may cur­
rently bear an actual maximum interes t rate of 9 percent. (This  rate 
has been changed several times.) But  of course, the effective in terest 
rate from the owner’s perspective is reduced by the interest  reduc­
tion subsidy payments discussed above.

In analyzing what type o f tenants are  eligible to have subsidy pay­
ments made on their behalf, under section 236 as it was originally 
passed, not more th an 20 percent of the subsidy payments could be 
made with respect to families whose income exceeded 135 percent of 
the maximum income limits for initia l occupancy in public housing. 
The original section 236 statute also included a preference for “those 
families whose incomes are within the lowest practicable limits for 
obtaining renta l accommodations in projects assisted under this sec­
tion.” (12 U.S.C. 1715 z-l (i ) (2). This preference for the lowest in­
come families was removed by the Housing and Community Devel­
opment Act of 1974 and the basic income standard was also changed 
by t hat  act. Section 236 now provides tha t interest subsidy payments 
shall only be made on behalf of tenants who incomes do not exceed 
80 percent of the median-family income for the area (with  adjust­
ments for family size and exceptions for high-cost and low-income 
areas at HU D’s discretion).

Init ial occupancy of section 236 projects was originally restricted 
to tenants meeting the following characteristics:

(a) Fam ily:  Two or more persons related by blood, marr iage  or 
operation of law (includ ing families of military personnel who re­
ceive preference).

(5) Elde rly person: Over age 62.
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(c) Displaced pe rson : A person forced to  move from his /he r exist­
ing residence by urban renewal, Government action or national  
disaster.

(<7) Handicapped person: A person with an impairment which is 
expected to be of long, continued and indefinite dura tion, which sub­
stantial ly impedes hi s/he r abil ity to live independently and is of such 
a nature  that such abi lity could be improved by more suitable housing 
conditions.

(e) Single person: Less than 62 years of age (origina lly limited 
to 10 percent of the dwelling units in any single section 236 project).

As of September 20, 1976, HUD has removed these categories and 
limitations from its initial  occupancy regulations and initial occu­
pancy is now available t© any tenant who meets the income require­
ments discussed above.2 But there is still the statutory requirement 
tha t at least 20 percent of the total amount of interest subsidy con­
tracts under section 236 must be made to projects wdiich are planned 
in whole or in part for occupancy by elderly or handicapped fam­
ilies. Also, displaced and military  personnel still receive regulatory 
preference in certain situations.

In calculating the tenant’s rent in a section 236 project, it is first 
necessary to determine the fai r market monthly rental charge for the 
unit in which the tenant lives. This  charge is determined on the basis 
of operating the project with the payments of principa l, interest (at 
the market rate) and mortgage insurance premium which the owner 
is obligated to pay under the terms of the actual mortgage on the 
project. The next step is to calculate the  basic monthly rental charge 
which is determined by operating the project with the payment of 
principal and interest due under a mortgage bearing interest at a 
rate of 1 percent per annum.3 The third  step involves calculating the 
tenan t’s adjusted monthly income which is one-twelfth of his /he r 
gross annual income (the total income before taxes and other deduc­
tions received by all members of the household), minus 5 percent of 
the gross annual income, minus unusual or temporary income, minus 
an amount equal to $300 for each minor  person who is a member of 
the t enan t’s immediate family and living with the family, and minus 
the earnings of any such minor person. Once the above three  calcula­
tions have been made, the actual monthly rental charge paid by a 
tenant eligible for subsidy is 25 percent of the tena nt’s adjusted 
monthly income or  the basic rental  charge, whichever is greater (but 
not more than the fai r market rental charge). The monthly rental 
paid by unsubsidized, ineligible or over-income tenants is simply equal 
to the fai r market rental charge.

Section 236 contains two basic provisions designed as safeguards 
against abuse. Firs t of all, construction expenses must be cost certified. 
And secondly, tenant income repor ts must be verified and recertified. 
The statute requires review of tenan t income at intervals  of 2 years 
or less, but the regulations currently require annual recertification.

* See 24 CF R 236. 70 (a ) as  am ended by 41 F.R.  404 65.  T en an ts  wh o do not  m ee t th e 
Inco me re qu irem en ts  an d ar e not  eligible fo r su bs id ies may  st il l liv e In se ct ion 236  pr oj ec ts  
a ft e r In it ia l re nt-up as  long  a s th ey  pa y th e fa ir  m ar ke t re n t as  di scussed belo w.

* The  fo rm ul as  fo r th e fa ir  m ar ke t an d ba sic m on th ly  re n ta l ch ar ge s ca n be ad ju st ed  If 
th er e Is se par a te  u ti li ty  m eter ing.  See 12 U.S .C. 1715z-l  (f ) (1 ).  >
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RELATED FEDE RAL INV OL VE ME NTS

Within the bounds of the § 236 program, there  are several pro­
visions for Federa l involvement which complement the  provisions for 
mortgage insurance and direct  cash payments to lenders. For exam­
ple, as mentioned above, projects  which are financed under State and 
local programs may receive § 236 interest subsidy payments. These 
types of projects offer several significant variat ions from FH A in­
sured projects. Fi rs t of all, if they do not require FH A mortgage 
insurance, the mortgage involved (and therefore the subsidy) may 
be 50 instead of 40 years in duration. The projects are not subject to 
HUD  statutory mortgage limits and accordingly may have larger 
room sizes or include grea ter amenities. Also, under these State and 
local programs where there  is no mortgage insurance, there are no 
Davis-Bacon (prevailing wage) requirements which may reduce the 
construction expenses for the projects. In theory  i t was contemplated 
tha t savings due to tax exempt bond financing and nonuse of Fed­
eral mortgage insurance would permi t these extras  at no increase in 
subsidy dollars over th e insured § 236 program. Section 236 also pro­
vides for cooperation with the Farmers Home Administration  for 
housing in rural areas and small towns and it allows for the construc ­
tion of community and commercial facilities in connection wi th § 236 
projects.

The Housing and Community  Development Act of 1974 added two 
other  significant programs to § 236 to complement the intere st re­
duction payments to lenders. The first of these amendments provided 
for additional renta l assistance payments on behalf  of subsidized 
tenan ts whose incomes are too low for them to afford even the basic 
rent with 25 percent of the ir income. This  so-called “deep subsidy” 
was in tended for approximately 20 percent of the units  in any § 236 
project  but this percentage can and has been raised or lowered at 
HU D’s discretion. The amount of this renta l assistance has been 
amended somewhat by the Housing  Appropr iations Act of 1976 so 
tha t it is now calculated  on the basis of the difference between 25 
percent of the tenant ’s income and the basic rent  includ ing the amount 
allowed for utilit ies in a project with separate util ity metering.

The second significant addition by the Housing and Community 
Development Act of 1974 was the provision for operating  subsidy 
payments. This was intended to provide payments from HUD to the 
owner of the project to help the owner cover tax and util ity  bill 
increases beyond the owner’s control. This aspect of § 236 has never 
been implemented by HUD  except under court  orders cha llenging the 
impoundment of the fund  from which these payments were to come.4

Beyond the bounds of section 236 itself, there are several other  
Federal programs which complement some of the basic purposes or

* Th ese  op erat ing sub sidy moneys are held In a reser ve  fund  composed of re nta ls  re tu rn ed  
by owners to HUD where  the owner s had  col lected re nt al  fees  In excess of th e bas ic 
mo nth ly rent . Al tho ugh HUD ha s no t Imp lemented Congr ess ’ op er at ing sub sidy pla n, It 
sho uld  he pointed ou t th a t In 1975 HUD  ad min is trat iv ely rev ised  the me tho d of ca lculat ing 
excess re nt s so th a t In effect  ow ners could  apply  the se  dir ec tly  to cover ce rtain op erat ing 
losses. Bu t a 1976  co ur t orde r pr oh ib its  HUD from  ma kin g re fund s fro m the reser ve  fund  
to own ers who did no t make these allowed  deductions pr io r to 1975. HU D’s Ap prop ria tio n 
Act  fo r the fisca l ye ar  1977 now au thor izes  HUD to disburse  mon eys from the fund to 
ot he r program s which may  diffu se the im poundm ent issue  fo r th e nea r fu tu re . See GAO 
Re po rt CE D-76-146 , 19 -30 (1976).



objectives of  section 236. For example, the  Housing  and Urban  De­
velopment Act of 1965 created the FNMA/GN MA tandem plan (12 
U.S.C. 1720j). Under  this program GNMA issues a commitment to 
purchase a permanent mortgage quali fying for this assistance at a 
predetermined price t ha t is more favorable than that  available in the 
marketplace. This commitment is transfer red to FNMA and when the 
mortgage is ready for delivery GNMA uses Federa l moneys directly 
from its special assistance funds to pay FNMA the difference between 
the committed price and the price which FNMA would have paid in 
its regula r market purchase program. When section 236 came into 
existence in 1968, it became possible to use the  tandem plan in con­
junction with section 236 mortgages. The Housing and Urban  Devel­
opment Act of 1968 added another complementary program by p ro­
viding for technical assistance and interest- free loans to aid nonprofit 
sponsors in planning, assembling, and obtaining financing for low- 
and moderate-income housing (12 U.S.C. 1701x). Fur ther , the HUD  
Act of 1968 provided tha t the rent supplement program previously 
created in 1965 (see above) could be piggybacked onto section 236 
interest subsidy payments. Rent supplement payments could be made 
on behalf of 40 percent of  the tenants living in projects financed under 
section 236.5 The Housing and Community Development Act of 1974 
created the section 8 housing assistance payments program (42 U.S.C. 
1437f) which provided payments to owners of existing or newly con­
structed units on behalf  of lower-income families who wish to move 
into these units. As with several of the other  programs above, these 
payments can be piggybacked onto section 236 interest subsidy pay­
ments to deepen the subsidy.

In  another complementary Federa l program, section 212 of the 
National Housing  Act requires tha t the Davis-Bacon Act “prevailing 
wage” standards (40 U.S.C. 276a) be observed in section 236 projects. 
(However, it should be noted tha t there are no Davis-Bacon require­
ments on State/loc al section 236 projects unless they are federally  
insured as well as subsidized.) There are also Federal statutes, regu­
lations, case law and agreements (negotiated  with social, polit ical, or 
legal considerations) which require that  minority or female individ­
uals or businesses be employed by those connected with Federal pro­
grams such as section 236. And Federal  s tatutes, regulations, and case 
law require tha t housing be available to individuals and families re­
gardless of sex or race. And lastly it must be mentioned tha t the 
profit-oriented owners or investors in section 236 projects have re­
ceived and do receive special tax  treatment under curren t o r previous 
Federal tax law such as: Preferent ial holding periods limit ing recap­
ture  of depreciation as ordinary income; deferra l of taxes on gains by 
rolling over or reinvesting in similar  type projec ts; interest and taxes 
not capitalized  during construction but written off as expenses with 
a longer transition period than nonsubsidized housing. All th is prefer­
ential tax treatm ent costs the Federa l Government money in the sense 
tha t the Treasury does without tax receipts which it  otherwise would 
have been entitled to receive from these taxpayers . Therefore,  this 
type of tax treatment could be considered an additional subsidy com-

8 However, since the  addi tion of the specific sec. 236 ren tal  assistance propram In 1974 .the older ren tal supplement program Is being phased out In sec. 236 projects In favor  of thia more recent “deep subsidy" program more directly  tailo red to sec. 236.
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plementing  the section 236 program. (Of course, i t is unlikely invest­
ors would be interested in providing needed capital in the  absence of 
such incentives and the projects would not have been bui lt.)

SOME ASSUMPTIONS BEH IND  THE SECTION 23 6 PROGRAM AND RELATED 
FEDERAL INVOLVEMENT

The section 236 program and other production-oriented Government 
housing programs assume that the demand for rental housing fo r low- 
and moderate-income households is grea ter than  the priva te market 
can supply without Federa l assistance. Because there is a low supply 
of such housing (at least in cer tain geographical areas), there is a gap 
of poorly housed people between those tha t can get into public hous­
ing and those who can afford market ra te housing. There is, of course, 
also a shortage in many areas of housing for people eligible for  public 
housing. Section 236 is also premised on the assumption tha t subsidiz­
ing mortgage interest  rates will encourage increased production of 
such low- and moderate-income housing and thus assist in the closing 
of this gap. Inasmuch as interest subsidies alone may not entirely 
close the gap, there was a recognized need for certain other  types of 
Federa l payments to provide a deeper subsidy, such as the rent  sup­
plement program and the opera ting subsidy program. It  has also been 
thought desirable for projects to achieve social objectives such as 
having economic and racial mixing in the employment pa ttern during 
construction and in the residency pattern after construction. It  was 
expected that sites for the projects would be available in locations 
where the target popula tion wants and is able to live and tha t restric­
tive zoning and other  geographic discrimination would not close off 
these programs. And lastly it has been assumed tha t the section 236 
program and related Federal involvements can be administered and 
regulated  by Federal housing personnel of average competence and 
tha t the programs will be carried out by developers, contractors, and 
lenders wi thout costly abuses.

SUMMARY OF GENERAL TRENDS

In comparing  the original section 236 program as passed in 1968 
to late r amendments, there appears a legislative trend  toward  deeper 
interes t and renta l subsidies including such elements as (1) an ex­
pansion of the income groups covered and an increasing flexibility of 
the income requirement; (2) the addition  of a rental assistance pro­
gram directly tailored to section 236 projects; (3) the addition of 
the opera ting subsidy pro gra m; and (4) the provision for coverage of 
utili ty charges where there is separa te utili ty metering. But note th at  
a 1974 amendment to section 236 d id remove the preference for the 
lowest income tenants. Also, the average income of tenants housed 
in section 236 units has been gradually increasing. For example, HU D 
Budgeting Office statistics show that the gross annual average income 
for a section 236 tenan t for the year ending September 1973 was 
$5,476 while for the year ending September 1976 it was $5,747. Of 
course, such an increase may be meaningless since it may reflect only 
the general inflation in our economy and not an increase in actual 
disposable moneys available to the average tenant.
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In Jan uar y 1973, HUD administrative ly suspended the  section 236 
program and the nonprofit sponsor assistance program along with all 
other subsidized housing programs. And HU D has never implemented 
the operat ing subsidy provisions of section 236 except where required 
by court order. These administrative actions make a reasoned sum­
mary and analysis of section 236 and related Federal  involvement 
difficult. I n recent years there has undoubtedly been an artificially  low 
number of new construction star ts because of these admin istrative 
actions. Also there may have been an artificially high number of de­
faults  due to the failure of owners to  receive the opera ting subsidy 
moneys which Congress intended tha t they  should have.

PERCEIVED PROBLEMS WITH  SECTION 236

One of the first criticisms usually levied at the section 236 program 
is th at the subsidy is tied to debt service or to  the capital cost of the 
housing units rath er than to the specific needs of the popula tion to be 
served. This tie is perhaps inevitable to a certain  extent in any pro­
gram which is geared primarily toward  increasing the supply or 
production of housing. Its  inflexibil ity is somewhat ameliorated when 
section 236 is coordinated with more demand-oriented complementary 
programs such as rent supplement and section 8. Also, the addition 
of the rental assistance and operat ing subsidy plans directly  to the 
section 236 program in 1974 seems to be a reasonable effort to respond 
to th is criticism.

Anothe r common criticism of the section 236 program is tha t in sur­
ance failures (mortgage foreclosures and assignments to H UD due to 
default in mortgage payments) are too high, greatly  increasing the 
cost of the program. In attempting  to analyze the valid ity of this 
criticism, a series of calculations have been made based on s tatistics 
in HU D's Directory of  Mult ifamily  Project Mortgage Insurance P ro­
grams (by project  status as o f June 30, 1976).® These are the latest 
statistics available and indicate th at approximately 12.40 percent of all 
section 236 projects  have insurance fa ilures  (with the mortgage either 
having  been assigned to HUD or the project  having  been acquired 
by HUD  through foreclosure). In breaking down these calculations 
furth er, it is interesting to note th at of these projects only somewhat 
over 2 percent have actually been acquired by HUD while somewhat 
over 10 percent had the mortgages assigned to HUD. This is 
significant because where the mortgage has been assigned, there is still 
the possibility of working out the owner’s financial problems and this 
often occurs. It  is also interes ting to analyze the insurance failure 
statistics by the type of sponsor or owner involved. Of the projects 
developed by nonprofit organizations, 22.3 percent are in this category, 
while only 12.5 percent of the projects developed by cooperatives and 
8.8 percent of the projects developed by  profitmaking groups have 
resulted in insurance failures. Of course, as the General Accounting 
Office has noted, the average age of section 236 mortgages  is s till less 
than  3 years, leaving many risky years coming up in the near future 
for many of the projects where the insurance is still in force.7

’  r ^ p .  - 6 0 0 —6 iJ O .
i QA0 Staff Pa pe r: “A Comparative Analysis of Subsidized Housing Costs,"  D-76-44 . 

lfl (1976).
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Offsetting the fac tors which normally cause defaults is the fa ct th at 
construction costs have r isen substantially and simila r housing would 
be much more costly to produce, thus significantly increasing rentals. 
Because of this, it is difficult to predic t whether or not the current in­
surance failure figures will continue to be typ ical in the future . How­
ever, looking back over the failure rates during the last 3 to 4 years 
in the section 236 program, there has been no significant rate  of in­
crease in the number of failures  and therefore there is no reason to 
expect any such large increases in the future . In try ing  to decide 
whether or not these are acceptable failure  rates for a befow-market 
housing program, i t is importan t to keep in mind th at section 236 has 
involved over 4,000 multifamily renta l housing projects and has pro­
duced almost 450,000 rental units.®

It  has also been stated that , even excluding defaults, the direct costs 
for section 236 housing are  too high  and there is li ttle incentive in the 
program for them to be lower. This  may appea r to be a problem, p ar­
ticula rly when comparing section 236 to other housing programs and 
when one adds the cost of t ax incentives, the Tandem plan, and other 
complementary programs.

A General Accounting Office study concludes tha t public housing 
and section 8 provide housing at less cost to the Federa l Government 
than  section 236.® However, GAO’s results are premised on the ques­
tionable assumption tha t the families in all three projects will have 
the same average annual income whereas, in fact, public housing and 
section 8 are clearly geared to lower income groups than section 236. 
Also, the re are many other factors to weigh besides cost to the Fed ­
eral Government. Fo r example, public housing has less private in­
volvement in the construction, ownership and management of the 
housing projects. It  also means that local governments may have th eir 
tax rolls reduced. Also tenants and others must deal with the negative 
reputa tion and stigma of public housing and d irect public ownership. 
Section 8 for exis ting units,  the housing allowance program, and othe r 
leasing programs do not provide for the production of new units  and 
are therefore useful only in areas where there is already an adequate 
supply of housing. Even section 8 as applied to new construction may 
never be as successful as section 236 in producing a large number of 
new units. Init ially section 8 appeared to have serious financing prob­
lems including a dependence on financing by State  and local agencies. 
This has been somewhat ameliorated by the provision of financing 
under section 221 (d)(4) in conjunction with the Tandem plan. But  
many sponsors complain th at the att itude of F HA  underwriters under 
this unsubsidized mortgage insurance program thwarts obtain ing a 
mortgage necessary to support project  development cost. This  is con­
trasted to section 236 which has the built-in  tie to mortgage insurance. 
Furthermore, there continues to be a problem in privately financing 
the projects in view of the  low market rentals  which have been estab­
lished for some locations making the projects infeasible. Although a 
reversion to direct Federal expenditure programs of the section 202 
or section 221 (d) (3)  BMIR type could produce new units  for less 
cost due to interest savings, there sti ll remain the issues of large initia l

8 Figures Include those projects  and un its  converted from sec. 202 to sec. 236 under 24 C.F.R. 236.40.
• GAO staff paper, supra a t 7-22.
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budget impact with lessened private involvement which were ra ised in the 1960’s when Congress first decided to  initiate the section 236 program.
There have been numerous criticisms concerning the failure of Fe d­eral personnel or project owners to administer or to carry out proper ly certain aspects of the section 236 program. For example, it has been 

stated tha t FHA underwriters have failed to use adequate techniques to evaluate  land costs when determ ining the replacement value for the purpose of calculating the  maximum mortgage. As another example, 
there appears  to be a tendency of sponsors of section 236 projects to underestimate expected opera ting costs. Also, the GAO has accused owners of failing to verify or recerti fy tenan t income in section 236 
projects.10 Where these problems exist, it appears tha t they can be corrected by an improvement in the adminis trative  procedures for the selection of sponsors and an improvement in administrative  super­vision over the underwriting,  development, and management phases of the projects.

A serious problem for the section 236 program since it was ini tially enacted has been the chronic underfunding and underutilization of 
funds for the program. This was obviously exacerbated by the entire suspension of  the program in January 1973, making it very difficult 
to assess the full effect of section 236 had it ever been carried out to the extent originally envisioned. A new executive administration and a newly enthusiastic Federa l legislature could easily correct this problem, but the scope of the program will inevitably be limited by budgetary constraints.

I t has been noted tha t the  section 236 program is not equitably dis­tribu ted among qualified income groups or geographical locations. 
This  may be par tly the result  o f faul ty program administration and 
funding . But this  is also encouraged by local restrictions (such as zoning) and the basic dependence of most F HA  programs on sponsor initia tion. Such a problem could be par tly corrected by elimina ting trad ition al income limits in section 236 projects and requiring the pay­
ment of a certain percentage of income for  rent up to the market rent 
regardless of the to tal family income.

State  and local governments and thei r champions have complained 
that they are not given a large enough role in a program such as 
section 236. Many have proposed special revenue sh aring  or housing 
block grant, programs which would provide for more State and local involvement. Although it is true that  State and local governments have a very minor role in section 236 (except for the State /local 
noninsured variation of section 236), most State and local govern­ments have never volunteered to take a large share o f the  responsibil­
ity  in the housing production area. Also, these governments seem even 
more prone to the problem of political abuse than the Federal Gov­
ernment. And. of course, since Congress generally budgets on an an­
nual basis, this would present a major plann ing problem for a State or local government attem pting to provide a long-term housing pro ­
gram. I f  a revenue shar ing or a block grant program were adopted as the only approach to housing supply , what could the  Federal Govern-

10 See th e recent  GAO repo rt,  “L it tle Accomplished In In su ring  Tha t Prop er  Re nts  Are Cha rged  Under  the Sec tion  236 Ren ta l As sis tan ce and Housing Pr og ram,” CE D-76- 146 , 1-18  (1976) .
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ment do about the housing problems of citizens in States  which were 
unwilling or unable to utilize the gran ts?

It  has been pointed out tha t the Davis-Bacon Act may unfa irly  
diver t income from the provision of housing to a small group of con­
struction workers who are being pa id h igher  than actual market ra tes 
for local labor due to inaccurate “preva iling wage determinations” by 
the Department of Labor. Although this  may be a problem, there ap­
pears to be very little  detailed  or statist ical analysis on the seriousness 
of i ts impact. Due to the importance and wide-reaching effects of this  
issue, it would be premature to delineate the problem fur the r or to 
recommend changes in this area without a type of analysis which is 
beyond the scope of this paper.

It  has been charged tha t Government-sponsored, production-  
oriented programs such as section 236 may lead to the abandonment 
of basically well-constructed existing  units and draw resources away 
from the conventional market. There is little evidence that these prob­
lems are of major import, part icularly  now with tight rental  markets 
in most areas. Also, the continued existence of d irect rental  assistance 
programs to residents of existing units would seem to keep down the 
negative impact of a production program. And W ehner has concluded, 
afte r a market analysis, th at subsidized units a re generally in addit ion 
to the number of  uni ts the  conventional m arket would have supplied.11

It  appears tha t in some areas pe r un it construction costs and rentals  
may be higher for section 236 units  than  for conventional market  
units. In  the past, statistic s which have supported this statement have 
become very controversial and have been criticized by responsible 
parties.12 Doubtless this problem does exist in some areas because of 
prevai ling wage payments, the complexities of Government processing 
generally, the need for environmental impact statements, etc. How­
ever, the great ly increased production  of housing units for low- and 
moderate-income persons which the priva te market might not be able 
to provide would tend to just ify these somewhat increased costs.

CONCLUSIONS AND RECOMMENDATIONS

The basic s tatutory and regula tory structure of the section 236 p ro­
gram is a viable way to produce new multifamily rental housing uni ts. 
It  has a flexibility and an ab ility to fine tune to certain housing needs 
which may be lacking in other housing programs. Fir st, there is the 
built-in mortgage insurance mechanism while there is also a program 
with State and local agencies which does not involve mortgage insu r­
ance. Second, some projects could be designed from the outset with 
only the shallow interest subsidy while others could be designed with 
the deeper rental assistance payment (RA P) subsidy comparable to 
public housing levels. Ei ther RA P or operating subsidies can be added 
later as needed. This is in contrast to section 8 which star ts with the 
availab ility of a full subsidy for the units involved. Thus,  these section 
8 projects may not have the same oppor tunity for economic mix as sec­
tion 236 projects. Whethe r or not section 8 marketing plans can over­
come this initia l stigma remains to be seen.

11 Wehner. “Section 235 and 236. E ieh t E valu ative Studies’’ 29 (1973).
”  Compare HUD, “Housing in the  Seventi es.’’ 4/5 4—4/79  (1973) with Congressional Re­

search Service, “Critique of Housing in the Seventies,” 46-52  (Committee print,  1974).

87-3 45 0 - 7 7 - 1 2



172

The most productive chancres in section 236 would be in the adminis­trat ion of the program. HUD should set up bet ter procedures on proj­ect selection which should focus on sponsor and management select- tion and guidance. Par ticu lar care should be exercised in the selection of nonprofit sponsors following the patte rns set up by recent section 202 selection procedures. HU D should also concern itse lf with the se­lection of the sites and the marke ting plans for the project. It  should be kept in mind by HUD personnel tha t section 236 was or iginally de­signed to benefit lower middle income groups rather  than poverty level families. The future success of section 236 projects may depend as least part ly on locating the projects in areas which are suitable for such middle income Americans and in direct ing marketing  efforts toward this  group. Thus, HUD should concentrate on screening the people and places involved rath er than  merely the economic terms of “the deal.” HUD should also improve and speed up its procedures on estimating or reviewing items such as land valuation, operat ing costs, cost certification, income recertification and re nt increase applications. HU D should also implement the opera ting subsidy p lan provided by Congress in its 1974 amendments to the section 236 program.The only s tatutory change which may be worth considering at the present time is a  removal of the maximum tenan t income limits and the substitution of a flat required pavment of a cer tain percentage of income up to the fai r market rent. Such a change would tend more equitably  to distribute section 236 units in geographical areas with par ticu larly  high  or low income or cost problems. I t would also tend to provide a much greater  economic mix of tenants in the  projects.Although section 236 is a viable housing supply program, it should be remembered that there will always be a need to couple supply- oriented interest subsidy and mortgage insurance programs with demand-oriented programs tied directly to the special needs of individ­ual persons o r families. Also, in order to reduce costs, there mav al­ways be a value in considering and continuing some of the  direct loan, supply programs such as section 202 and public housing.
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Wehner, Sections 235 and 236, 8 Evaluative Studies [American E n- 
(P1?73^  ô r  Policy Research, Washington, D.C.]

Evaluation of the HUD Section 235 Subsidized 
Housing Program 

(By Phi lip N. Brownstein*)
Perhans the most oft quoted statement appearing in housing lite ra­

ture is the goal set forth in the Housing  Act of 1949 to provide “a 
decent home and suitable living environment for  every American 
family .” Pu rsua nt to, and  in parti al fulfillment of thi s goal, Congress

‘ Mr. Brownstein was Fede ral Housing Commissioner from 1963 to 1969 and HUD Ass istant Secretary  for Mortgage Credit from 1966 to 1969. He Is now a pa rtn er In the  Washington. D.C.. law firm of Brownstein, Zeldman. Schomer & Chase. Mr. Brow nstein  wishes to acknowledge the  assistance of Morton W. Schomer and Bar ry P. Rosenthal In the preparatio n of  th is paper.



174

enacted the § 235 home ownership program as part of the Housing 
and Urban Development Act of 1968. Tha t legislation not only re­
affirmed the housing policy set forth by the 1949 Housing Act, but  for 
the first time quantified the Nat ion’s housing goals, and committed this 
Nation to the construction of 6 million units for low- and moderate- 
income families over the next 10 years. This goal was to be achieved 
through both rental and home ownership programs, and section 235 
was to be the primary vehicle for  the construction of subsidized dwell­
ings for purchase by low- and moderate-income families.

Almost 9 years later, less than  500,000 mortgages on homes pur­
chased by eligible families have been insured pu rsuant to section 235.1 
A program which began with high hopes and expectations has been 
engulfed in continuing controversy virtually from its inception. A 
continuing debate has evolved over the program’s effectiveness: On 
the one hand, there are those who have critized the program design 
as being ineffective and inefficient, and concluded tha t it is simply 
unworkable; on the other hand, there are those who say th at the pro­
gram has, can, and will work given prope r adm inistrat ion, something, 
these critics contend, it has not received since its enactment. Those 
within HUD and the executive branch generally have been advocates 
of the first position, while many in  Congress as well as public  interest 
groups have tended to espouse the second. This paper will take account 
of both types of criticism, and will describe areas in both program 
design and administration where modifications and changes should 
occur.

BACKGROUND

In order  to unders tand fully the goals and objectives of the section 
235 program, it is important  to remember the political climate and 
socioeconomic conditions affecting the Nation at the time of the pro­
gram’s enactment. The years 1967-68 were a time of turmoil and un­
rest in our Nation’s cities. Not only was this country involved in a war 
in Vietnam, but it was also facing an internal crisis at home. The fear 
and unres t resulting from the riots  and near riots in many of our 
metropolitan areas was reflected in the commonly voiced phrase of 
“save our cities.”

The opportuni ty of home ownership for the poor  was thought to  be 
an appropriate response to the outcry and protest confronting the 
Nation. For those wi lling and able to accept the responsibility,  home 
ownership was deemed a worthy aspirat ion, one which would afford 
qualified purchasers the hope and opportunity  of enter ing the main­
stream of American life. To such people, it  was felt tha t home owner­
ship could confer digni ty, status, and the public recognition to which 
they had been previously deprived.

The concept was simple—to translate a demonstrated need into an 
effective demand. The subsidy becomes the economic equalizer to per­
mit the less advantaged in our society to compete in the private  market  
and brin g an opportuni ty for home ownership within reach of those 
who otherwise would have found it beyond the ir means. I n short, the 
purpose of the section 235 program was to offer qualified low- and

1 As the  companion pape r on sec. 236 discusses, approximately 450,000 ren tal  uni ts for 
low- and moderate-income persons have been const ructed during thi s time under  sec. 236. 
The combined total thus f alls  fa r sho rt of  the  Intended goal.



moderate-income families the o pportunity to enter both a market and 
a par t of society from which they were otherwise excluded.

The precursor  to the section 235 program was the section 221(h) 
program, enacted in 1966 under the sponsorship of Congresswoman 
Leonor Sullivan of Missouri. The program offered qualified low- 
income families the opportuni ty to obtain a 3-percent, 25-year mor t­
gage with a minimum downpayment of $200 for the purpose of re­
habi litat ing and purchasing an existing dwelling. The program op­
erated primarily in the St. Louis area and proved quite successful 
although on a very small and tigh tly monitored scale. However, it 
was phased out in favor of the section 235 program. Section 235 mort ­
gages could include existing homes with or without rehab ilitation but 
the main th rus t of  the program was direc ted a t new construction. The 
interest  subsidy approach was adopted instead of the below market  
interest rate concept primarily because the lat ter  required the pur­
chase of the mortgage by the Government, thereby creat ing a budgetary  
expenditure for the full mortgage amount at the time of purchase.

THE ORIGIN AL PROGRAM

The section 235 program provides a subsidy spread out over the life 
of the mortgage, thereby ameliora ting the budgetary impact created 
under section 221(h).  The subsidy varies according to the income of 
the homeowner, the total  mortgage amount, and the market rate  of 
interest. The subsidy is made in the form of monthly payments by 
HUD to the lender on behalf of the homeowner. Under the program 
as originally enacted and administered., the subsidy amount was de­
termined at the lesser of: (1) the difference between (a) the total  
monthly payment under the mortgage for principa l, interest at the 
market rate, mortgage insurance premium (M IP), taxes, and hazard 
insurance, and (b) 20 percent of the mortgagor’s adjusted monthly 
income; or (2) the difference between (a) the monthly payment to 
principal, interest at the market  ra te, and MI P and (b) the monthly 
payment to princ ipal and interest th at would be required a t an interest 
rate of 1 percent, excluding MIP. In short, the subsidy enabled the 
homeowner to receive a mortgage carrying  an effective interest rate 
of 1 percent, provided mortgage credit standards could be met and 
the homeowner was paying at least 20 percent of adjusted  monthly 
income.

The maximum mortgage amounts are established by sta tute. In  1969, 
the maximum mortgage amount was set at $18,000, which could be 
increased to $21,000 for a family of five or more. These amounts 
could be increased by $3,000 more for high cost areas, which are de­
fined by HUD  in sufficiently broad terms to include most urban 
areas. Mortgage limits were changed periodically and are now set 
at $25,000 for a one-family residence, which may be increased to 
$29,000 for  a  family of five or more purchasing  a four-bedroom unit. 
The high cost adjustment is now set at $4,000. Each unit  insured 
by IIU D under section 235 not only has to be less than the statutory 
mortgage limit , but also must satisfy HUD's valuation  appraisal. 
The HUD valuation figure is determined based on replacement cost 
and the value of comparable units. In general, the same valuation 
procedures are involved as in other FH A home mortgage programs.
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The mortgage term could theoretically run for 40 years, but in practice, 
HUD admin istratively restricted mortgages to a 30-year term except 
in extraordin ary situations where a 35-year term was permitted. The 
mortgage insurance premium was established at 0.5 percent per 
annum.

Income limits under the section 235 program were originally set 
at 135 percent of the public housing income limits established for the 
par ticu lar area where the housing was located. In addition , up to 20 
percent of the total amount of assistance payments could be made 
on behal f of higher-income families, i.e., those with incomes up to 
90 percent of the income limits established under section 221(d) (3) 
BMIR. As of December 31, 1972, th is trans lated into the following 
dist ribution: gross income of $4,000 to $5,000—10.2 percent; $5,000 
to $6,000—23.7 percent; $6,000 to $7,000—26.4 percent; $7,000 to 
$8,000—19.3 percent; and $8,000 to $10,000—15.9 percent.2

Income limits were based on adjusted gross income. Among the 
authorized deductions from gross income were a $300 deduction for 
each minor child who resided with the family, the income of these 
minors, a 5-percent deduction for payrol l items, and a to tal exclusion 
for unusual or temporary income. Purchasers  were required to  certi fy 
their income on an annual basis, and the subsidy amount was ad­
justed accordingly. In addition to an income limita tion, HUD  also 
imposed an asset limitation whereby the assets of a family could not 
exceed $2,000, plus $500 for each dependent, plus 1 year’s mortgage 
payment. Higher asset limita tions were established for the elderly 
and the handicapped.

The minimum downpayment was set at $200, provided the pur­
chaser’s annual income was no more than  135 percent of public hous­
ing limits. For families qualifying under the 90-percent-of-median 
income limitation, the downpayment was set at 3 percent of the esti­
mated cost of acquisition. The downpayment amount could be ap­
plied towards  closing costs and prepa id expenses incurred in con­
nection with the closing.

Mortgages could be insured pursuant  to section 235 covering either 
newly constructed, substan tially rehabil itated, or existing housing, 
although a 30-percent limitat ion was established on the number of 
existing  homes which could be insured. Any FHA-approved mor t­
gagee could part icipate under  the program and an additional serv­
icing charge was authorized.

Although it  was the clear inten t of the program to provide coun­
seling for eligible families, no appropriation  was made under the 
initi al legislation, and none was made by Congress until 1972, at which 
time Congress appropriated  $3,250,000. HUD set up a demonstra­
tion program with those funds, and did not request further  appropr i­
ations in fiscal year 1973 or 1974.

The section 235 program was suspended pursuant to the  morator ium 
on all subsidy programs announced in January, 1973, pending a de­
partm ental reevaluation and analysis of the program. The program 
was suspended allegedly because it was ineffective and inefficient and 
could not be made into a workable program. An analysis of the pro ­
gram was presented in the HUD  study entitled "‘Housing  in the  

* Source : HUD, “Housing In the  Seventies, ’’ pp. 4-47.
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Sev enties” which, not surpris ingly,  suppor ted the conclusions pre­
viously advanced for the suspension of the program. The Department  
continued to honor outstanding commitments issued prio r to the 
suspension, but  refused to issue any new commitments under the 
program.

THE REVISED PROGRAM

On Jan uar y 1, 1976, in response both to a pending  suit to compel 
expenditure of  impounded section 235 appropriations, as well as to the 
very depressed sta te of the homebuilding indust ry, HUD  reactiva ted 
the section 235 program in a revised form. The new program dif­
fers in several major respects from the program as originally im­
plemented.

Fir st, the subsidy is not as great.  The maximum assistance payments 
are now based on the difference between the market rate of interest  
and 5 percent, as opposed to the ini tial subsidy which enabled a home- 
owner to obtain a subsidy as deep as 1 percent. As before, however, the 
maximum subsidy is contingent upon the homeowner contr ibuting a t 
least 20 percent of adjusted monthly  income.

Second, unlike the original program where the sales price could 
not exceed the maximum mortgage amount, a family  is permit ted 
to purchase a home fo r up to 120 percent of the maximum mortgage 
amount. In  such an event, the purchaser must pay the excess to  re­
duce the insured loan to the maximum mortgage amount permit ted 
under the section 235 program. As before, all the homes purchased 
pursu ant to section 235 must meet the FH A estimate of value.

The income level of the intended beneficiaries, as described by HUD, 
was revised upwards to the $9,000 to $11,000 income group. Income 
limits were increased so tha t a family of four qualifies as long as its  
adjusted annual  income does not exceed 95 percent of the median 
income for the area at the time of initial occupancy.* 3 This  amount 
is adjusted for smaller and large r families.

The downpayment requirements have been modified so th at  a  p ur­
chaser under section 235 must now make the same downpayment as 
required under  the nonsubsidized section 203 program, which is 3 per­
cent of the first $25,000 plus 10 percent of the balance of the acquisi­
tion costs over $25,000. In addition to the foregoing sum, the purchaser 
must also pay closing costs.4

There is no asset l imitat ion under  the revised program. The mor t­
gage term is fixed at a maximum of 30 years, and there are no ex­
tenuating  circumstances under which HUD would permit a longer 
term. Moreover, the mortgage insurance premium has been raised to 
0.7 percent  from 0.5 percent.

Perhaps the most important change created by the new program, 
however, is the restrictive site eligibili ty requirements. HU D now 
specifies tha t no more than  40 percent of a subdivision comprised of 
more than  25 units is eligible to receive section 235 assistance. This 
effectively prohib its the development of large- or moderate-scale sub­
divisions all insured p ursuant to section 235.

s Income limits were ini tial ly set at  80 percent of median under the  revised program,
but were subsequently increased to 95 percent.

4 This requi rement is less str ingent  than the  originally  announced revised  program, 
which would have required a purchaser to con trib ute  a minimum downpayment of 6 percent 
of the estimated cost of acquisition.
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Couns elin g is now req uir ed , pu rsua nt  to the  Ho us ing and Com ­
mun ity  Developm ent  Ac t of  1974. To  date, how ever, H U D  h as made 
only a lim ited amount of  fun ds  ava ilable  un de r an experim ental  pr o­
gram , and general ly a dev eloper  must pro vid e the  fund s fo r such 
coun selin g.

Fi na lly , the  p rogram  is lim ited to new construction  or  substa nti ally 
reh ab ili ta ted units . Ex is tin g un its  no lon ger  are  elig ible .

GENERAL CONSIDERATIONS

A question to  whi ch there is conside rab le controvers y is wh eth er 
ei th er  t he  or igi na l and/o r the rea cti va ted  sect ion 235 prog ram has or 
can  sa tis fy  th e gen era l objectives  env isio ned  by the cre ation  of  the  
pro gra m.  Pu t sim ply , h as  o r can section 235 be a success, how ever th at  
te rm  is defined ?

Be for e a tte mpt ing to  respond, it  is necessary  to revie w br iefly  ce rta in  
assum ptions and premises  concerning the  Go vernm ent’s role i n ass ist ­
ing in  the  construction  of  low- and moderate- inco me housing . On one 
ha nd , whi le the 1968 leg islation  set fo rth ce rta in  goals, both in ter ms  
of  pol icy  and in numb er of  un its  const ruc ted , it  mus t be recognized  
th at it was nev er the in tent  fo r every incom e eligib le fam ily  to  par­
tic ipat e in the section  235 program . No t eve ry income elig ible  fam ily  
is w ill ing to  acc ept  the  responsibi liti es o f hom eow nership. Nor, f or  that  
mat ter, did  Con gress env ision subsidies fo r all fam ilie s who so desi re. 
On ly a fini te am ount of  contr act au thor ity  has been ap prop riated , 
wh ich  tra ns la tes in to  eno ugh  sub sidy fo r only a lim ited number of 
fam ilie s. Con gress was fu lly  aware  that, no t all  elig ible  persons  d es ir­
ing hom eow nership would  be able to  receive such  benefit s. W ha t the  
prog ram pro vid es,  and Con gress reco gnized, is a st ar t in the ri ght 
direct ion .

Moreover, the  premise is a ccepted  th at  the G overn ment will  co ntin ue 
to  some degree or  an othe r to  assi st hou sing. Th ere is no question th at  
there is a conti nu ing  need  fo r ad di tio na l un its  of  decent  low- and  
modera te-inco me housing , and subsidies, in wh ate ver form,  pl ay  an 
im po rtan t role  in meeting  th is  need .

Congres s dec lare d a goal  of  6 m illion low and mo der ate  un its  in 10 
yea rs. Pl ainl y,  th at  goa l is, and was, una chieva ble  wi thou t a sub ­
st an tia lly  gr ea te r financ ial com mitment on the par t of  the Fe de ra l 
Gov ernment. Th e goal  was  repu diated  by the  form er  Ad minist ra tio n 
an d it  is much too  ea rly  to  see th e direction the  new Ad minist ra tio n 
will tak e in meeting  the  Na tio n’s ho using  needs. I t  is no t t he  p urp ose  
of  th is  pa pe r to  discuss the adequacy of  specific ap prop ria tio ns , no r 
th e rel ati ve  pr io ri ty  of  hous ing  vis-a-vi s othe r Fe de ra l expenditu res . 
Suffice it  to say  th at  low- and mod erate-incom e housing  is im po rtan t 
an d must rece ive subs tan tia l moneys if  the object ive  of  the  ove rdue 
promis es o f p ro viding  decent shelt er e ver  is to  be achieved. Th e level o f 
ap pr op riat ion wil l de termine  how equ itable  ou r housing  pol icy is 
with  resp ect to all qua lified elig ible  ind ividuals . Cl ea rly , t o the ex ten t 
th at some indiv idua ls wi thin defined income e lig ib ili ty  li mits  receive a 
sub sidy while oth ers  do not  is an inequity  w hich wil l rem ain  and t he re  
is no reasonable expecta tion th at  t hi s consequence is avo idab le. Hou s­
ing analy sts  both  in an d ou t o f C ong ress  obviously reco gnize th is.
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In  ligh t of the 3-year moratorium, there is no reasonable measure 
for evalua ting the section 235 program in terms of equitable dist ribu­
tion or overall achievement of production goals. Rather , an evaluation 
must focus on the benefit to the recipient family, and the achieve­
ments (or lack thereof) made du ring  the years when it was in opera­
tion. The remainder of this paper will focus p rimarily on the original 
section 235 program. The revised program has not had much of an 
effect since it  was implem ented; we will comment on its achievements 
and ways it  can be improved at the end of the paper.

EVALUATION

There are three primary components which must be examined in 
order  proper ly to evaluate the section 235 program—the number of 
families part icipa ting, the amount of subsidy involved, and the num­
ber of insurance claims made. It  is useful to examine these figures both 
in terms of number of units and do llar amount, and existing un its (in­
cluding substantial rehab ilitation) as opposed to new construction.

In  certain respects, the achievements of the program have been sub­
stantial. Most importantly, the program has provided homeowner- 
ship for approximately 475,000 families, most of which occurred in a 
3-year period.5 These are families who otherwise would not have 
been able to achieve homeownership. The vast major ity have proved 
successful.

Yet, as of the first quar ter of 1976, 16.87 percent of the section 235 
mortgages resulted in insurance claims.6 Unquestionably, this figure 
is high, and would be considered unsatis factory  were the program 
dealing with sophisticated, credit -worthy  families. But it does not. I t 
is not fair  or appropriate to compare this program to nonsubsidized 
programs. The purpose and objectives of th is program are sui generis. 
The question to  be asked is not whether the default rate is too high, 
but whether a success rate of 83.13 percent is too low. W ithout fully  
coming to gr ips with that difficult question, it is clear th at the success 
rate can be substant ially increased with certain  improvements made in 
the program, as discussed below. Also, it is important to point out that, 
although the exact breakdown was not available, the 16.87 percent 
insurance claim statistic includes both foreclosures and assignments. 
Where the mortgage has been assigned to HUD, there is still the 
possibilty of working out the financial problems and continuing 
ownership in the same individual or family.

Another impor tant statist ic to recognize is the amount of subsidy 
received by families. The subsidy amount fluctuates depending on in­
come, and the more income a family earns, the less the subsidy pay­
ment will be. In this regard, the program has been part icularly  im­
pressive. Of the 368,218 families still part icipating in the program, 
approximately 136,019 (or 37 percent) have earned their  way off sub­
sidy completely. Moreover, of the approximately $348 million of total 
annual reserved contract authority, only $155 million was expended 
for calendar  year ending September 30,’ 1976. While the precise data

5 So urce: Data furn ished by the  Library of Congress. A breakdown by year and by type 
of unit  insured is set for th in appendix A.

8 Source : Data furnished  by Libra ry of Congress. A breakdown by yea r showing the  
number of insurance claims, the  cumulative  percentage claims, and the  number of insured 
un its  remain ing in force is set  for th in appendix  B.
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are unavailable, we have been advised tha t for those still receiving 
subsidy, the average amount received per family has declined sub­
stant ially from the amount in itially  received.7

Aside from the program ’s cost, perhaps the major focus of criticism 
has centered on the abuses which have pushed section 235 on to the 
front  pages of the newspapers. Exemplify ing the problem was an ar­
ticle appearing in the December 15, 1975, issue of Ba rron ’s at the time 
HUD announced the implementation of the revised program. The 
article was enti tled “Paintin g Over the Cracks: Section 235, the ‘Na­
tional Housing Scandal,’ is Back in Business.” The Barron’s article, 
as well as others, recounted the scandal and fraud which it alleged 
initia lly plagued the section 235 program, pa rticularly with respect to 
existing houses. A commonly perceived scenario was described as 
follows: A developer would purchase several homes in poor condition 
on which cosmetic repairs would be made. An inflated estimate  of the 
property value would then be obtained from HUD, at which 
time the home would be sold to  an unsuspecting, unsophisticated pur ­
chaser. Shortly afte r the homeowner moved in, it  became evident the 
house had major faults  making it virtually unlivable. This sets off a 
chain react ion : Fi rst,  as the homeowner has no money to make repairs, 
the house deteriorates further. Eventually, as a result o f the substand­
ard conditions, the homeowner decides to abandon the home; the 
lender then transfers the vacant home to HUD. Concurrently, the 
home is vandalized, and remains vacant in its blighted condition for 
numerous months while remaining in HUD inventory. Meanwhile, 
other homes on the block begin to undergo a similar process, whereby 
a snowballing effect takes hold and other homes are abandoned and 
transferred to HUD, and the vicious cycle continues.

While the abuses described above have occurred to some degree in 
connection with the section 235 program, one must recognize tha t 
much of this  occurred under the nonsubsidized programs, particularly 
section 221 (d) (2) . However, critics tend to lump the programs to­
gether  and make section 235 the scapegoat. I n light  of these types of 
abuses, many have advocated abolishing the section 235 program for 
existing housing while continuing the program for new construction, 
as is the case under the revised program. Despite the apparently 
greater problems confronting existing housing, however, the only 
available statistics  show the rate of default has been fairly similar 
for existing and new construction. As of June 1974 (the latest date 
for which data are available), the default rate (including both fore­
closures and assignments) for existing homes was approximate ly 11.9 
percent, while new construction was 10.5 percent.8

It  is surprising the difference is so small. It  perhaps  can be explained 
by the large number of  defaults resulting from the snowballing effect 
which can occur in large subdivisions comprised almost entirely of 
units insured under section 235. In such subdivisions, HUD  has al­
lowed a small number of vacant units to remain in blighted condition 
for long periods of time, which tends  to  lower neighboring proper ty 
values, thereby causing other homeowners to vacate, and the cycle is

7 Source: HUD's Advanced Sta tist ica l Analysis and Computer Applications  Branch,  MIS Division, and HUD’s Program Support Staff, Office of Insured and Direc t Loans.8 Source : HUD’s Advanced Sta tis tical Analysis and Computer Applica tions Branch , MIS Division, Housing.
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repeated. HUD has made no provision for an owner to transf er the 
righ t to subsidy to another section 235 eligible if he wants or has to 
sell and this has caused defaults. So, in many instances, up to 50 
percent of all homes in such subdivisions are acquired by HUD . More­
over, once a property is acquired by HUD , the turnaround time can 
run upward  of iy 2 years. In  such instances, HUD itself has been a 
contributing  factor  to the section 235 failure rate.

Anothe r problem concerns the inabili ty of the program to provide 
additional subsidy to meet increases in such items as taxes and insur­
ance where families are already receiving the maximum subsidy. It  
must be remembered that  the subsidy amount is calculated on the basis 
of the lower of two formu las: The first is based on the homeowner pay­
ing 20 percent of income, while the second is based on a mortgage 
bearing  a 1-percent interest rate. Those receiving subsidy based on the 
second formula are receiving the maximum allowable subsidy. These 
families are generally poorer than  those receiving subsidy u nder the 
first formula; often they pay 30 percent to 40 percent of th eir income 
for housing. Yet they are being forced to pay additional amounts to 
cover increases associated with rising housing costs, and this too has 
been a contribut ing factor in causing insurance claims.

RECOMMENDATIONS

The goals and objectives enunciated in 1968 are  equally valid today 
and the section 235 program remains a valid and desirable means of 
achieving those goals. To undertake this commitment is an expensive 
proposition. Pa rt of the critic ism leveled at the program is no doubt a 
function of this fact. Yet, for the program to be successful, housing 
must be constructed, which necessitates further,  and grea ter budget­
ary expenditures in addition  to the $1.2 billion in subsidiary moneys 
already spent .9

• The program concept is demonstrably workable, but certain changes 
and improvements should be made in order  to increase the likelihood 
of success. A failure rate of substan tially less than  curren t levels 
should be achievable. The average loss to HUD  on each insurance 
claim has been approx imately $5,945.10 This  money can be used far  
more effectively in the  form of subsidy payments. On the other hand, 
an extremely low defaul t rate wouuld tend to indicate a certain seg­
ment of the intended beneficiary class is not being served. The popu­
lation  segment being served must be considered to be in the high risk 
category. There must be willingness to accept a higher rate o f defaul t 
in the short run, if the desired results are to be obtained in the long 
run.

Probably the most im portant change in the program is to improve 
the screening process to  determine those families which possess the 
commitment and desire to achieve home ownership, and to provide 
counseling to those so chosen. There are many more income qualified 
families than subsidized homes available, and thus careful screening 
can be accomplished and still maintain  the objectives of  the program.

9 Sour ce: HUD, Office of Finance and Accounting, Financial Analysis and Investm ent  
Division, “Summary of Mortgage Insu rance Operations and Con tract Author ity,” Sept. 30, 
1976. p. 20 (he rea fter  "Summary of Mortgage I nsu rance” ).

10 Sourc e: “Summary of Mortgage Insu rance,” p. 12.



182

Once a family is selected, it is equally imperative tha t they be coun­
seled and instructed  in what is necessary to mainta in a household. It  
is simply not enough to provide individuals with keys to a house, a 
mortgage payment book, and then walk away. To those who have 
never owned a home, it  can come as quite a shock when a repair has 
to be made and there is no one who automatica lly comes to perform 
the repair . Moreover, an uncounseled homeowner is easy prey for 
salesmen selling everything from fire alarms to picket fences, espe­
cially when the cost is described in terms of pennies a day.

The 1968 legislation recognizes counseling as an  essential element in 
achieving a successful home ownership program. Section 101 of tha t 
act authorizes the Secretary to provide budget, deb t management, and 
related counseling service to mortgago rs under the section 235 pro­
gram. Unfor tunate ly, these pro grams were not funded at all initially, 
and were never funded adequately. The counseling requirement was 
reaffirmed in  the Housin g and Community Development Act of 1974, 
which similarly required tha t counseling be furnished. HUD  is now 
involved with an experimental program to test the concept. At the 
present time, however, the developer must pay al l costs. F or counseling 
to work, however, both HUD and the community must become in­
volved. A family must be counseled by people they  respect and people 
they will listen to. Not only must families be counseled prio r to mov­
ing in, but counseling must continue for a period after the family 
has moved in.

Anothe r parti cularly impo rtant improvement in the program 
would be to  prevent a default which might be triggered where some 
major item of repa ir is required, and the homeowner lacks the  funds 
necessary to make such repair. This problem is pa rticu larly  im porta nt 
in the case of existing  construction, but also applies to new construc­
tion as well. It  is senseless to screen a family careful ly, provide guid ­
ance and counseling needed to mainta in a home, have them meet a ll 
of the ir mortgage payments in timely fashion, and then have the 
mortgage go into default simply because there is no source of funds 
to repair a leaky roof. Par ticu larl y with respect to  existing housing, 
pa rt of this  problem can be solved by HUD  making a structural in­
spection of the home prio r to purchase. In  addition,  HUD  should 
consult with the purchaser during the initia l counseling sessions to 
discuss wha t will have to be done in the event such a defect is found. 
Most imp ortant ly, however, the re should be a mechanism un der which 
HU D could or should make funds available on lenient terms to pay 
for such repairs. T his will require legislat ion but it is a needed ingredi­
ent in making the program  successful. I t may be tru e that  such a loan 
could not be supp orted on a valuation basis. However, if such a loan 
is no t made, the alternative is for HUD to make a payment under its 
mortgage insurance contract. HUD  simply must take the risk that  
the homeowner will continue to live in and mainta in the home, even 
though the homeowner may have a “negative” equity, tha t is, the 
home may be mortgaged for more than its fai r market  value.

Anoth er area which could be improved is the means by which H UD 
disposes of properties as inadequate prope rty maintenance and un­
duly delayed disposition directly  relates to futur e defaults. It  is 
simply too costly for there to be a turna roun d time in HUD  inven-



183

torv of 1 to 2 years. Defaults resulting from the “snowballing” effect 
in large subdivisions can perhaps be ameliorated by aggressive efforts 
in the prope rty disposition program. The snowballing effect can be 
part icula rly troublesome in subdivisions comprised virtually  entirely 
of § 235 units.

HUD, under  its revised program, has restricted subdivisions com­
prised of all section 235 units in an attem pt to prevent the conse­
quence resulting from heavy concentrations of section 235 units. This  
limitat ion is unduly restrictive and often makes the program unwork­
able from a developer/builde r’s point of view. The abili ty to construc t 
hundreds of thousands of new dwellings in a 3-year period was a 
major accomplishment under the original  program. The program was 
made a ttract ive, and builders responded. If  on the other  hand, build­
ers do not consider the program sufficient to justi fy the economic 
riskj few uni ts will be constructed.

Limitations on the number or percentage of units in a subdivision 
may be workable if the restriction is sufficiently flexible to att rac t 
part icipa tion and if it is possible to market some number of unsub­
sidized units. However, such limitations may not be necessary at all, 
if income limits for the § 235 program are removed and the program 
opened up to all who desire to participate under certain  eligibil ity 
crite ria which would be self-regulating. There could be cost limits 
on the house, maximum mortgage amounts, and a requirement that  
each owner pay a specific percentage of family income (similar to 
the present formula) up to full debt service on the mortgage. This 
would have the effect of reducing the amount of  subsidy paid to higher- 
income families. The higher-income family  would receive less sub­
sidy; the poorer family  would receive more. The effect, however, 
would be to create some economic mix in the subdivision, thereby 
avoiding a concentration of the lowest income eligible families.

Alternatively, rather  than  placing income limits on families, one 
could establish percentage limits based on the two al ternat ive formula 
subsidies. The subsidy is determined as the lesser of (1) the difference 
between the mortgage payment and 20 percent of income, or (2) the 
difference between the mortgage payment computed at the market 
rate of interes t and 1 percent. Families receiving subsidy pursuant  to 
“formula one” are relatively  higher income families, for whom the 
subsidy will increase if their income falls or taxes or insurance pay ­
ments increase. “Formula two” families are already receiving the 
maximum amount of subsidy, and must absorb any such increases 
themselves. By initially restr icting  the number of families which 
receive subsidy pursuant  to these formulas, an income mix can be 
created in  the subdivision.

Moreover, the subsidy amount should be increased so t ha t in cer­
tain  circumstances, the subsidy could be based on a zero-percent inte r­
est rate, and also cover taxes and insurance. The deeper subsidy would 
be appropriate,  for example, in those instances where the homeowner 
would be forced to pay in excess of  30 percent of adjusted monthly  
income.

In  order to create a more equitable geographic  distr ibution of 
dwellings insured under § 235, an adjustment  of maximum costs and 
mortgage limits should also be considered depending on costs in each
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locality, in a manner similar  to the way income limits are now im­
posed. The original program had a far  greater number of  units built 
in the South and West, and fewer in the Nor theast, and Middle West, 
in part because of  the higher costs involved in  building in the latt er 
areas.

Anothe r valuable change in the administration  of the program 
would be for HUD  to set up an easy system under which a § 235 
homeowner could transfer  the house to another § 235 eligible. The 
new owner should be able to receive whatever level of subsidy is 
appropriate  for his/her  family income even if it is greater than that  
received by the original owner. This would cut down on the number 
of homes which are simply abandoned when § 235 owner must move 
and is unable to find market rate  buyers.

One o f the charges commonly leveled against the program is that  
it is inequitable—i.e., similarly situated families are not treated  
equally. Sho rt of  a fu ll income maintenance approach to  this  problem, 
which would address not only housing subsidies but all subsidy and 
welfare payments, true equity is no t feasible. However, one improve­
ment which might be considered to create more equity in the § 235 
program would be to impose some form of recapture on the amount 
of the subsidy paid on behalf  of the homeowner upon the resale of 
the home. The funds so recaptured  could be used to subsidize addi­
tional homes, thereby maximizing the number of families given the 
opportuni ty to participa te in the program. This approach seems 
part icularly  reasonable in view of today’s inflationary pressures gen­
erally, and on real estate in par ticu lar despite the problems which 
would be involved in adminis tration. Mechanically, perhaps  the 
simplest means is to place a second mortgage on the  property in the 
amount of the subsidy payments. The lien would increase as subsidy 
payments are actually made, in  the same way that  the lien increases 
on a construction loan. The second mortgage would not require mak­
ing any payments prio r to resale, but would impose a lien against 
the prope rty to  the extent of the subsidy paid a t the time the p roperty 
is sold. I f the entire subsidy is not recaptured, the  homeowner should 
not be liable for any deficiency.

An alternative means of recapture  would be to revise the § 235 
program so that instead of placing one mortgage on the property, 
on which HUD and the homeowner each make parti al payments, two 
mortgages would be established. The first mortgage would be in an 
amount which the homeowner could support withou t subsidy in the 
priva te market; the second mortgage would be the additional amount 
needed by the homeowner to purchase the prope rty, and in effect 
would be the “subsidy” payment. This approach is being implemented 
on an experimental basis in Dade County, Florida, and the results 
bear watching. It  should be noted tha t one problem which may exist 
with respect to  this approach is th at it requires full budget expendi­
ture  in  the first year, and may thus prove unduly burdensome from a 
budgetary standpoint.

CO MM EN TS ON TH E REVISED PROGRAM

The revised program has not achieved its desired objectives. Pri­
mary evidence of this is the minimal number of units  insured to
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date—through December 31, 1976, the tota l number was only 1,167 
units.11

Moreover, as the subsidy is not as deep as under  the or iginal  section 
235 program (it is based on the  difference between the market inter­
est rate and 5 percent, as opposed to 1 percent),  i t thereby eliminates 
one of the major purposes for implementing the program in th e first 
place. The revised program, in light  of the lesser subsidy, is targe ted 
by HUD  at the $9,000 to $11,000 income group, as opposed to an in­
come group of $2,000 to $4,000 less under the original program. To 
the extent tha t the lower-income groups are foreclosed due to the 
part icipation of the higher-income eligibles, the  program loses much 
of the initia l incentive for being.

The percentage limitations placed on the number of subsidized 
units  which can be insured in a subdivision is perhaps the major factor 
which accounts for the revised program’s lack of production. The 
restriction imposes risks on a builder  which many believe are exces­
sive. One of the more attrac tive par ts of the original  program was 
tha t the builder was virtu ally assured of a guaranteed market,  and 
could plan and build accordingly. Such assurances are not available 
to a builder under  today ’s program. I t is, of course, recognized th at 
some of the failures were also caused by large concentrations of 
section 235 owners in sizable subdivisions.

Other factors which account for the program’s lack of results in­
clude the higher downpayment requirements and mortgage limits 
which are too low in ce rtain areas of the country. The downpayment 
requirement has been reduced somewhat, but still exceeds the amount 
which a large segment of the intended section 235 market is able to 
meet. As discussed above, mortgage  limits should be determined on 
an area-by-area basis as is now done for income limits, and serious con­
sideration  should be given to doing away with income limits entirely.

Final ly, the new program increases the annual MI P payment from 
0.5 percent to 0.7 percent, apparently  in an attempt to make the 
special risk insurance fund actuarily sound. The change of MIP was 
in the wrong direction  for  two reasons. Fi rst , we are dealing with  high 
risk families, which makes it extremely difficult to forecast w hat M IP 
payment will produce an actuarily sound return . Second, and more 
importantly.  AIIP is merely a payment from HUD  to itself. Instead 
of raising  the payment, it would perhaps  have been more fitting  to 
have eliminated it  entirely.

Reinstitu ting the section 235 program, aft er the 3-year suspension, 
was a step in the righ t direction. Rut  the program as revised mus t be 
fur ther modified i f it is to achieve any real result, and i f it is to com­
port with the original  objectives set'f orth in the 1968 legislation.

CONCLUSION

The section 235 program offers a viable means of providing  as­
sistance to low- and moderate-income families who desire to achieve 
the goal of home ownership. It  has, and can continue, to assist hun ­
dreds of thousands of people in reaching  this  goal. The number of

11 Sou rce : HUD’s Single Family Mortgage Insurance Division , Office of Insured and
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people going off o f subsidy, or receiving reduced subsidy, is part icu­
larly impressive. While the defau lt rate has been higher than  under 
some nonsubsidized programs, section 235 should really be measured 
in terms of its achievements recognizing the nature of the program 
and initial  weaknesses in adminis tration. Moreover, with  certain ad­
ministrative changes in the program, the default rate can be reduced.

There are certain changes which should be made in the program, 
particular ly with respect to the screening and counseling to families, 
providing money for repairs , revising HU D’s property  maintenance 
and disposition program, modifying the subsidy formula to provide 
additional amounts in certain  instances, and adjusting  mortgage 
limits on an area basis, and easing transferabil ity requirements. The 
program, however, is workable.

The section 235 program can be used as a vehicle both for new con­
struction as well as for existing  housing (including substantial re­
habil itation). While new construction is easier to administer and is 
less subject to abuse, some amount of existing  housing could be 
equally well-administered given the time and effort, particu larly  in the 
inspection and valuation processing.

In sum, the section 235 program is an appropria te response to the 
demands of low- and moderate-income famdies to l)e brought into the 
mainstream of American life. The goals and objectives behind the 
original legislation are equally applicable today, and the program can 
be made into a t ruly  viable vehicle fo r achieving these ends.

EXHIB IT  A

UN ITS INSURE D UNDER THE OR IGINAL SEC. 235  PROGRAM

Year New  construct ion Existing Tota l

1968 ............. .
1969 ............. .
1970 ...............
1971 ...............
1972 ..............
1973 ..............
1974 .............
1975 ..............

Total

4 35
11,08 3 14 ,647
78, 412 27 ,212

129, 731 14,881
100,0 59 19, 465
44, 701 13, 333

4, 882 9, 237
797 5,115

369,6 69 103,9 25

39
25 ,730

105,6 24  
144,612 
119,5 24  
58, 034  
14 ,119
5,91 2

47 3,59 4

EXH IB IT  B

Year

1969 ...........................
1970 ..........................
1971 ..........................
1972 ..........................
1973 ..........................
1974 ..........................
1975 ..........................
1976 (1st  quarter) .

To ta l............

Defau lt term ina­
tions  insurance 

claims
Cum ulative
percentage Insurance in force

41 0.1 6 25 ,571
1,171 .9 3 129 ,60 8
6, 849 2.93 266,8 07

16, 637 6 .2 6 368, 313
18,931 9 .6 5 403, 077
20, 435 13 .75 39 0,163
13, 250 16 .39 373, 390
2, 287 16 .87 368, 248

79 ,601  ..............................................................................
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I .  I ntroduction

TH E HO USING  OUTLOOK FOR LO W-INCO ME , URB AN FA MI LIES

In  the  absence of majo r public interv entions,  t he  housing s itu ati on  
fo r low-income fam ilie s in the  N at ion’s citi es wil l worsen appre cia bly  
du rin g the next  5 year s. A lth ou gh  ra tes  of change wil l vary  in  dif ferent  
typ es of urban housing marke ts, in gen era l these are  the  tre nd s fo re­
seen as a res ult  of the In st itut e’s a na ly si s:

Incomes  will  rise  more  slowly th roug ho ut  the  1970’s th an  was 
the  case in the  1960’s. T he rea l increase in househo ld income wil l 
be only  about 17 p erc en t fo r th is decade, com pared to 26 percen t 
for the previous  decade.

Th e cost of housing are r isi ng  twice as fast in the  1970’s as in the 
1960’s and  a re ou tru nn ing cost increases reflec ted in the  composite 
consumer  pric e index. Op erat ing costs associated wi th hou sing 
(exe mpl i gr at ia , uti liti es,  labor, and tax es) will  con tinu e to  in ­
crease faste r t ha n capi ta l i npu ts.

As a res ult  of  the two tre nd s noted  above, fam ilie s will  find 
themselves pa ying  a high er  p ercentage  of  t he ir  incomes fo r hou s­
ing  du ring  t he 1970’s t ha n they did  in the two  previous decades. 
Lower income fam ilie s wil l experien ce the  most severe  increase  
in the  per cen tage of income pa id fo r hou sing, an est imated in ­
crease of 35 to 40 perce nt d ur ing the decade.

Al tho ugh me tro po litan  gro wth will  slow dow n, there will  be a 
con tinuin g increase  in the  numb er of minority households  in 
cities , and a coinciden t decl ine in the  numb er of  nonm ino rity 
households .

The tre nd  to a high er  proport ion  of  househo lds hea ded  by the 
elderly , sing le ind ividuals , and women will  continue. Beca use 
these  households  tr ad iti on al ly  spen d a h ig he r percen tage of th ei r 
incomes fo r housing expenses, th is  sh if t alone constitu tes  an im ­
po rtan t factor  in the  overall  increase  in housing expense- to- 
income rat ios  fo r the  rem ain der of the decade .

These tre nd s have been del ine ate d pr incipa lly  th roug h the use of 
the  In st itut e’s housing  ma rke t model and the  DYNASI M  model to 
make  project ion s o f house hold  incomes (see appe ndices  of  UI- 23 5- 1) .1 
The tre nd s them selves generate a numb er of  implicat ion s fo r h ousin g 
policy, amo ng the  mos t im po rta nt  of which are the fol low ing :

For t he rem ain der o f the  decade, and pe rhap s longer, there  w ill 
be a lessening of  d emand  fo r la rg er  u ni ts and a coinciden t gro w­
ing  dem and  fo r smaller uni te, in the  Na tio n as a whole. Thi s is 
due bo th to  th e sh ift s in househo ld com pos ition towa rd  sm aller 
househo lds and th e de ter ior ati on  in  growt h o f re al income re lat ive 
to housing cos ts;

The per cen tage of income th at  lower-income fam ilie s pay  fo r 
rent  will rise  sharply,  rel ative  to increases fo r othe r gro ups, be­
cause of  increased  com pet ition fo r sm aller un its  resu lti ng  fro m 
sh ift s in hou sehold composition  and  the redu ced  ra te  of  grow th 
in rea l incom es;

Al tho ugh the sit ua tio n will  va ry  in dif ferent  m arke t area s, im ­
provem ents in  housing quali ty,  as mea sured by the qu an tit y of

1 See lis ting  of referenced Urban Insti tu te studies a t end of volume.
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housing services consumed, will not be so great  as was the case in the 1950-70 pe riod;
There is considerable evidence th at unless they are willing  to devote larger shares of  the ir incomes to housing expense, mino rity families will suffer part icularly  from the slowdown in the in­crease in quality. By 1980, there could be more m inority  families living in substandard housing than there  were in 1970, largely because minorities  are so heavily represented in those income groups tha t will be most affected by the trends described;Although conditions will vary considerably depending upon what is happening in each local market, there will probably be a sharp  reduction in the abandonment of  housing and low vacancy rates.

THE NE ED  TO SH APE  PROGRAM S TO FIT  DIVERSE  HOUSI NG MA RK ET S

The Ins titu te’s market model provides an opportuni ty to analyze changes in the factors of  supply and demand for different metropoli­tan  market situations. This  permits the ta king into  account of the very wide diversity  to be found in these markets. I t also makes it possible to weigh long-term, indirect effects of given program actions. For in­stance, the charac ter of the housing stock, its  age and condition, varies greatly from one mark et to another. Demand factors, such as income and household composition, are  also important varian ts. And, perhaps  most impo rtant, differing rates of growth and changes in household incomes cause different responses to public  interventions. F or instance, two cities t ha t are in the same general size category, Milwaukee and San Jose, experienced very different growth conditions during the 1960’s, especially in the lower income group. San Jose grew by 66 percent overall and the number of low- and moderate-income families increased by 25 percent. Milwaukee, however, grew by only 5 percent overall and its number of low-income families actually  declined by 17 percent dur ing  the decade. Obviously the two cities must be expected to respond in different ways to simila r sets o f Federal interven tions (see table at end of in troduc tion ).
The dynamic forces of  supp ly and demand ebb and flow in vary ing degrees, making  the imposition of a s ingle Federa l program approach  an infeasible option. A more workable formula would seem to be one which offers localities a mix of subsidies from which they can devise a comprehensive program fi tting  th eir perceived needs. Fe dera l over­sight  would still be an essential ingredient, to insure that national goals are being vigorously pursued on the whole, and tha t program costs are under control. Recent legislation, namely the section 8 pro­gram, shif ts responsibility to some degree to local housing authorities to select the ir own mix of new construction, rehabi litation, and exist­ing leased units. It  still remains to be seen whether  or not local officials can comprehend and act upon the forces set in motion by more flexible subsidy programs. There is s till limited capabili ty in local government to understand the implications  of the many relatively  subtle Federal interventions (for  example, various income tran sfers) that  impact the ir areas, and there should be a  strengthened effort made to assist local governments in this regard.
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STRENGTHENING  LOCAL MAN AGEMENT CAPABILITY

Much of the Ins titu te’s work has been directed at providing a basis 
for local units of government to strengthen  thei r housing capabilities 
in the management of the housing stock. Because of the scarcity of 
social science research in housing management, the Institute began its 
first efforts by developing a definition of “good” housing management. 
The criteria used for this definition included measures of tenant and 
management staff satisfaction as well as more tradition al measures of 
stock condition, ren t delinquency, vacancy rates, and unit turnover. In 
some cases, financial measures were also used. Measures of manage­
ment practice, organizational s tructure, tenant involvement, and oper­
ating  conditions were developed and related to the crite rion measures. 
To date, the Institute has studied over 500 HUD-subsidized projects, 
interviewing over 20,000 residents, managers, and homeowners.

An example of this work, using information collected during 1974 
at 40 large housing authorit ies, involves analyses comparing perform­
ance levels, operat ing conditions, and management practices at 171 
projects. Da ta from these surveys were then compared to similar meas­
ures taken at the same projects in 1973, enabling Inst itute  researchers 
to study for the first time  the  impact of management changes on per­
formance levels. Earlie r analyses of housing management compared 
different housing projects a t a single point in time. Using the foremen- 
tioned criteria , projects were divided into high- or low-performance 
groups and the management characteristics tha t distinguished high- 
performance projects were identified. The well-performing projects 
were characterized as having high degrees of management strictness, 
rapid and appropriate responsiveness to problems, positive tenant - 
management relations, and an emphasis upon decisionmaking at the 
project  site.

FEDERAL POLICIES FOR IMPROVING HOU SING CONDITIONS OF 
THE URBAN POOR

During the 1960’s, the Federa l Government attempted a variety  of 
direct program approaches to provide better housing fo r lower-income 
families. The emphasis was upon new construction subsidies, in the 
main, and the result was a record number of subsidized units buil t and 
a considerable upgradin g of housing in many u rban markets. Bu t only 
a small fraction  of families eligible were directly served by the pro­
grams. And in some markets characterized by a su rplus of  lower qual ­
ity units, the subsidies proved a relatively  expensive way to provide 
minimum standard  housing compared to upgrading  the existing stock.

Most federal interventions into the housing condition of the urban 
poor come in the form of direct cash payments (that is, welfare, vet­
erans’ benefits) or, more recently, revenue sharing or block gran ts 
for various aspects of community development. As small as these 
amounts seem to be, and as inadequate as they have been to date, they 
are nevertheless of magnitudes many times larger than the total of the 
“housing programs” of  the past 40 years. Large ly because of dissatis ­
faction with the housing programs of the 1960’s, other program ap­
proaches have been proposed. One is an expanded welfare program,
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with no earmarking for housing. Three benefits are cited for this ap­proach : (1) it is s impler to administer, and (2) less likely to create unintended and undesirable side effects such as price inflation in speci­fic market situations. Finally, recipients would have more freedom in choosing what to buy tha n they would if they got earmarked payments or were provided with subsidized units. On the other hand, the cost of  a general income tr ans fer program would be relatively high, possibly double or tr iple  that of a housing allowance, and would no t draw sup­port from those groups that traditionally desire housing subsidies, and who feel that housing is a “merit good.”
Either  an expanded welfare program or a  housing allowance meets the need for housing aid to the poor, but can have the adverse effect of raising the price of housing without a commensurate increase in quality. One answer to  the problems posed is to permit a mix of hous­ing subsidies aimed at the urban poor, which would not only upgrade the quality  of their accommodations at relatively lower prices (or at least prices commensurate with the upgrading) but also negate most of the adverse side effects. The Inst itute, using the market model, has developed several simulations combining a housing allowance with subsidies for eithe r rehabi litation or new construction, and has com­pared the three approaches. The  results indicate t ha t:

In markets which would experience sizable allowance-induced price increases, such increases could be mitigated with either a new construction subsidy or a properly targeted rehabilitation  subsidy. The combination of new construction subsidies with al­lowances was most effective in mitigatin g any redistr ibution of  benefits from part icipa nts to lan dlords;
The combination of an allowance with a large-scale reha bili ta­tion subsidy (all low-quality units  eligible for aid) was as effec­tive in increasing the housing consumption of low-income house­holds ( that is, raising the quali ty of thei r housing) as a larger allowance program alone. The combination o f an allowance with new construction achieved a smaller increase in consumption for the same size popula tion ;
In market situations which experience only modest price in­creases because of allowances, neithe r new construction nor re­habil itation subsidies generated significant gains in housing con­sumption above those attributable to  the allowance alone.A broader understand ing than can be provided through simulation alone is being developed through the nationa l housing allowance ex­periment, which was initiated in 1970. The experiment was designed to analyze effects of an allowance on part icipants and housing markets, as well as to provide insights on various models of admin istrat ion via different types of agencies.

Work to date has indicated the following:
EH AP  has attracted more than 18,500 lower-income familiesto pa rticipate in the program, and to upgrade, in varying  degrees, the quality  of their  housing, or reduce the propor tion of thei r incomes paid for rent.
Evidence to date in Green Bay and South Bend suggests th at there are no market wide effects, at least in the short run (28 months in Green Bay and 19 months in South Bend) for either
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renters or homeowners. That is, there is no inflation in housing 
prices induced by the allowance itself, beyond those price increases 
tha t are commensurate with the higher quality  of the units. So 
far, about 40 percent of all eligible families have enrolled in 
Green Bay, and about one-third o f the  eligibles in South Bend.

T H E  CRS ASSIG N M EN T

As expressed in the work statement fo r this contrac t, CRS is partic- 
ulary  interested in those aspects of the Ins titu te’s work regarding 
“Government responses to the housing needs of low-income house­
holds.” The work that follows treats, the refore, with In stitute  findings 
regard ing four  basic program areas: The experimental housing allow­
ance, conventional public housing, section 23, and section 8. The latte r 
two program elements have been combined, both because they are 
so similar in content, and also because the Ins titu te’s analysis re gard ­
ing section 8 has jus t been recently initiated. There is also a special 
section regard ing the Ins titu te’s work with the market model, much 
of which is s till in its early stages, but which offers some ins ight into 
the complexities of the market  conditions affecting lower-income fami­
lies.
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(data (o r 1970 un laaa ot ba rv la a noted)  

Po pu lat ion  a ls o  ca tegory*

3Q0.PQQ-1 M il li on 50 .0 00 -5 00 .0 00

Sp ati a l S cruccu f

1. Po pu lat ion
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Ja ckso n vil le  Sacrai

Phi la de lp hi a New York Sew Bedford

4 . Percent of  po pu la tio n bla ck

I .  Hom ing Demand

5. Median family  Income (I )

Baltim ore  Bo a tot Ja ckso n vil le  Syracui

11 .94 5 7,4 73
Ro cbeater , Columbus. 0 
H.T.

14 .1  5.2«>
Ja ck so n vil le  Ro ch ester,

l .T .

Aug us ts , Ga. Lo we ll

New Bedford

40.7  0 .0
C a in s v il le , Midland 
Fla .

9. Percen t Change In low-mod erate  5 .1  -2 3 .5
income fa m il ie s , 196C-7OC Loa Ang el es - D et ro it

10 . Percent o f Pop ulat ion  65 yr a.  11 8 •
Hoc h aste r,  Sa ia  Lake Sew Bedford Midland

C. Bou .ln , Stoc k

New Bedford Midland

14 . Renta l Vacancy Rata 13 .2
S e a ttl e - New Bedford

Pit tsbu rg h San Jo es

•The areaa Inc luded la  each group er a:  (1 ) la rges t -  New Tork. Los Aa ga laa , Ch ica go.  Phi la de lp hi a,  D et ro it . Sea Francis co- Oa kla nd ,
Bo sto n, Pit ts bu rg h.  Bal tim ore; (2 ) 2nd -  Houston, Newark, D allas.  Sea tt le -C vere tt , Milwaukee . San Diego, Denver, In dia napoli s,  San Jose , 
M lnae ap ol ia -S t. Paul;  (3 ) 3rd -  Columbus (O hio),  Rochester  (N .T .) , Sacramento . To ledo. Sy racuse . Salt  Lake, Youagstown-Uarreo . 
Jackso nvi lle ; (4) sm alle st  -  Fresno , K nox vi lle , 11 Paso,  Beaumont-Port Arth ur , Dee Moines, Aug usta . Lo we ll, Roanoke, Lubbock, New Bedford 
Ogden, C a in sv il le , Midland

9 More than one c i ty  with  th e sa xl an a or  minimum va lue

c Defined as  1970 hous ehold s wi th incomes of $10,0 00  or  la s s  compared to  )

dThe Fa ir  Market Rant Is  th e market rent  de fin ed  by the  Department of  Housing and Urban Development fo r un it s to be le as ed  -nd a -  the  S ecti on
8 housing  program. Such re nts  er a de fine d fo r va riou s si zed  u n it s , a l l  o f  which must meet ce rta in  quali ty  standards

eh olds  with  incom es of  $7 ,00 0 or Id as .

Sourc es:  U.S . Bureau of the Cen sus,  County and City  Data Book. 1972 (Washington, O.C .t 0 .1 . Coven____ ________
O.S.  Bureau of the Cen sus.  Census of  Housing:  1970 M etr op oli tan Housing C h aract er is ti cs.  HC(2, Serie s?  and U?S. Census of  
Bous ing:  1960 . Vo l. I I , M etr op oli tan Housing (Washington. D.C.I 0 .1 . Government Pri nt in g O ff ic e . 1973 and 1 9 6 5 ) .Fede ra l 
R eg is te r . Vo l. 41 , Ho. 30 , February 12 , 1976 (Washington. D.C .I U.S. Coverrmeot  Pri nt in g O ff le a , 197 6).

i Pri nt in g O ff le a . 1973 ).

I I .  T he  U rban Institute ’s H ousing  M arket M odel

A DESCRIPTION  O F T HE MODEL

The market  model offers an opportuni ty to simulate changes in 
housing qual ity and housing location over a 10-year period in different 
types of metropolitan markets. The model focuses part icularly  upon 
two areas of complexity where information is most lacking: The dif ­
ferences in policy effects among metropolitan areas and the differences 
between direct effects (e.g., new construction and the long run)  and 
indirec t effects (e.g., changes in the composition of the housing stock). 
Fur ther , the model is designed to reflect the effects of governmental 
or private actions on the housing s ituation  of households differentiated
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by race , income or  family  typ e (e.g.,  noneld erly fam ilies ver sus  sin gle  
individu als) .

Th e model has alr eady  provide d valua ble  ins ights in to  th e complex  
pro blem of pr ov id ing be tte r qu al ity  housing  at  low er pri ces  t o poor, 
urba n fam ilies . Per ha ps  the key po in t th at ha s emerged fro m the  
analy sis  is th at the ma gn itu de  and type  of  indi rect  effects caused by 
housing  pol icy dep end  upon  the con dit ion s in any pa rt ic ul ar  ma rket 
a t the time of  imple me nta tion. Qu ite  cle arly the di rect  effects can be 
sim ila rly  depen den t, as whe n no dev elop ers wish to pa rt ic ip ate in a 
bu ild ing program  fo r low-incom e households because  even wi th a sub­
sidy new un its  wi ll no t be com pet itive wi th  ex ist ing un its  c ar ry in g a 
price  disco unt . F or n at iona l pol icy  to  ap ply t he  sam e ho using  program  
to all  urban marke ts is a mistake because of  the  va st diffe rences in 
the indir ec t effects produced by any  major  Governm ent pro gra m.

Th e model is ca lib ra ted  to  individu al metr op oli tan  are as and its 
predict ion s are , there fore , specific  fo r diverse  marke t situa tio ns  (e.g., 
high  versus slow gro w th ; a rel ati ve ly high  ver sus  a low per cen tage of 
minor ity  household s). Th e model  div ides each metr opoli tan  are a into 
fo ur  to  six zones, each so defined as to max imize each zone’s ho moge­
ne ity  o f base year  housin g q ua lity, tra ve l times of  workers,  and  the so­
cioeconomic mix o f hou seho lds.  Model dwelli ngs and  mode l household s 
in each  zone rep res ent ac tua l incomes, rac ial  chara cte ris tic s of  ho use ­
hold s, and  th e qu an tit y of  housin g services pro vid ed  by the  d wellin gs 
in each  area (see figure 1).  The majo r outcomes of  t he  model are  the  
pric es and  qu an tit ies  of  housing  services pr ev ai lin g at  the  end of  a 
decade, the numb er o f new  uni ts a dded to and n um ber of u ni ts removed 
from the  stock du ring  the  period, and the locatio n of households  
among  zones. (See  “W eb of Urb an  Ho us ing ,” UT No. 12700.)

A ft er  ap plyi ng  th e model to  six metr opoli tan  are as fo r the  1960-70 
per iod , four  prototyp ica l metr opoli tan  situa tio ns  were des igned, re ­
flec ting  the ac tua l m arke t experi ence f or  those  ar eas du ring  the  decade. 
Th e hypo the tical citi es are  rep res en tat ive  of  the  en tir e popu lat ion  of 
the Na tio n’s me tro po litan  areas,  and the diffe rences among  them are 
rel ative ly small in numb er and precise ly identif iab le, ma kin g it  pos­
sible  to  gen era lize  ab ou t how those diffe rences in con ditions  influence 
the effects of  housing  polic ies or tre nd s in key marke t fac tors. And, 
because the  model are as are  b ased upon na tio na l da ta , it is possib le to 
use va rious na tio na l proje ctions made b y th e Census Bure au and  others 
in es tim ati ng  fu tu re  values  of  model inp uts . (C ha racte ris tic s of the  
four  model are as are  shown in tab le 2.) Th e proto typ ica l c itie s e xh ibi t 
sh arp div ers ity  i n the  two  f ac tors which have im po rtan t effects on the 
final sit ua tio n of households—ra cia l com pos ition and the  ra te  of 
gro wth in the numb er of  househo lds. The model inc orporat es the  
fun dame nta l du ra bi lit y and neighborho od str uc ture  aspects of hous­
ing . and  expli cit ly allows fo r the  int era cti ons of  h ousin g sub ma rke ts 
in response  to  su pp ly- dema nd  imbalances fo r d wellin gs pr ov id ing d if ­
fer en t qu an tit ies of  se rvices or imbalances fo r dwelli ngs wi th pa rt ic u­
la r sets  of  neighborho od at tri bu tes, especially  the  rac ial  and socio­
economic ch arac ter ist ics  of  oth ers  liv ing  in the  neighb orhood . Th e 
behavio r of  househo lds as co nsum ers of housing  serv ices and land lords 
as supp lie rs of  services in the  m odel is based u pon extens ive  em pir ica l 
evidence.
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SIM ULATING  VARIOUS SUBSIDY APPROACHES

The model has been used to simulate a number of possible Federa l interventions  in four prototyp ical market  situations, each in turn  having a variation allowing for different degrees of elasticity in the supply of housing from the existing stock. The relevant  simulations have involved housing allowances; new construction subsidies for all private residential build ing; and a mix o f allowances with new con- struction/major  rehabilitation. The latt er case is described in report No. 221-09 while the others are described in No. 12700, chapter 6.Report No. 12700 describes simulations made using the Ins titu te’s market model for various possible subsidies in di ffering market  sit ua­tions. Not only are policies contrasted, but the various types o f si tua­tions are classified in terms of whether the market areas are high- or low-growth and whether housing supply from the existing  stock is elastic or inelastic. The changes described are for a 10-year span.By and large, the results of the various simulations emphasize the diversity of market conditions. Six different program policies are simu lated: a continuation of the policies tha t characterized the 1960’s, with major reliance upon supplying new units of housing via various interes t rate  or di rect construction subsid ies; a comprehensive housing allowance; a smaller allowance program;  an income maintenance stra tegy; a long-term (two decade) allowance; and removal of all minimum standards fo r new construction.
The results of these various simulations vary widely, not only among themselves but  each in terms of its impact upon divergent market  con­ditions. In  qualita tive terms, the pr incipa l results were:A full-scale allowance program (22 percent of all households eligible) would, in many locations, significantly increase housing prices paid by par tic ipa nts ;

Income redistribution  without any earmarking for housing would also drive up housing prices, but by less than an allowance;The inflationary danger of a housing allowance varies widely with background circumstances. I t is most severe where prices per unit  of housing service init ially  are especially low relative to  new construction costs—where low-quality housing, in other words, is relatively  chea p;
Most of the upward  price movement due to a housing allowance affects part icipa nts directly. Households above eligibi lity levels suffer only minor price increases;
The price effects of housing allowances are much gre ater over a 10-year span than over a 20-year span ;
An across-the-board new construction subsidy (i.e., a filtering strategy) lowers housing prices of both new and existing housing at all qual ity levels;
Elim inat ing minimum standards for new construction causes small decreases in housing prices at the low end of the quality  range, especially in areas where these prices initial ly are high compared to the price of new construction.
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allowances combined with  new  construction/major 
REHABILITATION

Special  a tte nt ion has been pa id  to com bin ing  subsid ies,  par ticu la rly 
allowances wi th new construction  or  major  reha bi lit at ion.  In  th is  
work, to ta l prog ram costs were assu med to  be the same as the  work 
cite d above, whe rein  22 perce nt of  all households were elig ible  fo r 
allow ances. T hi s prov ide s co mpa rabi lit y across th e vari ous approaches . 
In  re po rt  No. 221-09,  a  sma lle r allo wan ce was also  com bined wi th two 
dif fer ent sup ply -side  subs idies, one lo we ring the  pr ice  o f new c onstruc­
tion an d th e ot he r low ering  the cost  of reh ab ili ta tio n.  In  thes e cases, 
the to ta l cost of  th e allowan ce prog ram was lowe red com mensurate ly, 
by red uc ing th e prop or tio n of  h ouseho lds elig ible to pa rti cipa te .

The  ma in object ive  of  comb ining housing  allowances  wi th sup ply- 
side  subs idie s is  to reduce  the po ten tia l pri ce  increases associated  wi th 
th e allow ance s. Pr ice incr eases are undesirab le no t only because they 
ten d to  redi str ibute the sub sidy benefits away fro m pa rt ic ip an ts  to 
pr op er ty  owners,  but also because ine lig ible households may hav e to 
pay hi gh er  housing  pr ice s as well.  In  a sit ua tio n chara cte riz ed  by a 
rel ati ve ly hi gh  pr op or tio n of  minor ity  fam ilie s plu s slow gro wth of 
low er incom e househo lds, a co mbina tion of  an a llow ance w ith  new con­
str uc tio n or  m ajor  r eh ab ili ta tio n subsidy  could be suffic ient t o con trol 
po tent ia l pr ice  increases, alt ho ug h only  th e reha bi lit at ion subsidy 
is able to ma tch  the la rg er  allowance prog ram’s increase in housing  
con sum ption among  lowest income households. Conceiv ably  a new 
constru cti on  sub sidy w hich  fo cused i ts subsidies more  intensivel y u pon  
the ve ry low est  qu al ity  perm iss ible fo r new con struction could achieve 
some of  t he  incr eased con sum ptio n of  t he  reha bi lit at ion subsidy . The 
control on prices  exercised by both sup ply -side subsidi es is sufficient 
to sto p the  redi str ibut ion of  allowance prog ram benefits from low- 
income r ecipi en ts to high-inco me  l andlo rds .

In  th e exa mple of  a  h igh-grow th  and high -m inor ity  city, the allo w­
ance  pr og ram  causes  no major  price increas es to allo wance  pa rt ic i­
pa nts, an d there would  be li tt le  need  fo r a com pan ion  sup ply-sid e 
sub sidy if  m inim um-siz ed un its  are bu ilt  by pr iv at e bu ild ers  to  sa tis fy 
the dema nd  f or  thi s type  o f housing  f rom  fam ilie s whose incomes are 
too high  fo r assi stance, bu t too low fo r high er  pr ice d new housing . 
Thi s is a  c riti cal  “i f, ” however,  f or  i f b uil de rs are  not  m otivated  to  fill 
th is  demand, in  a cr itica l ran ge  of ho using  need , p ub lic  in ter vent ion  to 
sti mulate  such  new co nstruction  would  be wa rra nted .
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site that includes four rural  counties with a tota l population of about 
100,000.

A ma jor aspect of the design of EH AP was an explicit decision to 
obtain informat ion on the basic policy questions raised by allowances 
in three separate but related experimental elements, linked by a com­
mon program design. Each element focuses on a key issue involved 
in the housing allowance concept:
1. The demand experiment

Designed to test how households respond to allowances, the demand 
experiment has been carried out in two large  metropolitan areas, Pi tts ­
burgh  and Phoenix. About 1,250 families have participated in each 
site, with allowances being provided in 17 different forms. Control 
groups were established at each site, consisting of households not re­
ceiving allowances, to compare their experiences with families receiv­
ing subsidies. The demand experiment will be completed by Februa ry 
1977, except fo r final reporting  and data analysis ; part icipating fa mi­
lies will have been shifted to other subsidy p rograms, if eligible and 
will ing to participate.
2. Supply experiment

Designed to test how the  local housing market  responds to the im­
pact of an allowance program, this aspect of EH AP  is being carried 
out in two small SMSA’s, Green Bay, Wis., and South Bend, In d. In  
these two sites the enrollment is open, unlike the situation in either 
the demand or  administrative  agency experiments, and any renter or 
owner household meeting income and housing quality  standards is 
eligible. This is the only aspect of EHA P in which homeowners can be 
participants.  The supply experiment may continue to enroll households 
until 1984.

The supply experiment addresses four  primary research a reas:  (1) 
supply responsiveness, including price changes and housing improve­
ments; (2) the behavior of marke t intermediaries and indirect sup­
pliers ; (3) changes in residential mobility and neighborhood patt erns; 
and (4) the effects on nonparticipants, part icula rly with respect to 
changes in housing prices for those within or just : hove the range of 
eligibility.

The administra tive agency experiment {A AE )
The AAE is designed to provide insights  into various methods of 

adminis tering an allowance program under  different circumstances 
and through different local agencies. Eig ht public agencies are in­
volved—two local housing authorities, two metropolitan area county 
government agencies, two State community development agencies, and 
two welfare agencies.1 Each was given broad latitude  to design and 
implement methods of managing an allowance program. The AAE 
has now been closed out, and final analysis of i ts progress is underway. 
Par ticip ating families have been shifted  to other subsidy programs.

The Urban I nst itute’s role in this overall effort is to provide a four th 
research component:

1 T he  AAE  si te s a re : Bismarck , N. D a k .; D ur ha m , N .C .; Ja ck so nv il le , F la . ; Peo ri a,  Il l.  ; 
Sa lem , Oreg. ; Sa n B er nar di no , C a li f. ; Sp rin gf iel d, Ma ss. ; a nd  T uls a,  Okla.
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4 - The integrated analysis
To draw upon all sources of experimental data  and analysis, link 

them appropria tely to nonexperimental data, and provide an impor­
tan t inform ation source in determining how the housing allowance 
concept ties into the development of a national housing policy.

The integrated analysis, designed for comprehensive use of the  total 
EH AP  experience, serves a number of purposes. Fir st, i t analyzes com­
parable  data  drawn from the experiments, contr ibuting selective 
analysis necessary to complete the answers to research and policy 
questions in important areas of EH AP  research. It  does not involve 
duplicat ion of analysis carried  out in the individual  experiments. 
Second, it generalizes E HA P findings, so tha t the results observed at  
the re latively  small number of EHA P sites and in the different exper i­
mental contexts can be interpreted in general terms appropria te to  the 
development of national housing policy. Finally, the integra ted analy­
sis synthesizes and appraises all EH AP results, making them unde r­
standable to a wider  community as well as more useful in the process of policy development.

e h a p : w h a t  ha s  bee n  le ar ne d to  date

1. Household participation
There have been more than  51,000 applicants for allowances in all 

three experiments, and less than  hal f of these (24,675) were enrolled 
into the program. However, due to terminations for a va riety of rea­
sons, only 18,683 households have received payments through Novem­
ber 1976 (table 3).

A breakdown of the population g roups through various stages of en­
rollment process is shown on table 4. Some groups (for  example, the 
elderly, the working poor) were more difficult to reach and to enroll in 
the p rogram than others (for example, welfare households). (See Re­port 216-24, pp. 11-20.)

Average adjusted incomes of part icipating households have ranged 
from $2,000 to $4,700 annually (see tables 5, 6, and 7). Average 
monthly payments ranged from $72 to $89 a t the various sites in the 
administrative agency experiment, from $53 to $73 in the two demand 
experiment sites, and from $60 to $87 in the supply experiment  sites (for renters ).
2. Program administ ration

As indicated, a variety  of agencies administered the program but 
all had to manage the same basic approach of matching  up house­
holds with qualified housing and allowance payments. Households 
had to be contacted, make application, prove tha t they met income 
and housing quality standards (either by living in a standard unit  or 
by moving to one), and then begin receiving allowance payments.

Not only were the outreach and income certification functions 
managed in a var iety of ways, pa rticu larly  in the AAE, but a number 
of different forms and intensities of counseling and other  services 
were provided (see 216-24, pp. 20-32). In some instances, these serv­
ices appeared  to be ins trumental in helping  households meet housing 
quality  standards, but almost always at some additional cost in pro-
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gram  admi nis tra tio n. Th e rel ati onship betw een thes e fac tor s is sti ll 
undergo ing  ana lysi s. In  the Demand and Su pp ly  exp eriments , sub­
contr ac tor s to HUD have set up th ei r own field offices, and  the ran ge  
and mix of  services  has been somewhat dif ferent  fro m those provide d 
in the  AA E.

Most familie s in  the E H A P  ha d to  be liv ing in u ni ts  th a t met ce rta in  
hou sing sta nd ards  before the y could  receive  pay ments . The  various 
experim ents used dif fer ent sets  of  sta nd ards . I t  was found th at  d iffer­
ences in sta nd ards , r at he r th an  di fferences  in  th e h ousin g it se lf,  caused 
a h ighe r fai lur e rat e in the  Demand experim ent, where, on a com para­
ble basis , 75 p erc ent of  th e un its  f ail ed  to  meet  first  inspec tion  stan d­
ards  com pared to  60 percen t in the  two Su pp ly  sites . (F or  fu ll dis ­
cussion of st an da rds u tili zed, see 210-30, S eptem ber 1976.)

Analy sis  of ad min ist ra tiv e fun ctions has been a pro minent pa rt  of 
fhe E H A P  research  to da te,  as  in dicated above.  P ap er  216-31 not only  
sum marize s th is work (see tab le 8) , but  also discusses in ter go ve rn­
menta l r ela tions  in th e E H A P  an d work  th at  ha s been done in in te gr at ­
ing  the  a llowance  p rogram  requirement s w ith  those  of  othe r p rog ram s, 
such  as w elfa re and  publ ic housing .
3. Program costs

The larges t pa rt  of  prog ram  costs are accoun ted fo r by allowance 
pay ments  to fam ilie s, the rem ain der fo r ad min ist ra tiv e expenses. 
Table s 5, 6, and 7 show ave rag e mo nth ly paym ents to allowan ce re­
cip ien ts for each of  the three  exper iment s. In  the  A AE admi nis tra tiv e 
costs  totall ed  about  20 percent of  all costs.

Ad minist ra tiv e costs hav e var ied  throug ho ut  the experim ent, due 
to local con ditions  and  diffe rences in manag ement  methods of  each 
ad mi nis ter ing agency. Al thou gh  much of  the  work in th is are a re­
mains  to  be completed or  is  in dr af t form, 216-31 conta ins  a sum mary 
section on costs (pp . 68-77 ). Costs  have been bro ken  down a num ber  
of  ways , but  one ana lys is separat es out “i ntak e” costs (th e cost of  en­
ro lling  a fam ily  and  br ingi ng  it into the prog ram) and ma inte nan ce 
costs  (th e cost of  c on tin uin g to pro vid e allowan ce paym ent s a nd  serv ­
ices ). In  the  AAE,  keeping in mind w’ide va ria tio ns  across the  eig ht  
agencies, the  median in tak e cost  p er  househo ld was $225. I n  the  Sup ply 
Ex pe rim en t, the  latest  com par able figures are  $218 in Green Ba y and  
$250 in South  B end .

Ma intenance  costs ap pe ar  to be $204 p er  h ouseho ld an nu all y in the  
AAE,  and sim ila r costs in the  Su pp ly Ex pe rim en t are  about $143 p er 
year in Green Ba y and  $84 in South  B end . An aly sis  is s till  underway 
to insure  a more  a ccu rate degree of  com parab ili ty  in.th ese  cost  figures 
th an  is now a vai lab le.

W ith in  the  AAE itself , ad min ist ra tiv e costs  va rie d wide ly. To tal  
costs  fo r g et tin g a hou sehold  i nto the  p rogram  and maintaining  i t fo r 
5 yea rs were $204 pe r ye ar  pe r household  in Tu lsa , and $429 in 
Jac kso nvi lle.

A sign ificant po rtion  of  ad min ist ra tiv e costs was  accounted fo r by 
fam ilies that, were contac ted  an d even enro lled b ut ne ver  became allow­
ance recipie nts.  In  the  AAE,  an est imated 36 perce nt of  to tal  intake  
costs a re at tri bu tab le  to th is  circum stan ce.  I n  t he Su pp ly  E xp er im en t, 
it  is est imated th at  enrol lment  costs pe r new rec ipient could  be re ­
duced by 39 pe rcen t if  a ll enro llees could be conver ted  to rec ipie nts .
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There are many impor tant caveats inherent in attempting  to com­
pare costs in an effort as far ranging and complex as EH AP  and these 
are emphasized on pages 74-77 of the Administrative Research report. 
See also table 8 for a summary comparison of various admin istrative 
approaches.
J. How were allow a nee recipients affected?

Recipients of allowances were affected in a variety of ways. In every 
case, thei r circumstances were improved, e ither through giving them 
the means to move to a better unit  in a better neighborhood, or the 
means to reduce the percentage of their income they had to pay for 
housing. Special difficulties were faced bv minority participan ts pa r­
ticular ly in Jacksonvi lle as part of  the AAE.

(a ) Changes in  percentage o f income paid fo r hous ing.— Allowa nces 
have markedly reduced the rent burden for part icipating families. 
Experience in the Supply Experiment to  date indicates that this is the 
predominant effect upon part icipating families in Green Bay and 
South Bend. In the Demand Experiment , the percentage of income 
spent on housing in Pitt sburgh dropped from 41 percent to 24 percent, 
and in Phoenix from 42 percent to 23 percent (216-24).

In EH AP , unlike section 8, recipients are not limited by a fai r 
market rent ceiling, but can pay as much of their incomes for housing 
as they desire, understanding  that  any amounts paid beyond the EH AP  
cost limit must be paid with thei r own incomes (240-01). Another 
contrast is t ha t income limits are h igher  in section 8 than in E HA P. 
In the two Demand E xperiment  cities 43 percent (in P ittsburgh ) and 
52 percent (in Phoenix) of recipients that  met housing requirements 
at enrollment were spending more than  the estimated cost of adequate 
housing. This  would imply that  i f a section 8 type limit were imposed, 
roughly hal f the families in those cities would be excluded unless they 
moved to cheaper units, and the other side of the  coin is tha t removal 
of the rent ceiling would greatly  increase participation in section 8.

(b) Changes in  housing quality.— Housing quality standards have 
already been mentioned—in the AAE about 43 percent of recipient 
households met housing requirements at  enrollment, and about ha lf of 
those, in the Supply Experiment met requirements without either mov­
ing or upgrading  the ir units.

Moving to a bette r unit—often in a better neighborhood—was one 
of the three ways a household had of  becoming eligible for  payments. 
In Phoenix, most enrollees met housing requirements by moving. And 
in the AAE 45 percent of all recipients moved in order to receive 
payments.

There was not a significant amount of improvement undertaken  to 
bring  currently occupied units up to standard in any of the EH AP  
sites. In the AAE  sites from 2 to 21 percent of tenants upgraded the 
quality of their units, rather than move (see table 9). In the supply 
experiment there is a comparabi lity problem because housing condi­
tions are so different in the two sites. But amounts spent for repairs 
to bring units to standard have generally averaged under $50.

One important lesson from the Demand Experim ent is tha t moving 
in itself does not guarantee  attainmen t of housing that meets stand­
ards—only hal f of the movers in the Demand sites met requirements
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af te r th ei r moves. Al thou gh  mo ving does impro ve the chances  of a 
hou sehold receiving  an allowance, there  is no evidence  th at  the all ow ­
ance prog ram  ma rke dly  influences the  pro pens ity  of  households to 
move. Sur vey s ind ica te th at ma ny of these fam ilie s wou ld probably 
have moved anyway .

Th e tig htn ess  of  the  local hou sing marke t also ap pe ars to  influence 
wh eth er or not  enro llees who move eve ntu ally become allow ance  re ­
cipien ts. For inst ance, in the AAE ap prox im ate ly 60 percen t of  en­
rollees in t ig ht  m ark ets  (4- 6 percen t vacancy ra tes) became r ecipients , 
contr ast ed  to 85 percen t of  enro llees in looser marke ts (8-13 percen t 
vacan cies). Further  work on th is im po rta nt  are a is be ing  done, and  
no final conc lusions a re yet possib le.

(c) Chan ges in  neighborh ood quality^— Abo ut ha lf  of the households 
th a t moved in th e AAE site s up grad ed  the  qu al ity  of th ei r ne igh bor­
hoods via  the  move (based upo n an ind ex ta ki ng  in to  a cco unt  income, 
edu cat ion , and wh ite  co lla r em ployme nt of  census t ra ct  r es id en ts ). But 
an othe r 29 percen t o f the movers  were in lower qu al ity  neighborhoods , 
acc ord ing  to the  index. Black households  th at  moved outside  th ei r 
or igi na l census tra ct s improved  th ei r level of neighborho od qu ali ty 
more t ha n whi te households , but the  a verage  q ua lity of  neigh borhoo ds 
in which minoriti es lived was subs tant ia lly  be low those  o f whi tes both 
before  and af te r moving  (216-24, pp.  42-44 ).

(d ) The  min or ity  experience .— Pa rti cipa tio n of  mino rity fam ilie s 
in E H A P  has va rie d wildely . In  G reen Bay, wi th  a very sma ll mino r­
ity  popu lat ion , only 2 per cen t of  E H A P  enrolle es were  minoriti es 
(and  t hree  tim es more  M exican -Am eric an than  black fam ilie s) ; while 
in South  Bend,  31 percen t of enr olled househo lds were minority . The 
ran ge  in the  AAE var ied  fro m 2 percent in Bi sm ark  to 66 p erc en t in 
Jac ksonvil le.  The San Be rnardino  mino rity po pu lat ion  is % S panis h-  
Am erican . Tn Pi ttsb ur gh  mino rity enro llees cons titute d 26 perce nt 
of  the to tal , and  in Phoenix , where the dominant minor ity  is Mexican- 
Am eric an,  the  pe rcentage was  39.

In  both the  A AE and  Dema nd exp eriments , minor ity  fam ilie s were 
less l ike ly to l>ecome recipi en ts of  a llowance s t ha n no nm ino rity house­
holds. On ly 57 percen t of  mi no rity households enroll ed (i.e., elig ible  
fo r paym ents in terms  of  income,  tho ugh not necessarily in ter ms of 
housing  sta nd ards ) ac tua lly  received them  in the  AA E,  com par ed to 
76 percen t of  wh ite  househo lds. In  the  Demand Ex pe rim en t, only 43 
perce nt of  mino rity households becam e rec ipi en ts com pared to  52 
percen t of no nm ino rity households (21 6-24).

One  site  offe red pa rt ic ul ar  difficulty  f or  black households —Ja ck so n­
ville , Fl a.  On ly 21 percen t of  blac k enro llees du ring  the  first en roll­
ment per iod  became allowan ce rec ipients t he re , co mp are d to  54 pe rcent 
of  nonm ino rity households enrolle d. Th ere  were at leas t two  reasons 
fo r th is : Ho us ing qu al ity  of  black households at  tim e of  enrol lment  
was signif icantly  lower th an  th at  of  nonm ino riti es,  so a gr ea te r pr o­
portion  of blac ks would have to move to  meet prog rams requirements. 
Bu t the Jac ksonvil le ma rke t is seve rely  seg reg ate d, and black house­
holds appeare d un wi lli ng  to  cha llen ge ex ist ing  pat te rn s o f segre gat ion  
in th ei r housing search (21G-24).

Spanish -Ame rican househo lds general ly had less trouble in securing 
housing th at  met prog ram  requir ement s, pa rt icul ar ly  in the  two sites 
with sign ific ant  numb ers  of Span ish -Ame ric an  households  (Pho en ix



205

and San Bernardino—see 216-25). In general, few households moved 
outside the ir neighborhoods and there is no evidence that minority  families found eligible units in locations (e.g., suburbia) far  removed 
from thei r original inner-city neighborhoods (249-01). This fur ther 
underscores early findings in Wilmington, Delaware, and Kansas City (210-6).

Research is stil l continuing  on the issues involved in the experience 
of minorities in the EH AP , especially regarding  mobility and loca­tional choice in various of the sites.
5. Price changes in varying market situations

One of the principal  issues involved in a housing allowance ap­proach is the effect it will have upon the price of housing throughout 
the markets involved. This question is the focus of one aspect of the 
EIIAP, the Supply Experiment. Although market conditions are quite different in the two sites (Green Bay and South Bend), in neithe r 
site has there been any evidence of price inflation in ei ther rentals  or 
home prices tha t can be ascribed to the allowance program. Nor has there been any evidence of neighborhood turnover.

In Green Bay, where 6 percent of all households are allowance re ­
cipients, gross rents rose at about a 6 percent annual rate, but nearly 
all of this increase was due to higher costs fo r fuels and electricity . In 
fact, rents for program par ticip ants  have risen by less than the market average.

In an effort to explore fur ther this vital issue, the Urban Inst itute 
has employed i ts market model to measure price inflation in the two supply experiment sites, presuming an allowance program had been 
in effect d uring the 1960’s. If  t hat  had been the case, and positing a 10-percent household partic ipation rate in Green Bay, housing price 
inflation would have been negligible. In South Bend, although the 
prices of housing would have risen substantially durin g the same pe­
riod, the higher costs would still be less than  the cost o f new housing 
for allowance recipients. (Fourth  Annual Report, In tegrated  Analysis and 216-26 and 216-27)
6. Program acceptance

Evidence to date indicate tha t a housing allowance program is ca ­
pable of attr act ing  many applicants within  a relatively  short time, 
although some groups (e.g., elder ly) are part icula rly difficult to get 
into the program. The type and intensity of outreach programs can 
be influential in affecting overall partic ipation rates (216-24).

Housing allowances have been well received in the 10 communities where there is significant awareness of the program. Local acceptance 
appears to be related to the conditions of the local housing market, 
local economic conditions, and the general attitude of the community 
toward Federal assistance programs (216-24). During the past year 
there has been a higher level of community acceptance in South Bend.
7. Housing allowances in low-income rural areas

While EH AP  has been carried  out predominantly in urban and 
exurban areas, a special study was undertaken to determine what  e f­fect an allowance program might have in rural areas (216-1) . There 
are an estimated 4.2 million to 4.5 million rural  households which might be eligible for an allowance program, and about 45 percent of 
them live in substandard dwellings. The study concludes t hat  while
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an allowance program would be feasible in most rura l areas, there are 
probably some s ituations where di rect cash assistance should be sup­
plemented with other programs such as: (1) where there is a high 
propor tion of substandard unit s; (2) where there has been a decade 
of declining population and per capita income is low; and (3) where 
there are groups requiring special assistance such as Alaskan natives, 
migrants , o r no-cash renters now living in  substandard units.

Rural  housing markets are short on credit and the usual factors 
of production (labor, materials, etc.) and allowances would have to be 
carefully  fitted to given areas in such a way tha t severe dislocations 
do no t result. It  is also im portant to recognize differences in county 
market situations—most substandard ru ral housing is in counties that 
are not, on the whole, declining but the situation is different in the 
South where most substandard housing is in declining counties. These 
areas would probably require some type of long-term supplementary  
supply-side program in order to meet the urgent need for standard 
units.
8. Housing allowances anti the welfare sys tem

A national  housing allowance program could constitute an impor­
tan t part of the present welfare system, but tha t system is currently 
undergoing another broad-gauge review, with an eye to major over­
haul. The Institute has explored the dominant  issues of how a di rect 
cash transfe r p rogram for housing might fit into  the existing welfare 
system, or with a negative income tax. (216—4). The study also con­
tras ts these two possible a lternatives with a s traight negative income 
tax having no earmarking for housing, in terms o f costs and benefits 
to part icipan ts.

The work indicates tha t a national housing allowance program 
would provide an important source of supplemental income to lower 
income families which need more aid than  can be provided through  
other “welfare” payments such as Food Stamps. The  Food S tamp pro­
gram is particularly analogous to a direct cash assistance program 
for housing, in terms of eligibili ty of families, payment levels, and 
administ rative forms, and the two programs would dovetail effec­
tively together. However, housing allowances would perhaps  be inef­
ficient and duplicative for families eligible for ADFC or SSI , and 
could have a significant adverse effect on the work effort of ADFC 
eligible households, particularly in States with high benefit levels. 
However, limi tations  could be placed upon the combinations of pro­
grams tha t eligible families could take advantage of, and thereby 
make housing allowances more effective. This program-linking  stra­
tegy is being explored fur ther in continuing work at the Institute.

TABLE 3.— EXPERIME NTAL HOUSING ALLOWANCE PROGRAM: NUM BERS OF HOUSEHOLDS PA RT ICIPAT ING AT 

VARIOUS STAGES*

Program Applicants Enrol lees Recipients

Supply Experi m ent. ,.........................
Dem and Exp erim ent........................... .
Administ rat ive  Agency Experim ent . 

To tals..........................................

26 ,5 26  12 ,764  9,7 66
5,488 2,523  2,5 23

19 ,678  9,388 6,3 94

51 ,6 92  24,67 5 18 ,683

1 Num bers app rox ima te peak  levels tor each exp eriment.
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T A B L E 4 .- P 0 P U L A T I 0 N  P R O FI L E S: A D M I N I S T R A T I V E A G E N C Y A N D D E M A N D  E X P E R I M E N T S  

[I n  p er c e nt of p o p ul ati o n )

A d mi ni s tr a ti v e a g e n c y e x p eri m e nt D e m a n d e x p eri m e nt

H o u s e h ol d s c h ar a ct eri s ti c s  El i g i b l e »  A p pli c a nt  E nr oll e d  R e ci pi e nt  Eli gi bl e 1   A p pli c a nt   E nr oll e d  R e ci pi e nt

P o p ul ati o n gr o u p s: ’
El d erl y _ _ _ _ _ _ _ _ _ _ _ _ _ _ 2 7 1 2 1 6 1 7 3 1 2 3 2 3 1 6W el f a r e _ _ _ _   . 1 5 5 5 5 3 5 2 3 1 4 0 4 1 4 2W o r ki n g p o or _ _ _ _ _ _ _ _ _ 5 8 3 3 3 2 3 1 3 8 3 8 3 6 4 7S e s of h e a d :
M al e _ _ _ _ _ _ _   . . .   . 4 3 3 3 3 5 3 5 4 9 4 7 4 5 4 5F e m a l e ..   _  _ _ _ _ _ _ _ _ 5 7 6 7 6 5 6 5 5 2 S 3 5 5 5 5

R a c e/ e t h n i cit y:
N o n m i n o rit y......... .......... 7 6 6 2 6 8 7 4 7 0 6 8 6 8 7 2Mi n o rit y _ _ _ _ _ _ _ _ _ _ _ _ _ 2 4 3 8 3 2 2 6 3 1 3 2 3 3 2 8

1 C e n s u s d at a ar e  u s e d t o e st i m a t e t h e  eli g i bl e  p o p ul ati o n i n t h e A d mi ni s tr a ti v e A g e n c y E x p eri m e nt ; a n d E H A P s ur v e y  
of t h e  p o p u l ati o n at t h e e x p eri m e n t sit e s i s u s e d t o e st i m a t e t h e  eli gi b l e p o p ul ati o n i n t h e  d e m a n d e x p e ri m e n t. U s e of  
c e n s u s d at a f or t h e  A A E m a k e s c o m p ari s o n s of t h e  eli gi b l e p o p ul ati o n a cr o s s e x p eri m e nt s diff i c u lt si n c e di ff e r e n t ti m e  
p eri o d s w er e u s e d, h o u s e h ol d c h ar a ct eri s ti c s ar e  d efi n e d dif f er e n tl y, a n d t h e  m et h o d of d at a c oll e cti o n dif f er s. I n o a r-  
ti c ul a r, t h e  w elf a r e p o p ul ati o n a s a p er c e nt a g e of t h e t ot al eli g i bl e  p o p u l ati o n i n t h e  A d mi ni s tr a ti v e A g e n c y E x p eri m e nt i s 
pr o b a bl y u n d er e sti m a t e d a n d t h e  p er c e nt a g e w o r ki n g p o or o v e r e sti m at e d d u e  t o  t h e s e f a ct or s.

* H o u s e h ol d s ar e  c h a r a c t eri z e d  a s el d erl y if t h e  h e a d i s 6 5 yr of a g e or m o r e ; w e lf a r e if t h e y r e c ei v e a n y i n c o m e fr o m  
w e lf a r e a n d ar e n o n e l d e rl y ; w o r ki n g p o or if t h e y ar e  n eit h er el d erl y n or w e lf a r e h o u s e h ol d s.

N o t e : T ot a l s d o n ot al w a y s a d d u p t o 1 0 0 p er c e n t d u e t o r o u n di n g.

T A B L E 5. — S T A T U S O F O P E R A T I O N S O F T H E  A D M I N I S T R A TI V E  A G E N C Y E X P E RI M E N T  T H R O U G H  

J A N U A R Y  1 9 7 6

R e ci pi e nt h o u s e h ol d s  

Af t e r  1 st  y e a r  of  o p er at i o n 1

Sit e a n d o p e r ati n g ti m e p eri o d

A v er a g e  A v er a g e  
J a n u ar y  a dj u st e d  m o n t hl y

1 9 7 6 n u m b e r  N u m b er  i n c o m e’   p a y m e nt

S al e m , Or e g.: M ar c h 1 9 7 3 t o J a n u ar y 1 9 7 6..............................................
S p ri n gfi el d , M a s s.: A p ril 1 9 7 3 t o F e b r u ar y 1 9 7 6....................................
P e o ri a,  II I. : A p ril 1 9 7 3 t o F e b r u a r y 1 9 7 6.......................................
S a n B er n ar di n o, C a lif .: M ar c h  1 9 7 3 t o M ar c h 1 9 7 6...............
Bi s m ar c k  N. D a k.:  J ul y 1 9 7 3 t o A .r il  1 9 7 6 ................................
J a c k s o n vill e  Fl a. : A p ril 1 9 7 3 t o J ul y 1 9 7 7: »...........................................

1 st e n r oll m e n t...........................................................................................
2 d e n r o ll m e n t. ............. ............ .................

D u r h a m, N. C.: J ul y 1 9 7 3 t o A p ril 1 9 7 6 ............................I " " " " "
T ul s a, O kl a. : A u g u st 1 9 7 3 t o M a y  1 9 7 6.................................................. ..

0 8 7 0 $ 2 , 8 0 0 $ 8 4
1 9 8 6 1 3, 0 0 0 8 9
0 8 3 5 3, 7 0 0 8 5

2 4 7 7 6 2, 9 0 0 8 4
2 6 3 6 7 3, 0 0 0 7 2

1 0 3 0 0 2, 0 0 0 8 6
4 3 5 5 4 1 3, 2 0 0 7 4
1 3 6 4 8 3 2, 4 0 0 7 4
2 7 3 8 2 5 2, 7 0 0 7 2

1 T hi s  r e pr e s e nt s st e a d y - st a t e o p er a ti o n s f o r t h e  e x p e ri m e nt .
’ Gr o s s a n n u al i n c o m e mi n u s  d e d u cti o n s f or d e p e n d e nt s, m e d i c al e x p e n s e s , et c.
3  T h e o p e r ati n g p eri o d  i n J a c k s o n vill e i s l o n g er  t h a n  at  o t h er l o c ati o n s b e c a u s e e n r oll m e n t w a s r e o p e n e d.

T A B L E 6 — S T A T U S  O F O P E R A T I O N S O F T H E  D E M A N D  E X P E RI M E N T  T H R O U G H J A N U A R Y 1 9 7 6

R e ci pi e nt h o u s e h ol d s

Sit e a n d o p e r ati n g t i m e p eri o d

A v e r a g e   A v e r a g e
a dj u st e d   m o nt hl y

N u m b e r 1   i n c o m e’   p a y m e nt

Pitt s b u r g h , P a .: A p ril  1 9 7 3 t o F e b r u ar y 1 9 7 7 ........................................................
P h o e n i x, Ar i z. : M a y 1 9 7 3 t o F e b r u a r y 1 9 7 7...........................................................

6 6 7  M , 6 0 0  $ 5 3
5 4 6 4 , 7 0 0 7 3

1 I n  a d d iti o n, t h e r e w er e 1 1 9 h o u s e h ol d s i n Pitt s b ur g h a n d 1 1 6 h o u s e h ol d s i n P h o e ni x w h o w e r e i n a t e m p o r ar y i n a cti v e 
st at u s  a s of J a n u ar y  1 9 7 6. T h er e  w er e  al s o 2 7 9 e nr o ll e d  h o u s e h ol d s i n Pitt s b u r g h a n d 2 7 6 h o u s e h ol d s i n P h o e ni x w h o w e r e  
n ot m e e ti n g  r e q uir e m e nt s w hi c h w o ul d e n a bl e t h e m t o r e c ei v e  p a y m e nt s .

’ Gr o s s a n n u al i n c o m e mi n u s F e d er al a n d St a t e i n c o m e t a x e s, s o ci al s e c urit y  t a x e s, a n all o w a n c e f or w o r k- r el at e d  e x ­
p e n s e s, m e d i c al e x p e n s e s, et c.
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TAB LE 7.— STATUS OF OPERATION S OF THE SUPPL Y EXPERIME NT THROUGH JANUAR Y 1976

Housing tenure by site and opera ting tim e period

Recipient households

Num ber

Average 
adjusted 
in co me1

Average
monthly

payment

Green Bay, Wis .: June 1974 to June 1984:
Ren ters...................... ......................................... ....................................... ......... 1,3 77 $3, 400 $60
Ho meo wne rs ............. .............................. .................................................. ____  1,0 30 3,600 53

Tota l_____________ ________ ______________________________ .........  2,40 7 3,500 57

South Bend, ind. : December 1974 to December 1984:
Rente rs_______ ______ _____________________ _______  . ____ ____  978 2,100 87
Hom eow ners_______ ____________ ____ ________ ______________ .........  1,3 30 3, 200 58

Tota l___________ _________________ ______________________ .........  2,30 8 2,800 70

1 Gross annual income minus deductions for  dependents,  medical expenses, etc.

TAB LE 8.— COMPARA TIVE ADVANTAGES AND WEAKNESSES OF THE 3 EHAP EXPERIME NTS FOR ADDRESSING 
AD MIN ISTR AT IVE ISSUES

Advantages Weaknesses

Ad minist rat ive  Agency Exper­
iment.

Dem and Exp eriment..................

Supply Exp eriment.....................

1. Admin istered  by existing agencies.
2. Cross-site  variation in choice of ad min­

istrative procedures.
1. Monthly  income accounting system.
2.  Housing Informa tion sessions (Contro l

group analysis).
1. Homeowners eligible .

2. Open en rollm ent; "stead y-state”  ap­
proximation.

3. Wi thin-s ite , ov ert ime  variations in choice
of some procedures (e.g. , cert ifica­
tio n) .

1. Diff iculty in att ributing outcomes to ad­
ministrative varia tions.

1. Maintain ing  trea tm en t integrity given pr i­
ority over  adm inis trative  efficiency.

1. Limitations on varia tions in basic program
design.

2. Diff icul ty in separating  true admin istra­
tive  costs from exp erimenta l costs.

TAB LE 9 .-M E TH O D S  OF ATTAIN IN G RE CIPIE NT STATUS : ADMIN ISTR ATIVE  AGENCY EXPERIM ENT

Percent of recipients

Site

Staying with 
rehabi lita tion

(pe rcent)

Staying
witho ut

rehabi lita tion
(pe rcent)

Moving
(pe rcent) Num ber

To ta l.  _________________ 12 43 45 5,75 6

Sa lem.................................................... ........................... 2 46 53 948
S p rin g fi e ld .. .____ ____________ ...........................  17 38 45 851
P e o ria .. ____ __________________ 4 56 40 935
San Bernard ino ______ ______ _ _____________  19 35 46 822
Bis marck.......... ................... ............... ........................... 6 70 24 430
Jackso nville___________________ ...........................  21 19 61 339
Du rham ______ _____ ____________ 9 45 47 516
Tu lsa___ _____ __________ ______ ...........................  21 35 44 915

Note: Categories denote household behavior between enrollment in program and receip t of 1st allowance payment,  a 
maximum period of 3 months. "Stay ing  without reh ab ili tatio n"  is equivalent to "m et earmarkin g a t enrollment in tab le 1.

Source: "T hird  Annual Report of the  Adminis tra tive Agency Experiment  Ev alu ation" (D ra ft ) (Cambridge , Mass.: Ab t 
Associates, Inc ., August 1976), tab le 8 -3 .

IV. C on ve nt io na l P ub lic  H ou sing

This is the largest Federal  program serving low-income households. 
There are now over 1.1 million occupied un its throughout the Nation, 
most of them located in central cities. Approximately 51 percent of 
all tenan t households are  receiving welfare assistance, and about 45 
percent are elderly, about 43 percent of whom are on welfare. Only
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about 23 percent of public housing tenan t households are nonelderly, 
non welfare households.

While new construction of public housing has lagged in recent years 
for a variety  of reasons, including local opposition, there has been 
a growing interes t in the problems of managing this substantial stock 
of housing. A principal reason for this interest  is the continuing in­
crease in the need for  Federal subsidies to cover the short fall between 
rent revenues and operat ing costs—subsidy costs in fiscal year 1977 
amounted to almost $600 million. Unde r various congressional man­
dates, families in public housing can pay no more than 25 percent  of 
thei r incomes for rent, while at the same time operat ing costs have 
escalated sharply , resulting in the need for Federal operat ing 
subsidies.

The steep rise in operat ing costs prompted HU D’s interest in 
management, and particularly in the development of measures of 
management performance. HUD  and the Congress share a concern 
tha t opera ting subsidies not be used to continue wasteful and inefficient 
management practices. HUD asked the Urban  Institute to undertake 
the definition and measurement of performance, with an eye to 
establishing the relationships between management practice and 
expense levels of local public housing agencies (PHA ’s).

In the course of developing measures of management performance 
and practice as well as measures of PH A operat ing conditions, for 
example, neighborhood services, the Ins titu te carried out over 30,000 
interviews with tenants, managers, PH A executives, and others and 
has amassed the larges t body of d ata  ever assembled regard ing hous­
ing management. Much of  this data  is still being analyzed, but the 
Inst itute  has arrived  at some conclusions regard ing what constitutes 
sound management, and has provided the Department with a proto­
type equation tha t forms a major element in the performance funding 
system, now being used as the principal tool for  determining the levels 
of operating subsidies.

The data was analyzed with the objective of understanding the 
dynamics of the management process, and  particularly of delineating 
the key factors in the improvement of housing management perfor­
mance. The measures tha t were derived reflect the feeling that human 
attitudes and perceptions are as valuable in establishing performance 
measures as are enumerations of some fair ly objectively quantified 
measures of the management process—for example, vacancy rates and 
rent collection losses. Thus many of the key variables used to measure 
performance involve the perceptions of public housing tenants—the 
consumers of the housing services provided by PH A’s. Other measures 
comprise the perceptions of project staff, central office staff, or  HUD 
area office personnel.

The Ins titu te developed four basic sets of variables:  (1) manage­
ment, variables describing agency organizat ion, policies, and prac­
tices; (2) control variables measuring environmental factors and 
agency characterist ics over which the PH A has little  or no control, 
such as neighborhood conditions and the  age of project buildings; (3) 
income and expense measures based upon actual experience; and (4) 
criterion variables which measure the overall performance of the 
agency. These are described fully in 209-5-2.
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Analyses of the interrelationships among these variables pointed 
the way to a sounder understanding of the dynamics of change in man­
agement operations. At this time, H UD had undertaken the Housing 
Management Improvement Program (IIMIP) and was particularly  
interested in steps that  might be taken to upgrade performance in 
larger P HA ’s. Under this effort, 13 PHA ’s—later reduced to  11—took 
various specific steps to upgrade thei r management, and the Institute 
has provided continuing oversight of the program.

The I nsti tute ’s work has shown definitively that  sound management 
performance rests squrely upon five basic precepts:

Strictness in enforcing rules—for example rent  collection, 
rules for tenant beh avior;

Management’s responsiveness to tenant needs—for example, 
the time it takes to respond to requests for maintenance;

Tenants’ concern for  the project and their positive involvement 
in management operation s;

Good coordination between central office and project  staffs; 
Decentralization of decisionmaking authority to the project

level.
These precepts not only are the governing agents in management 

performance in public housing but also in privately owned and man­
aged housing for low- and moderate-income families. The institute has 
also studied management experience at 60 FHA-insured projects and 
found that these same principles are v itally important in performance 
(209-6-2).

The Inst itute  has discovered that this set of principles is strongly 
related to two other key factors in management: operat ing costs and 
neighborhood conditions. Opera ting costs are lower when these quali­
ties are present, and the differences in costs are significant—for ex­
ample, in larger PH A’s where strictness in rule enforcement was in 
strong evidence, per unit costs were $21 per month lower than in large 
PH A’s which had lower strictness scores.

Anothe r im portant finding relates management principles to neigh­
borhood conditions. The Ins titu te’s analysis indicates that perceptions 
of neighborhood conditions are closely related to management per­
formance and practice. W here it was perceived that neighborhood con­
ditions have deteriorated, it is likely to be the case that  management 
performance has declined and that  management is using less effective 
techniques as well. Recent Inst itute work has again underscored this 
vital correlation between measures of management stric tness, respon­
siveness, tenan t concern, etc. with perceptions of neighborhood 
conditions.

The close correlation of neighborhood conditions w ith housing man­
agement performance emphasizes again the vital importance of the 
management of not only the housing stock but the whole community. 
For example, the presence of litt er and abandoned cars in the neigh­
borhood surrounding a public housing project is associated with 
poorer management performance at the project. In this regard, the 
Ins titu te’s work in the area of housing management blends with its 
other concerns with housing markets, the administration  of local pro ­
grams, and the need to unde rstand that  public interventions should be 
fitted to meet often widely divergent local needs.
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The major  body of the Ins titu te’s work in housing management 
deals with measuring and improving management performance. This 
work is linked directly to the related studies of establishing and 
adminis tering Federal subsidies to local public housing authorities, 
and specifically with the continuing development of the performance 
funding system. Finally , the other key aspect of the Ins titu te’s work 
in management has involved the measurement of costs, and the relative 
importance of various facets of costs (e.g., utilities) in the operations 
of the PH A’s. The work has  involved not only sophisticated simula­
tions of several important  elements of management operations, but 
also less formally structu red explorations of the intricate web of deci­
sions and administrative actions tha t form housing management.
1. "Measuring and improving management performance

Init ially designed to provide a da ta base for measuring progress of 
the housing management improvement program at 12 PH A’s, the 
Institute’s work in developing measures of performance has taken on 
greater importance in the past several years. As already indicated, 
one of the key findings was tha t several characteristics  of good man­
agement performance (e.g., strictness in making and enforcing rules, 
responsiveness to tenan t needs, tenant  concern for  the  pro ject and its 
environment) are directly  related to actual operat ing costs per unit 
month (209-5-2).

Continuing oversight of the HM IP underscored the inst itute ’s 
earlie r findings, and also found tha t a number of projects t ha t did not 
receive HM IP funds but were used as control group projects durin g 
the demonstration, performed as well or better than did the HM IP 
recipients (222-52-2).

The H MIP provided an impetus to concentrate upon measures tha t 
lead to significant improvements in management performance. But 
an effort was made to broaden the scope of the inquiry to include proj­
ects not involved with HM IP in studying what specific steps PH A’s 
had taken to improve performance. Change scores (scores obtained 
in 1976 minus comparable scores obtained earlier) were analyzed and 
25 projects selected, most of which had significantly improved their 
performance scores since 1973, and a few of which showed dramat ic 
downturns. Tn every case, the object was to discover what specific 
actions management had taken—or not taken—that  would have af­
fected the scores (239-00).

Project visits clearly emphasized the importance of  ear lier findings 
regarding the applicat ion of basic management principles. But they 
also showed that money alone is not sufficient to turn  management 
performance around (some projects with substan tial modernization 
funds still did not show higher performance scores) and significant 
gains depend upon major institutional change at all levels of the 
PHA . Where this has been happening, project scores are rising for 
most of the agencies’ developments.
2. A dminister ing operating subsidies

The improvement of management performance is closely linked to 
pei1 unit subsidy levels (highe r scoring projects generally operate at 
lower monthly costs than low-scoring projects). The Ins titu te has 
played a vital  and continuing role in the  development and refinement
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of H U D ’s Pe rfo rm an ce  Fu nd in g Sys tem (P F S ), pa rt ic ul ar ly  in the  
dev elopm ent  of  the prototyp e equ ation  th at uses act ua l op erat ing 
expense s (exc lud ing  u til iti es ) of  h igh -per form an ce  P H A ’s a s a yar d­
stick  ag ains t which to  m easure  expe nse levels  of  a ll P H A ’s o pe ra tin g 
un de r the same con dit ion s (209 -43 -1). Th e equation pe rm its  dif fer ­
ences in  op erat ing con dit ion s ove r which  the P H A ’s h ave lit tle  or  no 
contr ol (e.g.,  reg ion al va ria tio ns  in cost) to  be take n in to  consider a­
tio n in de ter mining  wh eth er  P H A  op erat ing cos ts are wi th in  nor ma l 
lim its.  Th e In st itut e fou nd t ha t there are  w ide va ria tio ns  in  o pe ra tin g 
costs fo r P H A ’s in dif fer ent sect ions  of  th e Na tio n, as well as wi thin 
or  ou tside  the same metr op ol ita n area  (223 -2). The pr ototyp e equa­
tio n alo ng  w ith  th e rules and reg ulati on s which  g overn  how’ Ihe equ a­
tio n is used and how ut il ity costs, rent al  incom e, an d othe r budget 
item s are de termined form  th e whole FPS .

Th e In st itut e has rec ent ly com pleted an analy sis  of  the fir st year 
of  exp erie nce  un de r the P FS . Some  of the  key findin gs a re :

Tot al  op erat ing expenses  fo r all  size P H A ’s have rise n more 
th an  40 perce nt since  1973:

U ti li ty  costs have risen over 60 p erc en t fo r lar ge  an d mediu m­
sized P H A ’s, and ne ar ly  50 p ercent  fo r small  P H A ’s;

Th ere is some evidence  t hat the P F S  is co ns tra in ing no nu til ity  
expense leve ls;

In  the 3-year  per iod , there is some evidence  of  decl ine in  the  
ma nageme nt p erf orma nce of P H A ’s of al l sizes;

Di rec tors of  la rg e P H A ’s hav e more negative feeling s abo ut 
the P F S  th an  do di recto rs of  smaller sized  P H A ’s;

Th ere  is no evidence  th at the P F S  ha d res ult ed  in low er levels  
of  services .

3. Ana ly zi ng  opera ting costs
Much of  the In st it u te ’s ea rly  w’ork in public housing  manag ement  

involved analy zin g o pe ra tin g costs, which h ad , in  the  la te 1960’s, begun 
to ris e ala rm ing ly.  P a rt  of  th is  analy sis  po int ed  cle arl y to  the  need  
fo r op erat ing subsidi es fo r P H A ’s, as a more  pa lat ab le  al ternat ive  to 
ra is ing tena nt  ren ts,  wh ich  wou ld have had to be incr eased by more  
th an  8 pe rce nt each ye ar  just to stay even with costs—and  th at  was 
be fore  the soari ng  cos t of ut ili tie s threw’ all pr ed ictio ns  out of ki lte r 
(300 01) . A t t he  time, f am ily  incomes were ris ing at  a 3-p erc ent  an nual 
ra te , no t near ly  sufficient to cover cost  incre ases even  if  Con gress ha d 
no t const rained ren ts to  no  m ore th an  25 percen t of  family  income.

F urt her studie s ind ica ted  no t o nly  tha t op erat ing costs were acceler ­
at in g,  bu t th at  there were  signif ica nt differen ces in cost  levels  fo r 
P H A ’s in dif ferent  pa rt s of  the  Na tio n and betw een lar ge  and sma ll 
P H A ’s as well as those in ce nt ra l city versus  n oncentr al city locatio ns 
(57000 an d see t able 10) . La rg e P H A ’s in ce nt ra l cit ies  l oca ted in the  
Nor thea st  or  Cal ifo rn ia  ge ne ral ly  show ed hi gh er  costs , and steepe r 
ra tes of increase than  those in the  South east or  Sou thw est .

The se diffe rences are  not  as signif icant in FH A-ins ur ed  subs idized 
proje cts  fo r low- and moderate- inco me fam ilie s (20 9-1 ). An aly sis  of  
da ta  fro m 65 p rojects fo r the  1965-70 period show ed th at while there 
were sign ific ant  reg ion al differen ces in costs, ju st  as  th er e a re in public  
housing , diffe rences were  much less s ign ific ant  between c ity , suburb an, 
or  no nm etr opoli tan  loca tions.
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Other comparisons of public housing costs with  those o f FHA-sub- 
sidized projects indicate that  the same relationships between perform­
ance and opera ting costs show up for those projects as well as for 
public housing. The studies (112-27 and 209-1) indicate also tha t 
there is no single “correct” management approach tha t will work in 
every situation , but tha t different styles must be found that  both fit 
local variations and embrace the basic precepts of high management 
performance.

In the development of the PF S, HUD had to take account of the 
most volatile element in the cost picture for PH A’s—util ity costs. As 
part of the data collection leading to analysis of management per­
formance, the Ins titu te added questions regarding  conservation meas­
ures and utili ty costs for  273 projects in 63 different PH A’s. Ratings 
were used to gauge the relative effectiveness of various techniques th at 
were used in an effort to cut back energy consumption. The paper rec­
ommends an incentive system for rewarding PH A’s t ha t effectively 
trim back consumption levels to replace the current system which 
offers little incentive to reduce energy consumption.

The steep rise in operat ing costs for public housing, and coincident 
need for substan tial opera ting subsidies from the Federal Govern­
ment, has prompted a number of studies of ways to reduce costs, 
increase productivity , or  both. HUD initiated, ear ly in 1976, a demon­
stration program involving performance incentives to PH A workers 
in eight authoritie s. The program is designed to test various incentive 
bonus systems, by way of learning the feasibility of such systems 
within the existing  PH A system.

A special study of the Brit ish experience with work study programs 
involving building maintenance in public housing was carried out in 
1974 by HUD and the  Inst itute, and  is reported in 222-51-1. Although 
the study cautions tha t the Brit ish experience is not directly  trans­
ferable to the American scene because of unionization, wage levels, 
various sizes of housing authorities, and other  reasons, the study 
nevertheless concludes that there appear to have been some savings 
as a result of the program, and that  workers generally like those tha t 
have been institu ted. Although many of the Briti sh studies are care­
lessly drawn, there is substantial evidence of higher produc tivity, 
significant reductions in per-uni t maintenance costs, and shortened 
response times. A second report  (209-1-4) by British  housing expert, 
John Macey, also describes the Brit ish performance incentives system 
and makes specific recommendations for carry ing out such programs 
in the United States.



2 1 4

T A B L E 1 0 .- M E A N  R E N T A L  R E C EI P T S A N D O P E R A T I N G  E X P E N S E S, 3 3 7  H O U SI N G  A U T H O R I TI E S , 1 9 7 0  

( D oll a r a m o u nt s i n p er u nit p er m o nt hl

L ar g e  L H A’ s ( o v er 1, 0 0 0 u nit s ) S m all L H A' s (l e s s t h a n  1, 0 0 0 u nit s )

R e gi o n a n d c e nt r al  
cit y l o c ati o n N u m b er

R e nt al
r e c ei pt s

O p er ati n g
e x p e n s e s

R e nt
l e s s

e x p e n s e s N u m b er
R e nt al  O p e r ati n g  

r e c ei pt s  e x p e n s e s

R e nt
l e s s

e x p e n s e s

N ort h e a st ( H U D  r e gi o n s 1 - 3 ):
C e ntr al cit y l o c ati o n _ _ _ _ 3 2 $ 5 8. 2 9 $ 6 5. 6 1 - $ 7 . 3 2 7 $ 5 4. 0 0 $ 5 5. 9 9 - $ 1 . 9 9N o n c e n tr al  cit y l o c a ti o n. . 1 2 5 8 . 8 3 6 0. 5 2 - 1 . 6 9 2 3 5 5 . 8 5 5 5. 9 4 - . 0 9

S o ut h ( H U D r e gi o n s 4, 6 ):
C e ntr al cit y l o c ati o n _ _ _ _ 2 7 3 7 . 8 2 4 2 . 5 9 - 4 .  7 7 6 3 4 . 8 6 3 6 . 8 9 - 2 . 0 3
N o n c e n tr al cit y l o c a ti o n. . 1 2 3 6 . 8 8 4 1 . 8 8 - 5 . 0 0 1 3 3 3 4 . 0 9 3 1 . 1 0 + 2 . 9 9

R e st ot U nit e d St at e s  ( H U D
r e gi o n s 5 7- 1 0) :

C e n tr al  cit y l o c ati o n _ _ _ _ 2 5 4 9. 5 3 5 9. 1 1 - 9 . 5 8 5 4 8 . 2 6 4 6 . 9 3 + 1 . 3 3N o n c e n tr a l ci t y l o c a ti o n.. 8 4 9 . 8 8 5 6. 4 4 - 6 .  5 6 4 7 4 2 . 4 5 4 0 . 1 5 + 2 . 3 0

N ot e: Ail l ar g e L H A' s ( s u bj e ct t o q u ali fi c at i o n s m e nti o n e d  o n p p. 2 - 3 ) ar e  i n cl u d e d i n t h e s a m p l e, a n d h e n c e t h e r e i s n o  
s a m pli n g  er r or a s s o ci at e d wi t h t h e ir fi n a n ci al d at a. T h e s m all L H A' s c o n stit ut e a r a n d o m s a m p l e of 1 5 p er c e nt of all e li gi bl e  
a ut h o riti e s. S a m pli n g err or s  a s s o ci at e d wit h o p e r ati n g e x p e n s e s f or s m all L H A' s ar e a p p r o xi m at el y $ 1 2. 7 5 di vi d e d b y t h e  
s q u ar e r o ot of t h e  n u m b er of L H A’ s i n e a c h c at e g or y . T h u s, f or s m all L H A’ s l o c at e d i n a c e ntr al cit y i n t h e S o u t h, w h e r e t h e  
s a m pl e si z e i s 6, t h e s a m p li n g  err o r f or o p e r ati n g e x p e n s e s i s $ 1 2. 7 3 di vi d e d b y 2. 4 5 (t h e s q u ar e r o ot of 6) , or $ 5. 2 0. F or  s m all L H A' s l o c at e d o ut s i d e a c e n tr al  cit y  i n t h e  S o ut h, w h er e t h e  s a m pl e si z e i s 1 3 3, t h e s a m pli n g err o r f or o p e r ati n g  
e x p e n s e s i s $ 1 2. 7 5 di vi d e d  b y 1 1. 5 3, or $ 1. 1 0. S a m pli n g err or s  f or r e nt a l r e c ei pt s ar e sli g h tl y s m all er t h a n f or o p er a ti n g  
e x p e n s e s, w hil e s a m pli n g  err or s f or r e nt -l e s s- c o st s ar e o nl y  1 0 or 2 0 p er c e nt of s a m pli n g  err or s f or o p e r ati n g e x p e n s e s

V. O t h e r  P r o g r a m s  f o r  H o u s i n g  L o w - I n c o m e  F a m i li e s

S E C TI O N 8 L E A S E D H O U SI N G  P R O G R A M

T h er e ar e a n u m b er of si m il a riti es b et w e e n t h e s e cti o n 2 3 p r o gr a m  
a n d  t h e m or e r e c e nt l y i niti at e d s e cti o n 8 pr o gr a m. B o t h h a v e b e e n 
s u bj e cts o f s o m e a n al y sis b y t h e I n stit u t e a n d  a c o m pr e h e nsi v e m o ni­
t o ri n g o f s e c ti o n 8 h as j u st b e e n st a rt e d.

T h e s e cti o n 8 e x isti n g h o usi n g pr o gr a m, li k e s e cti o n 2 3, d e a ls wi t h 
t h e  l e as i n g of u n its f o r f a m ili e s wi t h i n c o m es l o w e n o u g h t o m a k e 
t h e m eli gi bl e f o r t h e pr o gr a ms. T h e h o u si n g m us t m e et c e rt a i n p h ys ­
i c al st a n d ar d s.

I n  b ot h pr o gr a ms  t h er e is a r e nt c ei li n g b e y o n d w hi c h p a rt i c i p at ­
i n g  h o u s e h o l ds m a y n o t p a y. T h e r e nt c ei li n g i n t h e t w o pr o g r a m s 
h as b e e n a n o bj e c t of st u d y b y t h e I n sti t ut e. I n  or d e r t o u n d e rst a n d 
h o w t h e c ei li n g aff e ct s p a rti ci p a nt s a n d t h e m a r k e t, t h e I n st it ut e 
a n al y z e d e vi d e n c e fr o m t h e E x p e ri m e nt al H o us i n g All o w a n c e P r o ­
gr a m ( E H A P ), w h er e t h er e  is n o r e n t c eili n g t h r o u g h o u t m ost o f t h e 
e x p eri m e nt, a n d c o m p ar e d it t o s e cti o n 8 ( 2 4 0- 0 1).

T h e r e n t c ei li n g i n s e cti o ns 8 a n d 2 3 i ns ur e s t h at n o p a rti c i p at i n g 
h o u s e h o l d c a n s p e n d m or e t h a n 2 5 p er c e nt of its a dj us t e d  i n c o m e f o r 
a c c e pt a b l e h o u si n g. I t is d esi g n e d als o t o pr e v e nt h o u s e h o l ds fr o m 
li v i n g  i n “l u x ur y ” u n its, a n d it li m its t h e p o ssi bil it y t h at  l a n d l o r d s 
will p a rti ci p a t e i n pri c e g o u gi n g. T h e c ei li n g als o t e n ds t o t a r g et t h e  
s u bs i d y u p o n t h os e h o us e h o l ds t h at  li v e i n t h e w orst h o us i n g, a n eff e ct 
t h at  t a k es o n a d d e d i m p o rt a n c e  i n a li mi t e d - e n titl e m e nt p r o gr a m  s u c h 
as s e cti o n 8.

T h e c eili n g p os es c e rt a i n pr o b l e m s, h o w e v er. T h e m aj or o n e is t h at 
it n ar r o w s t h e r a n g e of h o usi n g c h oi c es a v ail a bl e t o l o w-i n c o m e h o us e­
h ol d s. E x a m i ni n g e vi d e n c e fr o m E H A P, w h e n * t h e r e is n o r e n t 
c eili n g, t h e r e p o rt c o n c l u d e s t h at  r e m o v a l of t h e  r e nt c ei li n g w o u l d 
m a r k e dl y r ai s e p o t e n ti a l p a rti ci p a ti o n i n t h e s e cti o n 8 e xi sti n g h o us-
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ing program. And since par ticipan ts who elected to rent  units ex­
ceeding the rent  ceiling would not have to be subsidized for  the por ­
tion of thei r rent in excess of the ceiling (in EH AP , families  pa ying 
more than  a fai r market rental must use their  own resources) , the 
additional cost of the program  would be attrib utab le to increased pa r­
ticipa tion and not to a higher subsidy per participant.

Othe r work on the section 8 program has ju st go tten underway, and 
there are no working papers  yet available. The work includes the fol­
lowing elements:

Development of survey instruments  and selected samples to be 
used in three sectors of the Nation for collecting data on agen­
cies par ticipat ing in the section 8 existing  housing program. 
Work  will cover five topics: administra tive fees and funct ions; 
recipient  and landlo rd part icip atio n; fai r market rents; hous­
ing qual ity standard s; and project sponsor pa rticipation.

Analysis of EH AP for mater ial that has relevance to section 
8, especially in areas of  fa ir market rents, various administrative 
approaches, and implicat ions of homeowner participation .

Issues in program management will be analyzed, using data  
collected from 120 public housing authorities  throughout the 
Nation.

The Ins titu te’s market model will be used to examine the conse­
quences o f us ing different mixes of section 8 (includ ing new con­
struc tion and majo r rehab ilita tion as well as existing  housing) 
and other programs. Market effects of section 8 will also be an 
important p ar t of th is analysis.

SEC TIO N 2 3 LEASE D HO US IN G PROGRAM

1. Lensed housing program-: A  statistical review (112-10 3/7 1)
This report presents and analyzes data fo r all leased housing units in

the program as of 1969. D ata is organized in te rms o f: housing c har­
acteristics (pp. 4—12) ; occupant characteristics  (pp. 16-21) ; p rogram 
costs (pp. 22-31) ; and a special analysis of aggregated data  for the 
23 most populous cities with leasing programs. This  repo rt consti­
tutes the statistical base for the Ins titu te work described in 112-29.
2. The cost of  leased housing (112-29 3/71)

Based upon the data collected for 112—30 described above, this study 
analyzes that data  and concludes that w’hile leasing costs a re some­
what higher than  the BLS  “low-budget” cost of unassisted housing, 
they are a great deal lower than  conventional or turnk ey housing. 
Detailed  discussion of cost relativities  is organized in terms  of: (1) 
actual costs at 61 leased housing authorities  (pp. 5-18 ); (2) com­
parisons of leased housing costs with BLS “low-budget” unassisted 
housing (pp. 19-24) ; and (3) conventional and turnk ey public hous- 
i n g (PP« 25-39). Implications  of the analysis are examined (p p . 40-44). J

3. Sect ion 23 leasing program: Progress report (112-35 5/71 )
Based upon interviews with staff members at 39 public housing

author ities, this study focuses upon tenant selection and location of 
housing (pp. 4-6) and effects of the program upon tenants, the hous-
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ing stock, and neighborhoods (pp. 7-10). The repo rt concludes th at 
leased housing has a higher degree of community acceptance, provides 
more units more quickly, and is less costly than conventional or  tu rn ­
key public housing (pp. 11-13).
4. Section 23 leased housing program, (123-716-110/72)

This  brief report, based upon existing data and Ins titu te interviews 
at 36 housing authorities, constitutes  a summary of pas t Inst itute work 
(112-29, 112-30, and 112-35) and an update of some data. Costs are 
contrasted to those for conventional and turnkey public housing, and 
benefits are categorized in terms of  tenants, housing stock, and neigh­
borhoods. The report ’s findings support earl ier Institu te research: Sec­
tion 23 provides benefits in terms of location in  existing neighborhoods 
and tenan t anonymity, as well as in lower costs, and the t ime i t takes 
to bring  units under management. Community acceptance is also 
higher for section 23 than for conventional public housing. However, 
because of the diversity of bui lding types and scattered locations, sec­
tion 23 housing presents some administrative problems for local hous­
ing authorities (pp. 652-653).

HOUS IN G TH E ELDERLY

America’s 13.3 million elderly households present a special chal­
lenge to housing policymakers. First, it is difficult fo r elderly house­
holds to make changes in the ir housing, par ticu larly  when they are 
homeowners (70 percent of elderly households own their homes, and 
many are debt free). They also frequently need special services which 
are often unavailable where they are currently living.

An Inst itute analysis of the 1973 annual housing survey makes 
three key points (0001-3) :

Elderly live in more modest dwellings, as a rule, than the non­
elderly. The homes of  the elderly are usually smaller in size ind 
lower in quality.

About 30 percent of all elderly households live in rura l areas 
and their  housing is substantial ly lower qual ity than thei r urban 
counterparts.

The urban elderly, while generally living in sound housing, 
often live in neighborhoods which they perceive to have serious 
problems.

Simply defining income is a special problem with the elderly, who 
receive many types of direct (for  example, OASI and section 202 
housing) and indirec t benefits from all levels of government. The fact 
tha t the elderly are often homeowners or have other  assets fur ther 
complicates definitions of “wealth” (229-04).

The EH AP  demonstrates some of the special difficulties involved 
in getting elderly households with low incomes to participate in an 
allowance program. Thei r partic ipation rates were generally low’. 
However, once elderly households wrere enrolled in the program they 
usually became recipients with less trouble than  the nonelderly, be­
cause they lived in higher quality units in those part icular areas 
(216-24).'

The Institute has compiled a special paper on Research, Needs fo r 
Info rme d Public Policies which addresses many of the key policy
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issues involved in housing the elderly (pp. 8-14, 229-04) and also 
summarizes a grea t deal of research tha t is available to date on the 
housing and income situation of  elderly households.

A fterword

SOME IMPLICATIONS OF THE RESEARCH FOR ADMINISTERING NATIONAL 
HOU SING GOALS AND LOWER-INCOME HOU SING  ASSISTANCE

In 1968, the Congress took the important step of quant ifying a set 
of housing goals for the Nation and required the executive branch 
to report annually  on progress toward those goals.

Six years later, the Congress enacted a new approach to housing 
assistance for lower-income families, one which provided States and 
local governments greater program flexibility.

Today, the Congress and the executive branch are faced with the 
task of bring ing these two st rong ideas—national goals and local flexi­
bility—together in a consistent national  program that  can be budget­
ed, funded and administered in a way tha t will meet the  intents of 
both the  1968 and 1974 acts. Goals for different kinds of housing activ­
ities will have to be established nationally while localities are choosing 
among different housing assistance programs such as conventional 
public housing, section 8 new construction and section 8 existing hous­
ing. Even when the program mix is known, estimates of the ultimate 
program costs must live with uncertain ties regarding such variables 
as the future maintenance of the neighborhood, the rate at which the 
incomes of part icipa nts will change and the quality of housing 
management.

A CONTINU OUS PROCESS FOR SETTING NATIONAL HOUSING GOALS

If  national housing goals are to incorporate local conditions, costs 
and priori ties as well as national perspectives, a formal arrangement 
should be worked out between the Congress and HUD to exchange 
information about what is happen ing locally and nationally. The 
process should be continuous in order  to balance locally developed 
goals and program informat ion such as cost experiences with the 
national housing goals and budgets.

Furthermore, the process should lie “open” so that HUD field of­
fices and the  State and local agencies can see the implications of local 
program decisions for national policy and understand the reasons 
why a policy is adopted at the  national level. It is our perception t ha t 
a major problem with the Federal system is that  confusion results at 
the State and local level because of the lack of clarity  among housing 
program goals and objectives at the national level. Congress expresses 
a variety of objectives in committee reports and legislation. Messages 
go forth  from the H UD Central Office as to its views about goals and 
objectives. Sometimes, individual  HUD field offices provided differ­
ent interpreta tions  of these often conflicting goals to the States and 
localities. The process of setting  national goals should provide for 
greate r clari ty and understanding of housing policies at all levels of 
government.
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The national housing goals should also be made more comprehen­
sive. They should incorpora te all types of housing activities, not only 
new construction and major  rehabili tation. For example, quantita ­
tive targe ts should be sought for  housing conservation activities, 
repairs and improvements, prevention of housing abandonments 
in localities where appropriate . Goals might also be conceived 
for the reduction of the burden of housing costs affecting consumers 
in various income groups. Other t arge ts could be established for pro­
viding housing assistance services, such as homeownership counsel­
ing, to groups in the population that  do not have the skills to op­
erate  effectively in the priva te housing market.

The Housing Assistance Plans (HA Ps)  required by the 1974 act 
potentially provide an excellent vehicle for obtaining State and local 
needs and priorities.  The quality of the HAPs, however, should be 
upgraded substant ially if they are to be used seriously in the process 
of setting national  housing goals. A Federal Government effort to 
improve thei r quality  should be pa rt of a well-organized program to 
improve the housing capabilities of Sta te and local governments.

IMPROVING LOCAL CAPABILITIES

A national  policy of  providing local flexibility in attending to the 
housing needs of lower-income families will only w’ork to the extent 
tha t States and localities are able to make good use of thei r respon­
sibility. While the quality of local decisions should improve with 
additional experience in implementing the 1974 act, the rate of p rog­
ress could be accelerated through a vigorous effort to educate State  
and local governments about the workings of housing markets and 
to tran sfe r successful local experiences in improving housing condi­
tions facing lower-income households.

As the accompanying description of the Urban Ins titu te research 
shows, local decisionmakers need to understand the indirect effects of 
thei r housing actions, for example, on the maintenance of housing 
stock not involved in the housing program and on housing prices 
throughout the community. In one housing market a program of new 
construction may lead to abandonment of sound housing elsewhere 
in the city while in another market a program of new construction may 
be a necessity both to prevent undesirable price effects and also to 
assure partic ipation by eligible households. A substantial body of 
housing knowledge is being accumulated which is not being dis trib ­
uted to State and local governments.

Similar ly, experience being obtained by localities is not beng shared 
sufficiently. Encouraged by the 1974 act, many communities seem to  
be creating new approaches especially in the area of housing conser­
vation, but this wealth of experience only gets transfer red in hap ­
hazard  ways to other communities. Mounting a sustained national 
effort to transfer  the “best practices” of localities is not easy. It  is 
extremely difficult to evaluate local programs objectively, and it is 
hard to iden tify the conditions that have enabled the program to work 
in one place and that  might be required to allow it to work in an­
other community. But it can be done.

In short, a major  new nat ional effort should be undertaken to im­
prove the adminis tration of housing programs at the State  and local
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level. The two principal components of this  effort would be the dis­
tribut ion of easily-understood descriptions of housing research and 
the national  dissemination of the “best practices” of  State  and local 
housing program administrations.

INCREASING HUD MONITORING AND  EVALUATION

Housing programs have suffered from “light switch” pub lici ty: 
Either  they are “on” and called a success because of the large num­
bers of dwellings they produce, or they are termed failure  and shut  
“off”. In reality , all housing programs have been outstanding suc­
cesses in some communities, have been dismal failures in others and 
have been somewhere in between in most. Because of a consistent fai l­
ure to evaluate the programs objectively, however, the true dist ribu­
tion of successes and failures  in America’s communities is never 
known, and the popular image of housing programs is u nfai rly cast 
in the picture of Pru itt-I goe  and its equivalents.

We urgently need to develop, therefore , an objective program of 
monitoring and evaluating housing assistance for lower-income house­
holds. The evaluation  program should be able to port ray the degree 
of success and failure throughout many communities as well as being 
able to iden tify exemplary program accomplishments on the one hand, 
and to identify program abuses on the other.

The monitoring and evaluation system should be able to distinguish 
among problems stemming from program management, ex ternal con­
ditions such as economic recession, and bad program design. I t should 
percolate only the most critica l information to the top—to the lead­
ership in the executive branch and in Congress. It  should afford a 
way to compare program accomplishments to the improved set of 
national  housing goals. Above a ll, it should provide for the speedy 
flow of inform ation so tha t prompt administrative  and legislative 
action can be taken to correct problems before another national hous­
ing program is brough t to tria l and termed a failure  on the basis of 
a relatively few community abuses.

In summary, the block grant  approach, explicit in the Community 
Development Block Grant program and implicit in section 8, creates 
new demands for goal-setting, information transfer  and monitoring 
and evaluation. The approach makes sense, however, as the research 
of the Urban  Ins titu te defines the many-sided diversity of local hous­
ing conditions.

The need to provide local program flexibility stems from the grow­
ing recognition tha t local housing markets and conditions differ sub­
stant ially  and tha t no one federally prescribed program would fit the 
rich variety  of local housing conditions. The goals of housing pro­
grams to meet the needs of lower-income families are complex, but 
if they are made specific, if  they  are prope rly understood at the local 
level, and if progress toward  them is objectively evaluated, housing 
programs can be administered successfully.



T he R ehab ili tatio n and R evival of D ecayed or D ecaying  R esi­
den tia l Neighborhoods

(By M. Carter Mc Far land1)
Before beginning an analysis of the character , problems, and po­

tentials of residential rehabi litation, i t is necessary to make some im­
portant distinctions. We must identify  what residential rehabilitation 
is, as generally used, and what it is not.

Every  year from $15 to $20 billion is spent by p roperty owners to 
maintain,  repai r, and improve the Nation’s huge existing housing 
stock. These expenditures cover normal property maintenance (esti­
mated to amount to about 2 percent of the cost of the average dwell­
ing uni t), as well as improvements and extensions. They include such 
things  as paint ing, plumbing and heating repairs , new roofs, new 
siding, new carports , extra  rooms or porches, and a host of related 
items. This is a highly desirable activity , but it is ca rried out spon­
taneously by property owners who can afford it or who can command 
short-term installment credit to pay for it. This improvement of res­
idential properties , largely by middle- and upper-income families, is 
not what we call neighborhood rehabilitation. There is another spon­
taneous process that must be excluded from the definition. This is the 
occasional dramatic revival of rundown neighborhoods by well-to-do 
families prompted  by the charm of the original buildings  or their 
locational advantages. This is sometimes called prestige rehabi lita­
tion. It  has occurred in Boston, San Francisco, Philadelphia, and in 
the Washington area in Georgetown, Alexandria, and on Capitol Hill.

Residential rehabil itation, as used in this repor t as well as by Fed­
eral, State,  and local governments, means efforts to arrest the decay 
cycle that afflicts many neighborhoods (part icula rly in the inner city) 
and in which all the natu ral forces—physical, economic, social, and 
political—conspire to induce and reinforce fur ther decay. This type 
of rehabilitation  attempts  to revive such neighborhoods for the peo­
ple—largely  poor—who live in them by improving th eir housing, the ir 
neighborhoods, and the people themselves.

IN CREASI NG E M PH A SIS  ON  NE IG HB OR HO OD  REH A BIL IT A TIO N

While public efforts to generate the rehabili tation of decayed or 
decaying residential neighborhoods are not new (they go back over 
40 years), the public and private prio rity  being given to such efforts 
has increased markedly in recent years. This is reflected in the great 
emphasis placed on rehabili tation bv HDD Secretary Carla Hills  in 
her speeches, congressional testimony and in other policy pronounce­
ments. Robert C. Embry, Jr. , Baltimore’s Commissioner of Housing 
and Urban Development, stated in recent testimony before the House 
Committee on Banking, Currency, and Housing, that : “Persons con­
cerned with  housing have increasingly realized that the answer to the 
problem of urban housing is to be found primarily in the existing

’ Dr . M cF ar la nd,  a 30 -y ea r ve te ra n of  HDD an d it s pr ed ec es so r ag en cies , wa s FH A A ss is ta n t Co mmissio ne r fo r P ro gra m s in  th e 19©0’s an d.  und er  Sec re ta ry  Ge org e Romn ey,  FH A A ss is ta n t Co mmiss ione r fo r R ehab il it at io n . He pl ay ed  a le ad in g ro le  in  th e  re ev al ua ­ti on of  urb an  re ne w al  re hab il it a ti on  an d di re ct ed  m os t of  th e  FH A  ex pe ri m en ts  in  re ha­b il it at io n . He al so  con cei ved an d di re ct ed  P ro je c t Re hab. All  ar e de sc rib ed  in  th is  pa pe r.
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stock of housing as opposed to new construction * * * methods of 
preserving our cities’ existing housing will become increasingly im­
portant.” The platforms of both the Republican and Democratic pa r­
ties in the 1976 Presidential  election disagreed in a number of ways 
on housing. But both parties  agreed on the major prio rity to be a s­
signed to the rehabili tation of rundown housing. HUD is taking a 
number of initiatives to encourage residential rehabili tation. So are 
many Sta te and local governments.

Recent trends  in population (as reported  by the Census Bureau) 
support this increased emphasis on neighborhood preservation. In 
commenting on these trends, Dean Harvey  Perloff, of UCLA’s 
School of Architecture and Urban Plann ing, has sa id : “We are now 
a mature nation. The farm-to-city migration is behind us. We are a 
nation of urbanites. The cities and towns we have already built will 
be with us fo r a long time to come. We will have to learn to conserve, 
to rehabi litate, to revitalize what now exists.” * 2 W illiam Gorham and 
Nathan Glazer have looked at the same statistics  and reached this 
conclusion: “* * * a much more complex housing-related problem 
[has] emerged—the problems of neighborhood. Housing is more than 
shelter. It  is fixed in a place in a neighborhood. The place and the 
neighborhood supplement the shelter of the house by meeting other 
needs and desires: personal security, information, access to jobs, 
credit, friends, as well as standard public services. It  is infinitely more 
difficult to improve neighborhoods than  i t is to improve shelter” (em­
phasis added).3 The shift  in sentiment toward rehab ilitation also re ­
flects a rath er general disenchantment, particular ly among neighbor­
hood residents themselves, with the bulldozer appproach to urban 
renewal which may have increased inner city tax revenues but at the 
expense of the displacement of thousands of poor people and the 
destruction of entire neighborhoods. Beyond tha t, one o f the implicit 
objectives of slum clearance and redevelopment—to attr act  the mid­
dle class back to the city and to disperse the poor to the suburbs—did 
not work. Neither did later  efforts toward dispersal of the poor and 
black into the suburbs. On the contrary , the concentration of the poor 
and the blacks in the central city has increased. Thus, it appears u n­
likely th at this important  objective—the dispersal of the poor and the 
racial in tegration of  our urban areas—will be achieved for a longtim e. 
In the face of these hard facts, the idea of improving  neighborhoods 
where the poor (and many minorities) now live becomes both a 
realistic and desirable option. Another consideration a rguing in favor  
of neighborhood rehabili tation  and revival, as opposed to rebuilding, 
is tha t i t is less costly. We will discuss this in more detail later.

T H E  PRO CESS O F NE IG HB OR HO OD  DEC AY

Because this discussion concerns efforts to arrest and reverse neigh­
borhood decay, we must take a close look at this  unhappy process. 
The decline of urban residential neighborhoods is many-sided. It  has 
physical, economic, social, and political elements, all interacting in

a H ar vey  S. Pe rlo ff,  ed itor . “Ag enda fo r th e New  Urb an  E ra ,” Amer ican  So ciety fo rP la nn in g  O ffic ials , Ch ica go , 19 -5 .
3 W ill iam Gor ha m an d N at han  Glaze r, ed itor s,  The  Urban  P re di ca m en t,  th e U rb an  In st it u te , W as hi ngto n,  D.C. , 1976.
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such a way as to reinforce one another. Over 20 years ago Harvey 
Perloff described the characteristics of decay in Chicago’s Hyde Park-  
Kenwood Neighborhood. He identified these as the key manifesta­
tions :

1. Physical deterioration of properties by reason of age, inadequate 
maintenance, and misuse;

2. Increasing  obsolescence of homes, community facilities, and 
street patte rns;

3. Overcrowding of buildings through  conversion of existing resi­
dences in to smaller housing units coupled with a general shortage of 
educational, recreational, parking and other  facilities  due to  the in­
crease in population den sity ;

4. A general increase in crimes agains t persons and property related t 
to the general neighborhood decline;

5. A breakdown in the enforcement of building and zoning laws 
and the  lowering of standards in the provision of public facil ities and 
services;

6. An accelerated inmigration of low-income families and an exodus 
of higher-income families, with a corresponding lowering of building 
maintenance and general community tone and morale.4

To make the picure complete, and to reflect significant changes 
which have occurred since Perloff wrote these words, some additional 
symptoms of neighborhood decay must be mentioned. These a re :

1. Redlining.—This term means the near-universal boycotting of 
declining neighborhoods by normal sources of  financing for the pur­
chase and repair of residential structures. As a result of th is vacuum 
of normal financing, owners in declining neighborhoods typically  be­
come the victims of loan sharks who exact exhorb itant terms for 
financing. It. is not uncommon in declining neighborhoods to find prop­
erties saddled with short-term, high-interest-ra te debt, expensive 
second mortgages or purchase contracts under which the title  to the 
building does not actually pass to the purchaser. Redlining has been 
much discussed and deplored in recent years. Much of this discussion, 
however well intended, has oversimplified the problem. The absence 
of normal financing certainly places an added burden on residents of 
declining neighborhoods. At the same time, the facts of decay make 
loans in such neighborhoods very risky. There is a limit to how much 
risk a lending institut ion can be expected to take, given its obligations 
to its depositors.

2. Poverty.— As several people with intimate knowledge of declin­
ing neighborhoods recently told the House Committee on Banking, 
Currency and Housing, a pervasive characteri stic of decaying or  de­
cayed neighborhoods is poverty. People in these neighborhoods simply 
do not have enough income to pay for decent housing or  for  adequate 
rehabilita tion of the housing they occupy. James Pickman,  Vice Presi­
dent of New York’s Bedford-Stuyvesant Corp., made this point 
clearly. He said median income of families in the Bedford-Stuyvesant 
neighborhood is $7,000. This income makes i t possible to pay about 
$145 a month for rent. But 25 percent of the area’s residents earn 
less than  $4,000 per year. Thus, one-quarter of the neighborhood’s

4 Harvey S. Perloff. Urban Renewal in a Chicago Neighborhood. An Appraisal of the 
Hyde Park-Kenwood Renewal Program, Hyde Park  Herald, Inc., Chicago, 1955.
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res ide nts  cannot affo rd more  th an  $83 pe r mo nth  fo r ren t. A reha ­
bi lit at ed  dw ell ing  (to ta l cost  of  pr op er ty  plu s reha bi lit at ion is $25,- 
000) if  financed  wi th a nor ma l bank  loan wil l req uir e a rent  of  $366 
a month.  Ev en  at  a 3-p erc ent  in ter es t ra te , th e ren t on such a reha bi li­
ta ted un it  would  am ount to  $256 a mon th. 5 I t  wou ld be poss ible  to 
deb ate  M r. Pi ck man ’s st ate me nt on financ ing  costs a nd  resul tin g ren ts. 
Th is  wou ld va ry  wi th the mort gage  terms ava ilable , the in te re st  r ate , 
et cete ra. B ut his  basic  po in t is acc ura te. Clearly , these fam ilies need 
some kind  of  help to  imp rov e th ei r hou sing . W ith  construction  and 
op erat ing costs  r isi ng  r ap id ly , t he  p ros pects  o f fam ilie s wi th  such low 
income wil l become worse. Th is case is no t aty pica l of costs  an d in ­
comes in th e d eclin ing  area s of ou r cities.

3. Ab an do nm en t.— Th e lar ge  scale  abandonm ent of prop er tie s in 
declinin g neigh borho ods is a rece nt, grow ing  a nd  di stur bing  p henom­
enon.  Th is com plicat ed development  is no t ye t fu lly  und ers too d. But  
it  ce rta inly  has much to  do wi th low income, poor  pr op er ty  mainte­
nance, fligh t fro m poor  n eig hborh oods of  all  who can affo rd to  d o so, 
low r etur ns  to l an dlords  who th us  suffe r un pro fita ble  inve stm ents, la nd ­
lo rd -te na nt  fricti ons, and othe r fac tor s. Ma ny run -do wn  ne igh bo r­
hoods are now fu rt her  bl igh ted  by row  upo n row of  boarde d up,  
vacant dwelli ngs . Thi s di stur bing  new de velopment a dds on e more  po­
tent  fo rce t o t he  many  involved  in  ne igh borho od decay. I t  also modif ies 
the lon g-h eld  view (expre ssed by Perlo ff in the passage  cited above) 
th at  neighborho od crow din g contr ibute s to  u rb an  bli gh t. Th is  i s now 
cle arl y no t so wi th  rega rd  to  the number of  dw ell ing  un its  occupied. 
Indeed , many bl ighted  neigh borho ods now have  v ery  low popu lat ion  
den sities as well as un de ru til ize d schools . ( I t  is sti ll likely  th a t too 
ma ny persons  are crowded in to  the un its  which rem ain  occupied. ) One  
of  the cur iou s ano malies  of  abando nm en t is th at it  is no t alw ays the  
wo rst  bu ild ings  th a t are deserted. Much good housing is abando ned . 
Of  course, it does n ot sta y in good con dit ion  long because vacan t houses 
invit e vandali sm , su rre pt iti ou s use by dope addic ts,  youth  gangs and  
others.

The  let ha l effect of  wides pre ad abandonm ent on run -do wn  ne igh­
borhoo ds is no t helped , according  to the tes tim ony of  many city offi­
cia ls and neigh borho od res idents , by H U D ’s slowness to  re pa ir  or  
dem olish th ou sand s o f foreclosed an d v acan t u ni ts i t ow ns in d eclin ing  
res ide nti al are as,  the  r esul t o f its  u nh ap py  experien ce wi th subsidi zed  
an d nonsub sidized housing  in  the  ea rly  WTO’s. T hus, H U D  finds its el f 
in th e cur iou s pos itio n of  ap pe ar ing to  c on tribu te to  the  b lig ht  o f the 
very ne igh borho ods in which it  is encourag ing  reh ab ili tat ion . O f the  
2,000 vacan t bu ild ing s in the  Be dford-Stuy ve sant  are a of New Yo rk 
fu lly  one- third  are  owned by HUD. In  Ph ila de lphia,  H U D  owns 
most of the  vacan t un its  in six decli nin g neighborhoods. Sev era l 
neighborho od groups  rec ently  charg ed  HU D with sh if ting  its  
res ponsibi lity fo r reha bi lit at in g these HU D-ow ned un its  to oth ers . 
H U D ’s slowness in re pa iri ng  it s a cquired slum  p rope rti es  is, o f course,  
a mino r factor  in the  im pact of  a bandonme nt on slum  n eighbo rhoods .

4. Vn em ploy me nt .— Un em plo ym ent  is well -kno wn to be di sp ro ­
po rti on ately high  in bl igh ted , inner-c ity  neighborho ods, especially

“ Sta tement by James Plckman, Vice Pres ident. Bedford-S tuyvesant Restorat ion Corn, before House Commit tee on Banking, Currency and Housing, Sept. 22, 1976.

8 7 -3 45  0  -  77  -  15
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among the young. This Highlights the direct relationship between 
the intensity of u rban bligh t and the state of the economy in general. 
Idleness among the young certainly contributes to the youth gangs 
whose mindless acts of violence—murder, rape, mugging spread fear  
throughout  their  own bligh ted neighborhoods and beyond. The high 
rates of unemployment among youth appear likely to increase because 
the proportion of the young in the to tal population will grow. How­
ever, a high rate of unemployment in general is n ot the only factor  
at work. Even in good economic conditions, ghetto  youth find it  hard 
to find a job. Beyond that , many of them would be reluc tant to take 
a job if it were available because they  find illici t activities more ap­
pealing and even more profitable than the jobs for which they are 
qualified.

5. Crime.—Harvey Perlo tf’s analysis of the causes of decay m 
Chicago’s Hyde Park-Kenwood neighborhood, made over 20 years 
ago, identifies crimes agains t persons and prope rty as one of the im­
portant symptoms. Since tha t time, the crime rate  has increased so 
dramatically as to give an entirely new dimension to this  ominous 
aspect of blight. Indeed, many such neighborhoods are today called 
jungles. Much of this  violence is committed by young people and i t is, 
too often, inflicted on residents of the neighborhoods in which the 
youth reside. Crime contributes significantly to  what can be described, 
without exaggeration, as a kind of urban  anarchy. That much- 
respected student of urban affairs, Anthony Downs, refers to such 
neighborhoods as “crisis ghettos.” 6

6. The culture of poverty.— In recent years, we have come to see 
more clearly, if not to understand, another disturbing  characte ristic 
of many blighted, inner-city  neighborhoods. This is the existence of 
some families and individuals, perhaps a small percentage of the 
total, who appear to be incapable of  or uninterested in responding to 
all efforts to help them. Edward  Banfield has called this the culture of 
poverty. I t is, he speculates, characterized by an almost complete 
psychological preoccupation with the immediate present. Thus, such 
a person is unable to  plan or in any way to “invest” his efforts in the 
future. Because of this, he is uninterested in a permanent job, bu t only 
in acquiring, legitimately  or otherwise, enough funds to satisfy his 
immediate appetites  for food, for drink,  or for  dope. He is also unin­
terested in education, job training or any other activity tha t represents 
an investment in futu re improvement. This poverty culture, accord­
ing to Banfield, also displays strong tendencies toward d rink, toward 
violence, toward neglect of family responsibilities and child training. 
Banfield argues that these character istics are not related to race, 
although many poor minority families display them, but to a cultural 
training and inheritance. He observes tha t, in the last century, many 
immigrant groups, particularly the Irish , displayed the same charac­
teristics. He thinks  that  no governmental actions can change these 
cultura l characteristics but only time will cure them. Many disagree 
with Banfield’s analysis, without denying tha t the behavioral cha r­
acteristics exist. Patri ck Moynihan, in a much discussed paper  written 
in the 1960’s, at tributes this behavior to the dissolution of the black

8 An thony Downs. Opening Up the Sub urbs, Yale Un ive rsi ty Pre ss,  New Haven, 1974.
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family caused by years of slavery. The 1970 Census statistics, which 
show a high percentage of women-headed families in poverty  and 
slum areas, would seem to support  Moynihan’s thesis. However, Her­
bert  Gutman’s recent book. Black Family in Slavery and Freedom 
1750-1925, raises questions about the notion tha t slavery destroyed 
the black family struc ture.

The admin istrato rs of the public housing program, both in this 
country and in England , re fer to  the type of family we are discussing 
as “nonupward mobile,” without  giving an analysis of why such be­
haviora l patte rns exist. But the public housing experience provides 
conclusive evidence t ha t the presence of a cr itical mass of such fam­
ilies in a large project can produce the same patterns of crime, van­
dalism, irrespons ibility and so on, that  Banfield identifies—behavior 
patte rns that  can and do turn  well-built and well-designed housing 
into a jungle. The now infamous Pruitt-I goe  public housing project  
in St. Louis is the best known, but by no means th e only, example. 
If  the presence of a sufficient number of nonupward-mobile families 
in a public housing project  can ruin it, there is every evidence t ha t 
the same th ing happens in some blighted, poverty-ridden neighbor­
hoods, no matter how much the houses themselves are improved. If  
we do no t clearly unders tand what causes this antisocial, disrupt ive, 
and violent behavior, we do know tha t it exists. I t is a puzzling, ser i­
ous, and solution-defying aspect of contemporary urban America.

A BRIEF HISTORY OF REHABILITATION

The idea, or the dream, of rehabilitating  run-down residential neigh­
borhoods is not new in this country. It  is nearly 40 years old. In  1940 
the Home Owners Loan Corporat ion (HOL C) published a study en­
titled  “Waverly—A Study in Neighborhood Conservation.” I t was a 
remarkably perceptive and prophetic analysis of the problem and 
represents a significant landmark in the quest for a valid approach 
to rehabilitation in neighborhoods infected with the virus of decay. 
The Waverly  report, which was ahead of its time, was based on an 
HOLC study of the problems and prospects for rehabili tation of a 
residential area in Baltimore, Maryland in which the agency held 
mortgages on a number of properties.

The Waverly report  showed awareness of the need to approach res­
idential rehabi litation in declining areas on a neighborhood basis, 
as well as the need for prope rty owner organization and leadership. 
It  also recognized the need for public action to enforce zoning and 
codes, and to provide the necessary public improvements. The con­
ception of a  successful neighborhood rehabili tation program reflected 
in this pioneering study is strikingly simila r to the approach which 
became standard  in the Federal U rban Renewal program 14 years later 
and was still being followed by many localities in 1976. The Waverly  
study summarized the essential ingredients of successful residential  
rehabilitation  thus:

For maximum and assured success, action must be undertaken 
as a united community enterprise, based on a broad, carefully 
planned and therefore relatively  costly patte rn which embraces 
the d istric t as a whole and each dwelling in it. If  it  is to  be gen-‘
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uinely effective, the patte rn must be developed under experienced 
technical guidance; must include detailed recommendations foi 
repair, modernization, and embellishment by the owners, of all 
residential units which need rehabilitat ion or architectural re­
vision; must directly or indirectly provide a financing medium, 
easily and cheaply available to those who cannot themselves sup­
ply "the funds necessary to defray the cost of such repa ir and 
reconstruction must deal with community problems such as 
opening and closing of streets, the establishment of recreation 
areas, and the voluntary acceptance by proper ty owners, of those 
use and ownership res trictions not related to zoning and not usu­
ally covered by ordinance, which have so frequently been found 
to constitute actual benefits to the individual owner and his 
neighborhood; must devise barriers  against infiltration by unde­
sirable residents and encroachment and infection by contiguous 
substandard distr icts; must provide for traffic routing and regu­
lation; must consider necessary’ extensions of school equipment 
and the adequacy of public utility and transportation facilities ; 
must plan landscaping for public and pr ivate spaces; and, finally, 
in Ixith its initial and subsequent stages, must be administered 
under sympathetic and continuously energetic leadership.

A little later, some efforts were made locally to carry out a compre­
hensive concept of neighborhood rehabilitation, combining p roper ty 
owner organization and leadership with a blend of public and private 
action. The Baltimore plan is, perhaps, the best known. I t combined 
systematic block-by-block code enforcement in blighted neighborhoods 
with counseling and guidance to property owners and tenan ts and e f­
forts to deal with acute financing problems. A private Figh t Blight  
Fund was created to provide financial counseling and easy credit to 
help solve the problems of families least able to afford the desired 
rehabilitation. Another contribution which Baltimore made to the 
concept of residential rehabili tation was the establishment of a special 
housing court to handle code violations in a manner at once sympa­
thetic to the rehabili tation objectives of the city  and to the problems 
faced by the poor in complying with code violation notices. This ap­
proach to housing code enforcement was to be much applauded in 
other cities and sometimes imitated.

The Back of the Yards rehabilitation effort in Chicago was another  
pioneering effort which att racted much attention. In the Back of the 
Yards area, indeed, the  physical rehabilitation  of properties followed 
some years after  the Back of the Yards Council had demonstrated dra ­
matically how a run-down, crime-infested neighborhood could organize 
itself, create remarkable neighborhood morale and unity, tackle crime, 
juvenile delinquency, domestic budgeting, and a host of other social 
problems. More than anyth ing else, the back of the yards  is a str iking  
case of grass roots democracy and community self-help.

4

URBAN RENEWAL REHABILITATION

Beginning in 1954, as a result of amendments passed during the 
administration of President Eisenhower, the Urban Renewal program <
was broadened to include the preventative medicine of rehabilitation 
with the surgical remedies of slum clearance and redevelopment. Th is 
law—plus subsequent additions—made the following forms of  assist-
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ance available to  localities for neighborhood rehab ilitation under the 
Urban Renewal program.

1. Grants  for project planning, for staff to  assist and counsel pro p­
erty  owners in reha bili tating their  buildings, f or enforcement of  codes, 
for spot clearance where needed, and for  the instal lation  of various 
types of neighborhood facilities.

2. Loans and gran ts under  section 312 to  assist  p roper ty owners to 
finance their rehab ilita tion efforts—before the section 312 program 
was enacted in 1964 localities  were expected to  rely  for financing on a 
special program of FHA-insu red rehabilitation loans.

In  1964 the Urban Renewal authority was further  broadened to p ro­
vide assistance for  local programs of concentrated code enforcement. 
This  program was designed to assist neighborhoods in which bligh t 
was not f ar advanced and where the enforcement of codes plus a  mini­
mum of public improvements could nip the decay cycle in the bud. 
This  might be called slum prevention  while urban  renewal reha bili ta­
tion was designed to revive areas more deeply affected by decay. The  
Federal aids provided for  concentrated code enforcement were essen­
tial ly the same as those provided fo r rehabili tation .

Dur ing the over 18 years the urban renewal rehabilitation programs 
were in existence (from 1954 to the morator ium announced in 1973) 
there  were about 900 rehabil itation projects  in HU D’s workload, con­
tain ing nearly 500,000 dwelling units.  However, on only about 180,000 
of those units was the rehab ilita tion completed. This amounts to the 
rehab ilitation of an average of  about 10,000 units a year, with a some­
what higher annual figure in the lat er years, not an  Impressive volume 
in ligh t of the  Census B ureau’s very conse rvative count of 7 million 
substandard units  in the  United States in 1970. A study by the 
Harv ard-M .I.T. Jo in t Center for Urban Studies, par tly  funded by 
HUD, found that  13 million households were l iving in substandard  
housing or paying an excessive propo rtion of the ir income for the 
rent, and even this  figure, by thei r own admission, failed to take into 
account one very im portant facto r in the measure of substandardness.7

The concentrated code enforcement program, in existence for  a littl e 
over 9 years, produced 233 projects with about 250,000 units  reported  
as repaired to  code standards, or about 27,000 a year.

There are a  number of reasons for t his  rela tively unimpressive per­
formance in neighborhood revival under the U rban  Renewal program 
in contras t to the vastly  larger amount of activi ty in slum clearance 
and redevelopment. This does not mean, of course, tha t more housing 
for low-income families was produced through redevelopment. Three 
factors seem most significant. Fir st, neighborhood rehabilitation  is 
complex and difficult—considerably more so th an clearance. Second, 
there was a serious absence of  capable, well-trained staff to car ry out 
the program in the neighborhoods. Last ly, unti l 1965 or even later, 
rehab ilitation was not high on the prio rity  list of local officials re­
sponsible for the urban renewal activities. Local interest in  rehabili­
tation grew as disenchantment with and public resistance to the 
“bulldozer” became widespread.8

~ A m e r ic a ’s H ousi ng Nee ds : 1970 to  1980 . Jo in t C en te r fo r U rb an  S tu die s of th e 
M as sa ch use tt s In s ti tu te  o f Te ch no logy  an d H arv ard  U niv er si ty , Ca mbr idge , 1973.

i l  m i  st ance  of th es e p ara g ra phs Is ta ken  from  an  an al ysi s of  go ver nm en t-su pp or te d 
th is*ar ti cl e a r e a s  Pr e Pa r e d in  197 4 fo r th e  N at io nal  B ure au  of  S ta ndard s by th e au th o r of
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F H A  R EH A B IL IT A TIO N  EF FO RT S

In the early 1960’s, the Federal Housing Administration—FH A— 
began to direct its financing programs (includ ing i ts recently enacted 
subsidy programs) and its know-how toward the difficult problem of 
residential rehabili tation in inner city neighborhoods. Two motives 
prompted these actions. Fir st, FH A had received considerable cri ti­
cism in the 1950’s for its failure  to support the Urban Renewal program 
by making insured mortgage financing, specially designed for this 
purpose, available for residential construction on land cleared by 
urban renewal activities. This criticism was, to a considerable extent, 
justified. When Robert C. Weaver was appointed Administrator of 
the Housing and Home Finance Agency in 1961, he was determined to 
change this situation, as were the two men he appointed to head the 
FH A in 1961 and 1963. Second. Weaver and his FI IA  Commissioners 
saw that  the FII A,  long concerned almost entirely  with suburban 
construction, must direct its efforts toward the urgent problems of 
poverty and neighborhood decay in the central cities.

The first FI IA  initiative, begun in 1961, was a joint effort with 
HH FA ’s Urban Renewal Administration  and the Baltimore  Urban 
Renewal and Housing Agency—headed by Richard L. Steiner, form­
erly HHFA ’s Urban  Renewal Commissioner in the Eisenhower 
Administration. It  took place in a long bogged-down urban renewal 
rehabili tation area in Baltimore  known as Harlem Park . It was de­
signed to establish patte rns of cooperation among the three agencies, 
and to get. at the roots of the problems which were then inhibit ing 
progress in urban renewal rehabilitation all over the country. It  was 
a join t learning process. Much was learned and the  resul ts were many.
(What we have learned will be discussed la ter in detail.) A new un­
derstanding was gained of the fundamental processes that seemed to 
be required for successful neighborhood rehabi litation. These under­
standings led to  basic changes in the procedures used by the Urban 
Renewal Administration, and to the development by FHA of com­
pletely new physical standards for use in urban renewal rehabilita tion 
areas and the issuance of an FH A Handbook o utlining procedures to 
be used by FHA field offices in suppo rting local rehabilitation  efforts 
under the urban renewal program.9 H HF A Administrator Rober t C.
Weaver said of the Baltimore effort: “I t has provided us with badly 
needed insights, knowledge and skills for carry ing out some of our 
most impor tant responsibilities.”

One of the many lessons learned from the Harlem P ark  experiment 
was tha t the urban renewal approach to rehabilitation  (which was 
quite similar to that  initial ly described by the HOLC in 1940) was 
more effective in dealing with owner occupants in rundown areas than 
with absentee-owned properties. In many decayed neighborhoods from 
50 percent to 75 percent of the properties are owned by absentee 
landlords. This prompted the FHA to undertake a series of rehabilita- <
tion experiments in dealing with absentee owned properties.' There is 
space only to list briefly some of these experiments.

ft T he  les so ns  of til ls  ex pe rim en t we re  pu bl ish ed  by  H HFA  in n book let . “R es id en tial  4
R eh abil ita tion  in  th e Ha rle m Pa rk  Ar ea .” by  M. C a rt e r M cF ar la nd . 1962. A mo re th or ou gh  
re port  on re hab il it a ti on  ex pe rie nc e th ro ugh  196 5 can be foun d in  M cF ar la nd  an d V iv re tt , 
ed itors , “R es id en tial R eh abil ita tion ,” U niv er si ty  of M in ne so ta . M inne ap ol is , 1966 .
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1. New York's 114th Street.—This experiment, carried out by FH A 
and the city of New York, involved the purchase by a nonprofit foun­
dation of an entire block of buildings on 114th Stre et in Harlem hous­
ing 1,600 people and the ir rehabilitat ion under two FHA below market 
interest rate mortgages. The work was done by one of the largest 
builders in New York City. The rehabi litation was done in series in 
order to avoid permanent  displacement of any family. Social services 
were supplied under a gran t from the Office of Economic Opportunity. 
The buildings  were typical New York old law tenements. They were 
purchased at a cost of between $2,000 and $3,000 per living unit. Re­
habil itation costs averaged about $11,000 a unit. The FHA  loan was at 
a 3-percent interest rate with rent supplements added for many of the 
structures to bring the rents down fur ther . Thus, many of the  families 
were in the public housing income brackets—the poor.

2. Claremont Foundation, Chicago.—FH A collaborated with and 
provided financing fo r the purchase and rehabi litation of a number of 
moderate-sized apartment  structures in rundown sections of Chicago. 
FH A put  a special team of appraisers , architects and other  experts in 
its Chicago office to provide guidance and speedy processing of ap­
plications for financing. The struc tures were walkup apartment houses 
of moderate  size scattered rath er widely. They were not badly deterio­
rated and were in relat ively good neighborhoods. Here, the families to  
be served were above the poverty level and the rehabili tation required 
was moderate.

3. National Gypsum Co.—Stimulated by FH A’s act ivities and by 
the obvious m arket  for building materia ls which would result  from 
successful mass rehabilita tion, the National Gypsum Co. acquired sev­
eral tenement buildings  in New York City and rehabi litated them 
with its own funds to gain experience with materials and methods, as 
well as with the social requirements o f doing work of  th is kind. The 
company followed with a few additional structures , using FH A fi­
nancing. Thei r hope was to demonstrate the feasibility of residential 
rehab ilitation to other  entrepreneurial groups and, thus, to generate 
a market for the ir products. That hope was not realized to any sub­
stantia l degree.

4. “Instan t" rehabilitation^—FH A concluded th at an effort should 
be made to improve the technology of rehabili tation and to speedup 
the process. This would reduce both costs and the time the families 
would have to be displaced while the work was in process. A systems 
engineering firm was persuaded to apply its skills to the problem. 
FH A provided mortgage financing and 1THFA made a demonstration 
grant . Aft er considerable preparation , two New York tenement bu ild­
ings were actually rehabilitated completely in just 48 hours. The meth­
ods used were novel and drama tic and aroused much public interest.  
Like many such efforts to improve building technology, the process 
was not repeated. The cost per unit was very high, due to the quite 
innovative nature of the rehabilitation and the extensive advance 
preparation required. The rcasons the method was not repeated were 
the initial high cost and the more basic fac t that no way has yet  been 
found to aggr egate a sufficient market to make an industrialized build­
ing system competitive with more conventional methods.

5. Allegheny Housing Rehabilitation  Corp.—Action Housing, Inc., 
a business-supported nonprofit organization in P ittsburgh, carried  out
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the rehabilitation of a block of dwellings with FH A below market rate 
financing. So impressed was Pitt sburgh’s business community with the 
results, th at it created a  special profitmaking  corporation devoted en­
tirely  to the purchase and rehabi litation of rundown rental units in 
Pittsburgh. As this corporation—AHRCO—gained experience it was 
soon producing well over 500 rehabil itated units  a year. Its  activi ties 
continued to grow until  the 1973 moratorium on housing subsidy p ro­
gram was announced. The structures rehab ilitated by AHRCO were 
mostly rowhouses in the Homewood-Brushton neighborhood. They 
were acquired for prices ranging from $3,000 to $5,000 per  unit. Re­
habilita tion costs ranged from $14,000 to $18,000. Most of the rehabili ­
tation was financed under  FH A’s section 236 program which provided 
an interest rate as low as 1 percent. Rent supplements were also used 
for some units to fur the r lower the rents. Thus, the income levels 
served w7ere the poor (public housing eligibi lity) and some s lightly 
above that  level.

6. BURP.—In  Boston, FH A entered into arrangements with a 
number of experienced rehabil itation contractors to produce, in 1 
year, over 2,000 rehabilitated  apartment  units. One top FHA official 
spent at least h alf of 1 year in Boston spearheading this demonstra ­
tion of fast, mass rehab ilitation . It  was called the Boston Urban Re­
habilita tion Program. The structures rehabi litated  were modest sized 
walkup apartments. Acquisition cost per l iving uni t was about $3,000 
and rehabi litation costs ranged from $8,000 to $11,000. The work was 
done by five or six profit-motivated contractors who also managed the 
units afte r rehabilita tion. The families served were the poor and near 
poor.

PRO JECT REHA B

On August 19, 1969, HUD Secretary George Romney, in a memo­
randum to all Assistant Secretaries, Regional Administra tors and 
other principal staff, announced that,: “The Department will undertake 
to generate and support large-scale rehabili tation  of absentee-owned 
residential properties in a number of selected cities throughout the 
country. All the resources and programs of the Department will be 
brought together in support of this effort.” This effort became known 
as Project Rehab. In conception and design, it would attempt to do 
the same for rehabilitation that Romney’s Project Breakthrough  
would attempt in the field of housing technology. It  was essentially an 
effort to duplicate in a number of cities what has already been stimu­
lated in Pittsburg h and Boston. The goal was to stimulate the 
rehabilita tion of 37,500 units over a 2-year period in 15 cities. As the 
project gained momentum, the initia l goal was increased. By the time 
Project Rehab was inter rupted by the  1973 moratorium on all housing 
subsidy programs, 30 cities were involved and 51,000 housing units 
were targeted for rehabilitat ion.

There was no single patte rn by which Pro ject  Rehab was carried 
out. In fact, the diversity of arrangements was striking.  In Pi tts ­
burgh, AHRCO (mentioned earlier) became the focus of Pro ject  Re­
hab activity, because it was already geared up to take care of the 
various essential elements. In  Cinc innati, on the o ther hand, the effort 
was carried out by scores of very small, mostly nonprofit sponsors.
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In  Det ro it the job  was done  by a grou p of  black spo nso rs an d con­
tra ctor s wi th st ro ng  su pp or t and gu ida nce fro m the  Mich iga n St ate 
Ho using  Finance Agency . In  H ar tford , the work was un de rta ke n 
pr incipa lly  by the  H ar tford  Devel opment Corp. , a pr ivate, business - 
supp or ted no np rofit  org an iza tio n. In  Ph ila de lphi a,  Ba ltimo re,  and  
El Pas o, the pr incipa l mo vin g forc e was the local  hou sing or  r ede vel­
opme nt au thor ity . In  New Yo rk the  tea m consisted of  a  Bos ton-bas ed 
reha bi lit at ion en tre pren eu r, a  savings an d loan  association which m ade  
the prop er tie s availabl e fro m its  fore closures at  a fav orab le pri ce,  as 
well  as n eighborh ood mode l cit ies l eaders.

Th e Det ro it effo rt, to  choose one fo r ill us tra tio n,  involved the  pur­
chase and reha bi lit at ion of  a  n um ber o f wa lku p ap ar tm en t str uc tures 
containing  abou t 3,000 u nit s. Th e acq uis itio n cost  ran ge d from $3,000 
to $4,000 pe r un it.  The cost  of  reha bi lit at ion was fro m $8,000 to 
$11,000 pe r uni t,10

By t he  end of  1972, about 26,000 of  th e g oal o f 51,000 u ni ts ha d been 
reha bi lit ated . Beca use a ye ar  was sp en t ne go tia tin g wi th  c ities before  
ac tua l pro du cti on  sta rte d,  th is  means th a t the an nu al  ra te  o f prod uc ­
tio n am ounte d to abou t 17,000 u nit s. The Se cretary of  H U D ex pressed 
gr ea t sa tis fact ion wi th the result s. Th e A rt hur D. Lit tle Co., whi ch 
evalu ate d the  Pr oj ec t Re hab experie nce  un de r co nt ract  wi th HUD, 
conclud ed th at  Pr oj ec t Re hab “ had pro ved th at  massive r eh ab ili ta tio n 
can  be accomplis hed .” Bo th  jud geme nts  were  prem atur e because the 
success of  resid en tia l reha bi lit at ion depends no t only on the  numb er 
un its  com ple ted , bu t on the lon g-t erm  im pro veme nt of  the  hou sing, 
the liv ing conditio ns  of  the people affected , and conditio ns  in the  
neighb orhood .

LONG -TE RM  RE SULTS OF F H A ’s  EFFORTS

An  evalu ati on  of some of  the reha bi lit at ion effo rts describ ed above 
fro m 7 to 10 years  af te r, is instruc tiv e. I t  shows bo th the  difficulties 
an d the  pro mis e of  reha bi lit at ion.  For th is  pur pose,  the  wri te r has 
exa mined  in some d eta il pro jec ts in  fo ur  cities .

Ne w Yo rk .— Th e FH A -ini tiat ed  reha bi lit at ion exp erime nt in H ar­
lem ’s 114th S tree t was s ta rte d about 10 years  ago. The F H A  mort gages 
financ ing  thi s experim en t were  foreclosed and the prop er tie s acq uir ed 
by FH A  severa l years  ago. Recen tly , FH A  sold the  prop er tie s a t a 
su bs tan tia l loss. The effort  cle arl y was no t a fina ncia l success, pr in ci ­
pa lly  because of  inf lat ion  in the  costs of  u til iti es  and ma nageme nt as 
wel l a s very high  e xp en dit ures  re qu ire d fo r p ro pe rty ma intena nce  and  
repa ir.  Hea tin g fur naces and sim ila r equip me nt broke dow n and ha d 
to be repl aced. Al l th is  pro duced  op erat ing costs which could no t be 
passed on to the low-incom e tena nts and cou ld no t be covered  by in ­
cre asing  the  FH A  sub sidy due  to lim ita tio ns  in the  law s un de r whi ch 
it  was  finan ced. However , despi te the  fa ct  th a t it  was  located in one 
of the  wo rst  slum s in Newr York,  most of  the ten an ts did maintain 
th ei r a pa rtm en ts  well  a nd  en joyed considerab ly impro ved hou sing. On 
the oth er ha nd , Old La w Tenem ents are  no t con sidered by tho se in ­
volved to be physica lly  well-suited fo r reha bi lit at ion.  Th e fo ur th  
floor  ap ar tm en ts  in these wa lku p bu ild ings  p rov ed to  be ha rd  t o ren t.

10 T he  p ro per ty  ac qu is iti on  an d re hab il it a ti on  co st s ci te d are  th os e which  ex is ted fro m 7 to  10 yea rs  ago . R ehab il it at io n  co st s wou ld  cert a in ly  be  much h ig her  to da y.  P ro pert y  ac qui si tio n co st s may  be g re a te r or  n ot  de pe nd ing on  th e  n eigh bo rh oo d chosen.



More importan t, the single block of rehabi litated dwellings was sur­
rounded by a slum with its violence, dope addiction, and other anti ­
social behavior. Thus, it cannot be said tha t the 114th Stree t experi­
ment improved the neighborhood. Rather, the charac ter of the sur­
rounding neighborhood engulfed the project  making i t as dangerous a  
place in which to live as before the rehabilitation  began. Under  these 
circumstances it is remarkable th at the tenants maintained their p rop­
erties as well as they did. Clearly not all families living  in bad slums 
are irresponsible and beyond reach. This experiment seems to have 
proved three things. A small rehabi litation project in a sea of deep 
slums has littl e chance of improving a whole neighborhood. Also care­
ful a ttention must be paid  to the physical suitability for rehabilita tion 
of the p roperties chosen. Many families, even in bad slums, are respon­
sible and will respond to rehabili tation.
Pittsburgh.—One of the most innovative aspects of FH A’s P itt s­

burgh rehabilitation  experiment was the creation by the business com­
munity of a special profit-oriented corporation—AHRC O—to special­
ize in the  purchase, rehabilita tion, and management of rundown rental 
structures.  The hope was to demonstrate th at slum rehab ilitation could 
be profitable business with help of the FH A subsidy programs. AH 
RCO developed some new rehabi litation techniques, trained minority 
contractors to do the work and developed people skilled in project 
management. Despite all the skills and businesslike management ap­
plied to the enterprise, the mortgages on practically all of the struc­
tures rehabi litated  by AHRCO  were foreclosed and assigned to FH A, 
nearly 1,800 units. It  could not, then, be concluded tha t the effort 
proved profitable, as hoped. AHR CO’s train ing of minority  contrac­
tors was a positive contribution. Viewed about 9 years afte r it  started, 
the response of the affected families to their  improved homes varied. 
Some maintained the ir properties and were responsible renters. Others 
were not—they failed to keep th eir properties in good condition and 
neglected to pay their rent. The reasons for the economic failure in­
cluded rent delinquencies, poor property maintenance on the par t of 
some, escalating management and repa ir costs which could not be 
covered by the subsidies available  and defects in AHR CO’s rehabi li­
tation  techniques which made the properties  more susceptible to no r­
mal wear and tear  than  they should have been. Aft er 9 years, the 
experience is mixed. A good deal was accomplished, several thousand 
families were given better homes and many minority contractors and 
workers were given training and jobs. On the other hand, the experi­
ment did not prove profitable to the company par tly because some 
families were destructive of their housing and Jailed to pay their rent 
and par tly because a more flexible and generous Federa l subsidy 
would have been needed.
Boston.—Of the approximately 3,000 units rehabil itated under the 

BU RP program in Boston by profit-motivated contractors, all but 
those subsidized by rent supplements (a deep and flexible subsidy) 
have been foreclosed and returned to FHA . Most of the rehabilitated 
apartm ents have deteriora ted physically because about 15 percent of 
the tenant s allowed thei r apartments to run down and vandalized the 
halls and other common areas. As one of the property managers said 
recently: “I t only takes a small percentage of destructive families to 
ruin an ent ire project.” This small percentage, he said, “ Simply don’t
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give a damn.” The neighborhoods in which the rehabi litation took 
place are, if anything, worse than they were when the rehabi litation 
started.  Nonpayment of rents was general, probably as much as $1 
million of income was lost in this  way. With  fixed and limited subsidy, 
the economics of the projects become impossible. The bad behavior of 
some tenants contributed much to the economic deficits in a project 
which can only be assessed as a failure. It  is also instructive  tha t at 
least one BU RP contractor is still rehabilitating  housing, but in much better neighborhoods.

Detroit.— The Detroit rehabi litation activity  was carried out under 
Projec t Rehab at least 3 years after those discussed above were started. 
Mortgages covering about 1,200 units have been assumed by FHA . 
The remainder will probably be returned to FH A soon. But the rea­
sons for this failure are quite different from those which caused the 
other projects to be turned back to FH A. The rehabilita tion in Detroit 
was carried out in better neighborhoods, vandalism was relatively low 
and property maintenance was good, with few exceptions. The prob­
lem is Detroit was princ ipally  a misjudgment of the market. Many 
one-bedroom apartments were created when the market  was for  larger 
units. This led to high vacancy rates and, of course, low income to 
owners. Also many vacant apartments led to vandalism which would 
not otherwise have occurred. Also, because FHA  cost estimates were 
very conservative, black contractors recruited to do the rehabilitation 
all lost money, hardly  an inducement to  minority enterprise.

CURRENT ACTIVITIES

Since the passage of the 1974 housing and community development 
law, establishing block grants  for  community development and section 
8 program for subsidizing housing for those who cannot otherwise 
afford it, neighborhood rehabi litation efforts have taken a different 
turn , but they have not stopped by any means. HU D’s rehabilitation efforts fall into five categories:

1. Block grants.—Under the block grant program, initiative has 
been shifted to the localities. Most localities have given high prio rity 
to the rehabili tation. According to HUD , of the $2.6 billion made 
available under the block gran t program during fiscal year  1976, com­
munities have dedicated more than 60 percent of the  physical preser­
vation of declining neighborhoods and for the public services neces­
sary to support these efforts. Over 9 percent of these funds, or about 
$230 million, was budgeted directly for housing rehabilitation  g rants 
and low-interest housing rehabilitation loans. The  National Associa­
tion of Housing and Redevelopment Officials, which is monitoring the  
block grant experience, reached a slight ly different conclusion. It  
found that  19 percent of the funds went for housing rehab ilita tion ; of 
this 11 percent was for  rehabi litation loans and  g rants and 8 percent 
for rehabilitation  of structu res carried out directly  by the localities.

Many localities are display ing considerable ingenuity  in using their 
block grant funds to devise novel ways to finance rehabilitation. Bal ti­
more; Portsmouth and Norfolk, Va.; Tampa: Hoboken; Boston; 
Port land , Oreg.; San Antonio; as well as San Diego, Menlo Par k, and 
Torrance  in Califo rnia—all are good examples. A wide varie ty of 
arrangements have been developed. These include loans at below-
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marke t in ter es t rat es,  dir ect gr an ts  t o cove r par t of the  reh ab ili tat ion 
cost, an d several ways to subs idize the  in ter es t ra tes on loan s by p ri ­
va te lenders. Ofte n t he  ci ty pa ys  the  diff erence be tween t he  marke t ra te  
and the lower ra te  offered the  homeown er. Nearly all  of  these pla ns  
are des igned to re-create , wi th block  gra nt fun ds,  low intere st ra te  
loan s, and gr an ts  si mila r to t hose which have been availabl e unde r th e 
Fe de ra l Go vernm ent’s section 312 program . Some of  th e prog ram s are  
admi nis ter ed  by the loc ali ties; oth ers  by pr ivate len ding  insti tut ion s.

2. Se ct ion 312 dir ect loans  fo r reh abilit ation .— Th is dir ect  loan  
prog ram , prov id ing 3-perce nt in ter es t rat es,  gave localit ies  $115 mil­
lion  in fiscal ye ar  1976 to finance reha bi lit at ion act ivi ties. Some local­
itie s objected to H U D ’s release of these funds on a qu ar te rly  basis , 
argu in g th at  t hi s ma de it  difficult to  p lan th ei r effo rts.

3. Homesteading .— Th is is a demo ns tra tio n prog ram wi th 23 citie s 
pa rt ic ip at in g and more  to  come, in which H U D  conveys to  localit ies 
at  n o cost, bu ild ings  in inne r city  are as which it has  acq uired th roug h 
fore clos ure . In  ad dit ion , H U D  makes ava ilable  section 312 loan s to 
he lp own ers  reha bi lit ate the str uc tures the y have receive d from the 
city, at  nom inal cost. The citi es are  expecte d to add th ei r own fund s 
to  su pp or t the effo rt ei ther  from block gr an ts  or  rai sed  from othe r 
sources. In  essence, the  home ste ading  prog ram is one in which fa m ­
ilies are  given houses on the con dit ion  the y will  reha bi lit ate them to 
reas ona ble  sta nd ards  wi th the  help of  the low -in terest  loans ava ilab le,  
or  w ith  th ei r own effo rts, or both .

4. Urb an Re inve stm en t Ta sk  Force.— Th is is a prog ram in which 
H U D  coopera tes wi th  the  Fe de ra l Hom e Loan Ba nk  Bo ard , to br ing 
toge ther  the  c ity , co mm unity  res idents , and  local financia l insti tu tio ns  
in a concent rated effort to reha bi lit ate and  improve specific ne igh bor­
hoods . The essence o f the  p rogram  is the  organ iza tio n of  neighborho od 
groups  to  help  them selves. I t  is  a s elf -he lp prog ram now inv olv ing  26 
neighborho ods in dif fer ent citie s. Th is prog ram , acc ord ing  to  H UD, is 
mod eled  on P it ts burg h’s Neigh borho od Ho us ing Services Pr og ram 
which a HUD-sup po rte d evalu ati on  concluded ha d been qu ite  eff ec ­
tiv e in mo bil izin g and orga nizing  the  capacit y and lea dersh ip fo r 
sel f-help  ex ist ing  in many neighb orhood s. I t  is wo rth  n ot ing th at  t hi s 
Pit tsbu rg h effo rt is a dir ect -de sce ndant  of ea rli er  neighborho od self-  
he lp efforts star ted in the  Home wood-Brus hto n are a, wi th supp or t 
from the  For d Fo un da tio n.  Th e germs  of the  idea came fro m two  
sou rces: F ir st , the  convic tion  of  Pa ul  Yl visake r of  t he  For d Fou nd a­
tion th at  the  ag ric ul tu ra l exte nsio n idea , so successful in he lpi ng  
far mers , could be ap pli ed  to  run down  urban area s;  and, second, the  
experience  of Pit ts bu rg h' s Berna rd  Loshb ough, who had seen the  
concept of com mu nity sel f-help  appli ed  to  the  poor in In dia.  An­
othe r m at te r w orth no tin g is  th at  W illi am  A. Whit esi de , S taf f D irecto r 
of  th e Ne igh borho od Reinv estment effor t has sa id : “T he  p rogra m does 
no t ap pe ar  well su ited to ne igh borho ods whi ch are  cha rac ter ize d by 
po verty  income levels, he avy  absentee  owner ship, severe vandal ism , an d 
abandonm ent.” Th is HU D effort, thus , ap pe ars to be best sui ted  to 
neigh borho ods at the  ea rly  stages  of the decay cycle.

5. Re ha bi litat ion  fina nced under section 8.—Ten per cent of the  
housing  ac tiv ity  fo r which section 8 r en tal  ass istance  funds ha d been 
rese rved  to St ate finance agencies and loc ali ties (as of  Ju ne 1976)



235

was to  support rehabilitation  for lower-income families. This would 
subsidize about 10,000 units. In Jan uary of 1977, HUD  Secretary 
Carla Hills  announced tha t an additional $30 million of section 8 
rental subsidy funds bad been allocated to 20 cities for rehabilita­
tion demonstrations for lower-income families. Very little  of th is sec­
tion 8 rehabilitation has been completed.

State effort.—Through their housing finance agencies and de­
partments of community affairs, many States  are taking the initia tive 
in helping  localities, through financing and technical assistance, to 
tackle the rehabilitation  of decaying housing. Some States  have de­
veloped programs which provide low-interest-ra te loans and grants 
to support  rehabilitation.

WHA T WE HAVE LEARNED

During the past 15 years or more t ha t Federa l and local govern­
ments, as well as priva te enterprise, have been actively involved in 
neighborhood rehabi litation, much has been learned, although  our 
knowledge is still not complete enough. We can define much better 
than  before the complex nature  of reha bili tation; we also unders tand 
much bette r the various tools needed to make rehabilitation work; 
must important of all, we understand better than  before where re­
habili tation  can work and where i t is futile to attem pt it. Following 
are the major lessons we have learned about the elusive ar t o f neigh­
borhood rehab ilit atio n:

1. Difficulty.—The rehab ilitation of residentia l neighborhoods is 
an extremely difficult, complex job requiring grea t skill. It  involves 
a host of interwoven physical,  economic, political and social considera­
tions. Al l of us who have s truggled with the problem can agree with 
Harvey Perloff  when he says t ha t rehabilitation is needed “but it  is 
easier said than done.” 11

2. Cost benefits.—Based on a superficial look, i t may appear that 
the cost of rehab ilitation approaches tha t of new construction. In 
some cases it does, pa rticu larly  when a rental unit must be purchased 
and then rehabil itated. When the unit  is owner-occupied, the cost 
comparison with new construction is more favorable. But direct cost 
comparisons miss the point. A realistic cost-benefit analysis of reha ­
bilitation compared with new construction must take into account 
two other important considerations—the total savings resul ting from 
the fact that  nearly all the public expenditures for infrastru cture— 
water and  sewer lines, streets, sidewalks, and so on—have already 
been made where rehabi litation occurs. Also, the intangible but  very 
real human values th at attach to a neighborhood must be considered. 
When the complete equation is considered, rehabi litation must be con­
siderably more cost effective than clearance and new construction, or 
even new construction in the suburbs where the infr astructu re must 
be built and paid  for as the houses are constructed.

3. Homeowners and absentee owners.—I t became clear a number 
of years ago tha t the problems involved and the methods required to 
rehabi litate owner-occupied unit s are very different from those related

11 Perloff, Agenda for the  New Urban Era, op. clt.
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to  absentee -owned rental  units.  The tra di tion al  urban renewal ap ­
pro ach (couns elin g, neighborho od impro vem ents, neigh borho od o rg a­
niz ation , code enforcement , fina ncing fo r needed repa irs ) was be tte r 
su ited to owner -oc cup ant s than  to absentee-ow ned propert ies . The 
same is true  of  the work of  H U D ’s cu rren t urba n reinvestme nt pr o­
gra m.  On the othe r ha nd , Pr oj ec t Re hab was spec ifica lly des igned to 
dea l wi th absente e-ow ned  propert ies , and cou ld no t deal  wi th  owner- 
occupied  str uc tures, no r cou ld it  finance neighborho od impro vem ent s 
as the  urba n renewal prog ram could. I t  involved quite  dif fer en t tec h­
niques. Id ea lly , we need a blend of  b oth  appro aches if  we are  to dea l 
wi th all the housing  in a typica l run down neighb orhood .

4. Economies  o f scale.— Ex perie nce so fa r has demo nstra ted  ra th er  
conc lusiv ely th at  we c an exp ect  no sig nif ica nt economies fro m a  larg e 
volum e o f reha bi lit at ion of  the  t yp e att em pted  an d pa rt ia lly achieved  
un de r Pr oj ec t Re hab or  u nd er  th e met hod  u sed  fo r homeowners. Ea ch  
dwell ing  ty pica lly  pre sen ts its  own unique physical  problem s. Th us , 
th e process ha s to  proceed house by  house, or  bu ild ing bv bu ild ing . 
As Edw ar d Logue , a pionee r in reha bi lit at ion,  ha s said  w ith  accu racy, 
‘‘reha bi lit at ion is the re ta il side of  the renewal bus ines s.”

5. La ck  o f an indu stry .— No t the  least of the  imped iment s to re ha ­
bi lit at ion is the fact  th at there  is no wel l-developed indu st ry  as there  
is fo r th e construction  of  new homes. Indeed , the hom ebu ilders  of  
Am erica hav e show n li ttl e or  no i nte res t in reha bi litat ion . Reh ab ili ta ­
tio n is more un ce rta in  and ris ky  th an  new construction  and most 
hom ebu ilders  are  ena mored  wi th  the smel l of  new lum ber . W ha t we 
hav e fo r the  most part  is a grou p of  sma ll re pa ir  contr ac tors who 
speciali ze in roof ing, plu mb ing , electr ica l work,  and so on. Of ten  it 
is difficult to  find a gen era l contr ac tor who will  pu t all  these pieces  
tog eth er and dea l wi th  the needed reha bi lit at ion on a com prehensive 
basis . Pr oj ec t Re hab was, among  othe r th ings , an at tempt  to  develop 
such  an indu str y.  I t  succeeded only here and the re.  Bey ond  th at , it  is 
no longer  o pe ratin g,  and ma ny g ene ral reha bi lit at ion co ntr ac tors di s­
in teg rated . B ut some stil l exi st and a sust ain ed r eh ab ili ta tio n prog ram  
would pro duce more .

6. La ck  o f sk ill ed  people.—Th e reha bi lit at ion of  owner-o ccupied  
str uc tures req uir es people with con siderable  skil l in neighborho od 
organiz ati on , hom eow ner  counseling , dev elopin g specific ations of  the 
work needed , ar ra ng in g financin g, and ot he r rel ate d services. Eq ua lly  
complex sk ills  are  req uir ed  fo r the  reh ab ili ta tio n of absentee-owned 
struc tur es.  These  skills  are  no t plen tif ul . Ma ny more peop le skil led 
in the  re ha bi lit at ion a rt  are  needed if  reha bi lit at ion is to  be accom ­
pli she d on a scale c ommensu rate  w ith  th e need.

7. A one -sto p service, pa rti cu larly  fo r homeowners .— Neighborhoo d 
organiz ati on , pep  tal ks , code enforc ement , and libera l fina ncing will , 
of  them selv es, no t m ake reha bi lit at ion happ en , even wfith homeowners. 
Not ice of  code vio lat ion s is not the  same th in g as  an  expli cit  speci fica­
tio n of  th e wo rk need ed to  rem edy  these deficienc ies. Also,  there is 
the need to  secure a resp ons ible  co ntr ac tor, to inspec t the wo rk in 
pro gress, to  ar ra ng e financin g, and pe rhap s to  as sist in the  t em po rary  
relo cat ion  of  the family  whi le the  wor k is go ing  on. I t  is too  much  
to expect the hom eow ner  to ca rry  out all of  th ese tasks him sel f. W ha t 
is needed is a ski lled person  cap able of  put ting  all these elem ents
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together just as a builder does when he sells a new house o r a realto r 
does when he sells an existing house. The lesson was slowly learned 
in the Urban  Renewal program. Under block grants, the  more sophis­
ticated cities probably recognize this need. But there is sti ll the need 
for much training of inexperienced cities and the development of 
rehabilitation  packagers with the required skills.

8. Subsidized -financing is needed.—One of the major  reasons for 
neighborhood decline is poverty. It  is unrealis tic to  assume t ha t run ­
down neighborhoods can be rehabilitated without  subsidies of some 
kind. From what is c urrent ly happening, it appears that most cities 
recognize this need. The question is whether the rehabilitation  needed 
can be financed and subsidized with the funds available. Experience 
also shows t ha t the Federa l subsidy should be flexible to adju st to 
escalating  management and maintenance costs.

9. Neighborhood improvements.— It  is not enough to rehabi litate  
houses in a rundown neighborhood. The physical quality of  the ne igh­
borhood must be improved. This often involves the creation or im­
provement of  a variety  of neighborhood facilities. Also, the municipal 
services, typica lly poor in rundown neighborhoods, must be improved. 
This means public schools, police and fire protection, garbage collec­
tion, shopping, and many other things tha t the Urban  Inst itute has 
called the package of housing services, many of the most im portant 
of which are not provided by the house itself, but  by the neighbor­
hood. George Sternl ieb, who has studied  the phenomenon of abandon­
ment more than anyone else, has said tha t “the problem today is to 
revive neighborhoods not jus t rehab ilitate  houses.” 12 This was unde r­
stood by tliose pursu ing neighborhood revival under the Urban  Re­
newal prog ram ; it was also understood by those responsible for Projec t 
Rehab. But in P roject Rehab, with rare  exceptions, the tools available 
did no t make the improvement of  neighborhood facilities and services 
possible. The  need for improving  neighborhood facilities and services 
is often a vital condition to successful rehabilitation.

10. Rehabilitation standards.—This  refers to the level of physical 
improvement of housing to be achieved through  rehabili tation. This 
standard  is not easy to define and it will probably vary from place to 
place. Two extremes should be avoided—too little and too much. There 
can be little question tha t in the early  years of urban renewal reha­
bilita tion when F HA  financing was required, FHA demanded stand­
ards of physical improvement tha t were unrealis tically high. FH A 
learned this lesson in the 1960’s and developed entirely  new reha ­
bilita tion standards which were flexible and sought to help local offi­
cials to reconcile the desirable with  the possible.

On the other hand, it  does not follow th at bringing housing up to 
local code standard s will be sufficient to provide decent housing. Local 
codes vary  in requirements and in the degree of enforcement. They 
are also prim arily  concerned with sanitation, fire protection, safety, 
and related matters. Rarely do they deal with the adequacy of space 
for a family of a part icular size (overcrowding), storage space, 
closets, up-to-date  kitchens and bathrooms, and many other  things 
tha t constitute livable housing. They never deal with neighborhood

12 George Sternl ieb. Residentia l Abandonment, Rutge rs University, New Brunswick. 1973.
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quality. Just as the Census definition of substandardness, hot and 
cold running water, other plumbing, dilapidation , et cetera, is now 
widely recognized, part icularly  by the Census Bureau  itself, to be 
an insufficient measure of substandard housing, so can local housing 
codes be similarly misleading and, in some cases, irrelevant. There 

' has been discussion in some quarters of what is called minimal reha ­
bilita tion. William Grigsby, in a recent book,13 covers this idea. He 
identifies one level as paint-up/fix-up,  costing, in 1969 prices, about 
$1,000 per  unit. “Minor rehab” is priced a t $2,500 per  unit. But a care­
ful reading of his discussion discloses that  he is not advocating a sub­
stan tial lowering of rehab ilitation standards. Rather, he is r eferring 
to th at part of the housing stock which is only moderate ly, or slightly, 
run down, and thus will require less work to  br ing it up to whatever 
standard is chosen. I t goes without saying that  some inner-city houses 
need less rehabilitation  tha n others. Some need very substantial or 
gut  rehab ilita tion; others need much less. Grigsby goes on to say 
tha t most of the houses he has in mind are not in urban renewal or 
concentrated code enforcement areas. He appears, then, to be talk ing 
about preventive rehabilitation, or the nipp ing of decay in the bud 
before it has advanced too far. This  is certainly desirable. But it 
hardly relates to all the inner  c ity’s run down housing. Neither is it 
a recommendation tha t rehab ilitation standards be dramatically low­
ered, as some have interpreted it. Indeed, he says tha t his minimal 
rehabi litation would have to be accompanied by maxium rehabilita­
tion and even new construction. In my own opinion, HU D’s PG - 
50—minimum property  standards for rehabi litation—developed in 
1963 and republished in 1965, remains as realistic and flexible a guide 
for establishing standards in rehabilita tion areas as anything we have.

Physica l standards have been the subject of a ho t debate. The rea­
son is tha t most of these debates have been carried on in the abstract. 
The only way to determine what must be done to  rehabilitate a house 
is to inspect it  carefully. Even then there will remain some uncertainty 
because some things can be decided upon only after the walls are taken 
down or a  hole is pu t in them. I t has been the experience of the write r 
tha t reasonable people usually agree if they walk through  a house 
together. The following par tial  checklist is intended to il lustra te how 
decisions must be made on standards for rehabi lita tion :

(7)  Structural sound,ness
Is the basic struc ture of a house or apartment  basically sound? Are 

the foundations weak? Is a wall sagging badlv? If  so, the rehabilita­
tion cost will probably be execessive.

(£) Exterior
What is the condition of the exter ior? If  it is wood, can it be patched 

and painted, or must it be replaced ? If  it is brick, can it be painted or 
does it need replacement?

(5)  Windows  and sills
Are the windows usable? Do they need repa ir or  replacement? This 

and other decisions are made not on the  grounds of making the build-
23 William G. Grigsby and Louis Rosenberg, Urban Housing Policy , A.P.S. Publications , New York, 1971.
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ing over into a new structu re, but  on the more elementary grounds 
of what is required to make the structure livable and weathertight. 
The cost difference between deciding th at window sills can be repaired  
rather than  replaced can have an enormous effect on cost. Wherever 
possible the decision should be made to repair .

(4) Inte rior  walls
Wh at is the condition of the plaster or  wallboard ? Can it be patched 

and painted ? Or does i t need to be replaced completely ? Again, there 
is an enormous difference in cost.

(5) Kitchens and baths
Are the fac ilities in the kitchen and bath adequate ? A re they usable 

with some rep air? Or must they be replaced? Is there adequate, mini­
mum, storage space in the kitchen and bath? If  so, can it be repaired?  

({?) Floors
What is the condition of the floors? Can they be patched and re­

finished? Can they be covered with some economical surface? Or 
must they  be replaced ?

(7) Wiring
Is the electrical wiring system usable with some small repairs ? Are 

there an adequate number of fixtures? Or is the system hazardous and 
in need of  complete replacement ?

(#) Heating
Are the radiators usable? Is the pipin g workable? Is the furnace 

working? Can it be made so by repai rs or does it need replacement? 
(P) Partitions

Is the room size and arrangement adequate, o r must some partit ions  
be moved to provide the spaces essential? In  some cases it will be 
found that  movement of  part ition s will be needed simply to provide 
the size of living uni t required by the market.

This is by no means an exhaustive list. But will give an idea of t he - 
very specific questions tha t must be asked and answered by exper i­
enced people. The answers to these questions will usually establish 
whether rehab ilitation is feasil^e, given the incomes of the people and 
the subsidies available. When the discussion of rehabilitation standards  
is brought down to  the very specific level, as it must be, differences of 
opinion usually vanish. The H UD PG-50, mentioned above, is a guide 
for carrying  out this process. Perhaps a better one could be devised 
today.

11. TVcighborhood par ticipation.—Effective rehab ilitation demands 
and requires full part icipation by the neighborhood residents. The 
residents must not only accept the rehabi litation program, but also 
they must support i t in many ways. Not the  least of these is tha t home- 
owners must be will ing to go into debt to improve thei r houses. Th is 
point, I believe, needs no fur ther elaboration.

12. Economic and social feasibi lity.—To be successful, neighborhood 
rehab ilitation must be economically feasible. T hat is, the  cost of the 
rehabi litated  home must be within the economic means of the residents. 
There are a number of variables here. The amount and cost of rehabili­
tation needed is a function of the original condition of the units, the

8 7 -3 45  0  -  77  -  16
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costs of labor and materials. The ability  of the family to afford the 
cost is related to i ts income, as well as the kind of financing and sub­
sidy available. Rehabilita tion must also be socially feasible; tha t is to 
say, tha t the neighborhood population should have sufficient morale 
and motivation to undertake the  rehabi litation, pay for it, and m ain­
tain  the house in its improved condition when the work is completed. 
The establishment of feasibility is a vital plann ing step. Professor  
Chester Rapkin,  of Princeton University , has done some feasibility 
studies tha t are models of thei r kind. A locality is risking much to 
enter a neighborhood rehabi litation effort before and until  feasibility 
has been established. This  kind  of s tudy is the best guide for choosing 
neighborhoods for rehab ilitation and rejecting others. It  will grea tly 
increase the probabilities of success. A detailed s tudy of the results  of 
rehabilitation  experience over the past 10 years—its successes and 
failures  and the reasons behind them—could produce a greatly im­
proved basis for  estab lishing the feasibility of rehabilitation.

13. Family displacement.—Rehabilitation  is often touted as a way 
to avoid family displacement, such as that which has caused so much 
discontent with slum clearance. This is not always so. Where the 
neighborhood is predominantly owner-occupied, rehabi litation can 
usually be accomplished without displacement, i f the work to be done 
is not major. But, where the dwellings are owned by absentee land­
lords and must be purchased and rehabilita ted, as was the typical case 
in Project Rehab, family displacement is difficult, i f not impossible, 
to avoid. T his requires the same careful and sympathet ic relocation 
service required for slum clearance. A few efforts have been made to 
avoid permanent displacement by various techniques. Some have been 
reasonably successful. Bu t the added time required to carry out r eha­
bilita tion so as to avoid permanent displacement can greatly  increase 
costs, as it did in FH A’s experiment in 114th St reet in New York.

14. Racial implications.—Where racial segregation exists, as it too 
often does in inner-city areas, rehabil itation involves an implicit ac­
ceptance of th is reality. Racial dispersion is a more appealing option, 
and this goal has been pursued in various ways without striking suc­
cess. While  we have made considerable progress in eliminating racial 
discrimination, the residentia l segregation of the races has been in­
tensified, according to the latest Census figures. The implications of 
inner-city rehabili tation might bv expressed thus: If  we cannot expect 
to achieve true racial integra tion within the short-term future , then 
there is a good case to be made for improving  the liv ing conditions of 
minorities where they now live.

THE  ULTIMATE QUESTION

Earlie r in this report , we identified the conditions which charac­
terize many slum neighborhods. They are physical deterioration of 
buildings  and neighborhoods, as w’ell as a decline in public services. 
They are also crime and vandalism, poverty, abandonment, and high 
unemployment, pa rticu larly  of young people. By  f ar  the most signifi­
cant characteristic, however, is social decay—families who are hope­
less, lack motivation,  self-discipline, the will and the skill to adapt. 
'Whether we call it the culture of poverty, as Banfield does; family 
breakdown, as Moynihan does; or lack of upward  mobility, as the
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public housing  peo ple  do ; th is  conditio n is at  the  root of  the slum  
prob lem. Am ong th is sad  we lte r of  socia l patholog ies , the  qu ali ty  of 
housing  is not the cause, i t is more l ike ly the  sym ptom. Th e public  hous­
ing  experience  is, in many places, a viv id example of  th is  fac t.

James  Pickma n, of  the  Be dford-Stuy ve sant  Re sto rat ion  Cor po ra ­
tion has sa id : “We believe  t hat  the  pro vis ion  o f high ly  v isib le, a tt ra c­
tive  an d econ omically  sound pro jec ts will  al te r the  qu al ity  of lif e— 
cha nge the  per cep tions of  busin ess peop le and are a res ide nts  wi th  re ­
ga rd  to  th ei r pro spe cts  fo r the  fu tu re —an d there by  ha lt  and reve rse 
the  flow of  enterpri ses , services an d do lla rs from  the  area. Ph ys ica l 
resto rat ion  (w ill ) ins till  a sp iri t of  grow th and confidence in the fu ­
tu re  (o f the  co mmun ity ).’' 14 We hav e all  believed th is  and based our 
effo rts on th is  expe cta tion .

But , by now, we have seen too ma ny cases where impro ved  housing  
was not  eno ugh  to coun teract  the  fa r more  poten t nega tive social  
forces at  work. Afore than  16 years  ago Millspaugh  and Breckenfe ld 
recognized  t hi s in th ei r caref ul stu dy  o f reha bi lit at ion efforts in  B al ti ­
more.15 It  has lon g been known th at  imp rov ed housing  alone is no t 
enough . Ma ny effo rts have  been made to reach the dee per  causes of 
neighborhoo d decay. These include impro ved  manag ement , various 
socia l services,  hom eow nership, we lfa re,  edu cat ion , sec ur ity  measure s 
ag ain st crim e, and many o thers. The model  citi es prog ram was a dra ­
ma tic  th ru st  in th is  dir ect ion . But  the re is now general  agreem ent  
among thou gh tfu l observe rs th at  we sim ply  do not  know how to deal  
effective ly wi th these deep-ly ing  causes of  the  slum  con dit ion . El lio t 
Richard son, who has reason to know from his  experien ce as Se cre tar y 
of  H E W  and At torney  Gener al, has said th at  we do not un de rst an d 
the  reason s behin d the  ris ing ra te  o f crime .16 C harle s H aa r,  one of  th e 
arch ite cts  of the Mode l Cit ies  prog ram, is s im ila rly  humble  abo ut ou r 
un de rs tand ing of  the  causes of  the  social  patholog ies  of  slum  ne igh­
borhoods .17 Th e Urb an  In st itut e says “t ha t in 1976 there  is less con ­
sensus on ul tim ate causes of  ma ny serious  urban problems, and even 
less consensus on the  measure s th at  wou ld eliminat e them th an  there 
was in 1966.” 18

Th is  lead s to seve ral ine vit able conclusions. We know th at  im prov ­
ing  housing  is not  eno ugh  to reve rse the  down ward sp ira l in ne igh­
borhoods afflicted by deep  social pathologies. We  do not know  e xactly 
how t o deal wi th these more  fund am en tal  causes of the  slu m conditio n. 
I t follo ws th at  money and ene rgy  spent on housing  impro vem ent  in 
ne igh borho ods signif icantly affec ted by these pa tho log ies  are  likely  
to be w asted and to produc e no perm anent neighb orhood  improv ement . 
Th e r esul ts o f r ehab ili ta tio n effo rts in Boston and  New Y ork , discus sed 
ea rli er , seem to confi rm th is rea lity.

At the  same time the  resu lts  in  De tro it,  New York,  and  even in Bo s­
ton  (rep or ted ea rli er ) show th at  a high  prop or tio n of  slum  dwellers

h 14 S ta te m en t by Ja ni es  Pi ck man . Vice  P re si den t.  B ed fo rd -S tu yv es an t R est ora tion  Corp.,
be fo re  Hou se  Co mmitt ee  on Ban king , Cur re nc y an d Hou sin g,  Se pt . 22. 1976.

15 M art in  M ill sp au gh  an d Gur en y Bre ck en fe ld , Th e H um an  Sid e o f Urban  R en ew al , 
F li gh t B light.  In c. . B al tim or e.  1958.

18 E ll io t R ic ha rd so n.  Th e Cre at ive Ra lan ee , Hol t, R in eh art , an d W in ston , Ne w Yo rk.  1975 . 
3 7C harl es  H.  H aa r,  B et w ee n th e  Id ea  an d th e  R ea li ty , L it tl e,  Br ow n and  Co.,  Bo ston , 

k 1975 .
* 18 G or ha m an d Glaze r, op. ci t.
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did maintain  their improved homes. B ut it takes only a small fract ion 
of destructive families to destroy a project. This presents a more hope­
ful prospect than many current pessimists seem to think justified.

I have discussed this matter recently with former HUD  Secretary 
Robert C. Weaver, now Distinguished Professor of  Urban Affairs at 
Hun ter College. He thinks tha t jobs may be the most important con­
structive remedy for the slum condition, while recognizing tha t there 
is still much tha t we do not know. His views point to the importance of 
the general economic policy as a prime factor in exacerbating the slum 
condition. Too little attent ion has been paid, I think, to the effects of 
unemployment and inflation on slum residents. We know th at unem­
ployment is higher in poverty areas, and highest among youth. We also 
know tha t inflation erodes more quickly the small incomes of slum 
dwellers.

Where does all this leave us ? It  suggests three  directions for public 
policy: (1) In rehab ilitation , we should select neighborhods where 
the deadly social pathologies are missing or not so strong as to negate 
the effects of improving the physical condition of houses and neigh­
borhoods, where there is a  good chance t ha t residents will respond to 
improved housing and make an effort to mainta in it. This means care­
ful neighborhood selection and perhaps tena nt selection as well. I t 
means preventative rehabilitation  to arres t the decay cycle where it 
has ju st begun or is not fa r advanced. In some slum neighborhoods de­
cay is so fa r advanced th at they will not respond to rehabilita tion car­
ried out within the l imits o f our present knowledge; (2) it means con­
tinued social experimentation to gain improved unders tanding of the 
complex social forces at the roo-t of neighborhood decay so that we can 
design more effective tools for dealing with them; (3) it  means paying 
more attention to the effects of general economic policy on slum con­
ditions. HUD  should attem pt to persuade the economic policymakers 
of the close relationship between slum conditions and general eco­
nomic policy and the grea t social, as well as economic, cost of high 
inner-city unemployment. The Secretary of H UD does not make gen­
eral economic policy, but he, or she, cannot ignore and should make 
known the effects of economic policy on housing and slum conditions.

TOWARD A RE HA BILITA TION  STRATEGY

We should proceed at  full speed to mount local programs of residen­
tial rehabilita tion which can save from fur ther decay those neighbor­
hoods that can be saved, in the light of our present knowledge. These 
efforts should be based on the lessons of the past 15 years described in 
this paper. They are not broadly understood and HUD should pro­
mulgate them widely. At the same time we should study the history 
more thoroughly to extend and sharpen the lessons they hold. There 
are a great, many neighborhoods and dwellings th at fit this limited pre­
scription for rehabil itation. Grigsby found that  one-half of the inner *
city housing stock in Baltimore  was only moderately dfecaved and 90 
percent of the substandard units in the city as a whole fell into this 
category.19 While a limited degree of property decay in a neighbor-

’• W ill iam Gr igsb y,  op. cit .
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hood is no sure indica tor th at  the dee per  socia l pa tho log ies  do no t 
exist, it  sugges ts th at th is may  be the  case. At least, it is a st ar ting  
po in t fo r the  process of  n eighborh ood selection  which  is so cru cia l to 
prop er  reha bi lit at ion pla nn ing .

The reha bi lit at ion prog ram its el f c an be e stabli she d in a numb er of  
ways. I t  can  be directed  by the city . I t  can  be spear headed by the  
St ate de pa rtm en t of  com munity  aff air s or  the State hous ing  finance 
agen cy. I t  can be ca rri ed  ou t by neighborho od organiz ati ons, or  by 
pr ivate lender s and pr ivate reha bi lit at ion contr act ors. Whic hever 
grou p t akes  the  leadersh ip it mu st ga in the coopera tion of  th e cit y, the 
neighborhoo d, the  contr act ors , and the  fina ncia l com munity .

Whic hever grou p tak es the  lea d, the  reha bi lit at ion prog ram sho uld  
conta in these e sse nti al ingred ient s: (1) I t  sh ou ld be co ncen tra ted  b ut 
sho uld  cover a  complete n eigh bo rhoo d; (2)  it sho uld  p rovid e improve­
ment of  neighborho od fac ili tie s and serv ices  as well as hous ing  re ­
ha bi lit at io n;  (3)  it sho uld  r ecognize the  im po rta nt  differen ce betw een 
owner-occ upied str uc tures and absentee-ow ned str uc tures and should  
inc lud e ap pr op riat e s tra teg ies t o dea l with bo th ; (4)  it  should  e mploy 
a sufficient numb er of  peop le ski lled in the  neighborho od or ga niza ­
tion, w’ork wr ite ups, fina ncing,  hom eow ner  counseling , and rel ate d 
m at te rs ; (5)  it sho uld  be supp or ted  by ade quate  f lexible  financ ing  and 
subsidies to  bring  th e cost of  re ha bi lit at ion wi th in  the  means  of  ne igh­
borhood res idents . Sub sid ies  m ay be pro vid ed  unde r sect ion 8. section 
235 an d 236, sect ion  312, o r th ro ug h use o f block gr an t fun ds. F H A  in ­
sured loans fo r pr op er ty  impro vem ent  un de r tit le  I  of  the  Na tio na l 
Ho us ing A ct are  not  recom men ded. T hese l oan s a re lim ite d to 12 years 
or less and  ca rry in terest  rat es  of  11 percen t or  more . Th ey  wil l be 
beyond the  means  of  all bu t those of  rel ati ve ly high  income; (6)  it 
should establ ish  rea lis tic  s tand ar ds  f or  p hys ical  impro vem ent s backed  
by local code enfor ceme nt;  (7) it sho uld  invo lve extens ive  ne ighb or ­
hood  pa rti cipa tio n in the  plan ni ng  and exec ution of  the  effort , no t a 
small iob : (8) the  r eh ab ili ta tio n prog ram should  be est abl ished in ad ­
vance  b y inspec tions and studies to  be economical ly and soc ially fea s­
ibl e: and (9) adequ ate  pro vis ion  should  lie made fo r ha nd lin g such 
fam ily  d isp lacement  as m ay become necessary. All thes e, a nd  o th er  ele­
ments  of  re ha bi lit at ion str ateg y are  discussed above in some de tai l. T he  
mos t im po rta nt  e lement, of course, is th e lea dersh ip pro vid ed, its  sk ill,  
its  un de rs tand ing o f the  process, its  capac ity  to deal wi th the  va rio us  
gro ups who must be involved , and  i ts pat ience,  de dic ation  and comm it­
me nt to  the  job.

Look ing  tow ard the  fu ture , H U D  sho uld  in iti ate a serie s of  ca re­
fu lly  des igne d reha bi lit at ion experim ents aimed at findin g ou t an ­
swers t o how to deal effective ly wi th the  small perce nta ge  of problem 
fam ilies which can  wre ck an en tir e reha bi lit at ion effort. As a m at te r 
of public pol icy,  the  Fe de ral Gover nm ent  can not  ign ore  these fa m il­
ies. The answer is c lea rly  not to imp rove h ousin g alone . Bu t the search 
fo r th at  answ er cann ot lie abando ned .

W’ITAT VOLUME CAN WE EXPECT?

r A witnes s at a rece nt he ar in g of  the  House  Com mit tee  on Ban k­
ing , Cu rre ncy, and Ho us ing est imate d th at  less th an  25.000 housing
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un its  were  being  reha bi lit at ed  each  yea r. He  exp ressed  the  view  th at  
much more cou ld be done if  fund s were avail ab le. 20 H U D  repo rts  
show t hat  fun ds  fo r about 33,000 un its  o f reha bi lit at ion have been  al ­
located, or  earm ark ed , un de r the section 8 pr og ram, th e section  312 
di rect  loan prog ram , a nd  t hr ou gh  the  block gra nt prog ram . Th is is an 
op tim ist ic figure, fo r exp erie nce  str on gly sug ges ts th a t allo cat ion s do 
not alw ays  turn  int o ac tua l reh ab ili ta tio n.  For exa mple, we h ave  used 
H U D ’s figure of  10,000 u ni ts un de r sect ion 8, when only 500 are  re ­
po rte d to be completed.  Th erefore, H U D ’s publi shed  figures on re ha ­
bi lit at ion are  not incons iste nt wi th the  est imate s made before  the  
House  com mit tee mentioned above. I f  an ything , H U D ’s figures sug­
gest th at  the  25,000 -un it-a -year est imate  may be a bi t hig h. Th is con­
tr as ts  st rik ingly with the  ho pe d-for 2 mi llio n un its  of  reha bi lit at ion 
ove r a  10-year p eri od  in the or igi na l 1968 na tio na l housing  goals. I t is 
the  diffe rence betw een un de r 25,000 un its  a ye ar  and 200,000 un its  a 
year.  W he ther  the  volume of  reha bi lit at ion can  be incr eased du rin g 
the coming 2 years  depend s up on two th in gs:

Th e fir st is the  a va ila bi lit y of fund s t o finance and subs idize the ef ­
fo rt , t hr ou gh  b lock  gr an ts , sect ion 312 o r section 8 o r some othe r pr o­
gram . G iven  th e k now n in terest and capacit y of  a numb er o f loca lities,  
the volume of reha bi lit at ion cou ld undoub ted ly be increased , pe rhap s 
doubled to 50,000 un its  an nu all y,  th roug h an increase in funds, par­
tic ul ar ly  if  the  fund s prov ide d were available only fo r res ide nti al re ­
ha bi lit at ion.  Beyon d th at , any increase  in reha bi lit at ion volume will  
depend on the  d eve lopment of  local cap aci ty,  sk ille d people,  more con ­
tra ctor s,  e t c etera. Th is  cann ot be accomp lished overn igh t. Th is de si r­
able  de velopm ent  cou ld be speeded  up , however, by an increase  in av ai l­
able  funds—especially  if the  commitment were  lo ng-te rm. B ut , ev en if  
fund s are  p rov ide d, an an nu al increase in reha bi lit at ion volume above 
abo ut 50,000 u ni ts is most un likely  wi thin the  next  2 fiscal yea rs. We  
should not overlook, also , th at  an increase  in reha bi lit at ion volume 
alone means lit tle , as th e exp eriences rep or ted  here  demo nst rate. W ha t 
cou nts  is wh eth er the reha bi lit at ion res ult s in pe rm an en t im prove­
ment in hous ing  and ne igh borho d con ditions . Th e experiences re ­
po rte d here Show th at  success fo r reha bi lit at ion is not impossible,  but 
it  is difficult, We  need  to bu ild  on wh at we have lea rned, and wh at 
more  can be lea rned  fro m past experience , throug h experim en tat ion , 
and th us  ex pand  the  n eig hborh oods and the people fo r which reha bi l­
ita tio n can  be successfu lly  achieved . Th e need  fo r neighborho od re ­
ha bi lit at ion is grea t. Th e citi es are  com mitted to it. The long run 
pro spe cts  fo r its  expans ion  are  pro mising. Thi s is n ot the  t ime  to give 
up  on th is  vi ta l job  of  revi ta liz in g Am eri ca ’s slums  and decay ing  
neighb orhood s.

30 T es tim on y of Rob er t T. Bon ha m, P re si den t,  U rb an  Ho me O wne rshi p Co rp ., be fo re  th e H ou se  C om mitt ee  on Ban king . C ur re nc y an d Hou sin g,  Se pt . 22, 1976.
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