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ABSTRACT

This report summarizes the results of the Housing Allowance Demand Experi-
ment——one of three Experiments conducted by HUD to test the 1dea of housing
allowances. Housing allowances comprise a variety of programs which provide
direct cash payments to low-income households to allow them to obtain decent
housing 1n the private market. This is in contrast to construction programs,
which arrange for the construction or major rehabilitation of unite for low-
income households, and earlier leased housing programs, 1n which agencies
rather than households bore the major responsibility for finding and acquir-

ing units.

The Demand Experiment operated several programs in Pittsburgh and Phoenix
from 1973 to 1976 anvolving about 2,400 Experimental households and 1,000
Control households. The two major types of allowance plans tested were the
Housing Gap plans, which offered to pay eligible households the dxfference
between the average local cost of modest standard heousing and some fracticon
of household income 1f they found housing that met program housing reguire-
ments, and the Percent of Rent plans, which paid scme fraction of a house-
hold's rent. The Experiment also included an Unconstrained income transfer
program and a Control group, and collected information on other housing pro-—
grams, including Public Housing, Section 23, and Section 236. The results
of the analyses have substantial implications not only for thece programs
but alsc for two programs beqgun since Experimental operations were complet-
ed—-the Section 8 Existing Housing program, which 1s in many ways similar to
one form of Housing Gap allowances, and the Section 8 New Construction pro-
gram, which shares many features with the Public Housing and Section 236

construction programs studied in the Experiment.

The Experimental Housing Allowance Program is described an Chapter 1. ¢Chap-
ter 2 describes the various housing goals used to evaluate the programs and
presents evidence that the incidence of physically inadeguate and overcrowd-
ed housing among low-income renters 1s far higher than currently available
national data would indicate. Chapter 3 compares Housing Gap allowances with
other housing programs and shows that Housang Gap allowances can be used to
provide comparable housing under at most the same and sometimes less econo-

mically and racially segregated conditions, with at least equal and sometimes




greater tenant satisfacticon. At the same time, allowance program costs are
far lower than those for néw construction programs and somewhat lower than
those of programs that use the existing housing market but place less relai-

ance on households to find and acguire adequate housing.

Chapter 4 dscusses the effects of allowance programs on recipient housing
and compares them to similar programs of unrestricted transfers. Housing

Gay allowance programs have much lower participation rates than Unconstrained
pregrams. They do lead to dxfferent housing changes, but these are almost
entirely focused on the specific housing standards explicitly required by
program regulations. This raises some questions as to thelr desirability,
since standards are frequently justified as bheinyg proxies for generally bet-
ter housaing, rather than critically desirable items in themselves. Percent
of Rent allowance programs, on the other hand, have the same high participa-
ticn rates as Unconstrained programs and produce larger changes in recipient
housing expenditures. Much of the additrcnal chance in expenditure 1s, how-
ever, due to reduced incentives for househelds to shop carefully, resulting
in payment of above~average rents without comparable improvements 1in housing
quality. None of the allowance or-nonallowance programs have any substantial
impact on the neaghborhcods chosen by recipients or on existing patterns of

racial and economic segredgation.

Chapter 5 reviews the findings presented in the report and discusses areas

where further research iz indaicated.
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SUMMARY

This report summarizes the results of the Housing Allowance Demand Experi-
ment. The Demand Bxperament, authorized by Congress in the Housing Act of
1970, was one of three Experiments designed to test the concept of housing
allowances in terms of household response, market impact, and administrative
methods and costs., The focus of the Demand Experiment was on household re-
sponse——on the ways in which low=income renter households would use housing
allowances, It tested a variety of allowance plans involving approximately
1,200 Experimental households and 500 Control households at two sites:
Allegheny County, Pennsylvania (Pattsburgh) and Maricopa County, Arizona
(Phoenix), during 1973-1977. Each household enrcolled in the Experiment was
offered allowance payments for three years. BAnalysis was based on data from

the first two vears.

Housing allowance programs provide direct cash payments to eligible low-
income households to allow them to obtain adequate housing in the private
market. Except for the fact that allowance payvments are made to households
rather than landlords, allowance programs are sSimilar in concept to the cur~
rent Section 8 Existing Housing program and are also related to the Section
23 Leased Housing program, which used existing units in the private rental
market but placed the major responsibility and discretion in finding and ob-
taining uwnits on loccal housing authorities rather than recipients., They are
very different from construction programs such as the conventional Public
Housing, Sectlion 236, and Section 8 New Construction or Substantial Rehabil-
ltation programs, which directly arrange for the construction or major re-

habilitation of units to be rented to eligible households below cost,

The housing allowance programs tested in the Demand Experiment can be divid-
ed 1nto two major types--Housing Gap and Percent of Rent, Housing Gap pro-
grams offered participants payments designed to make up all or part of the
gap between the estimated costs of modest, existing standard housing in each
site and the fraction of 1ts income that a household could reasonably be
expected to spend for housing. Househelds could only receive these payments
if they lived in or moved to housing that met certain program requirements.,
Three different requirements were tested in the Demand Experiment--Minimum

Standards and two levels (High and Low} of Mimimum Rent. Housing Gap house-




holds assigned to Minimum Standards programs had to occcupy housing that met

certain physical and occupancy standards in order to receive payments.
Households assigned to Minimum Rent programs had to spend a minimum amount

for housing in order to receive their allowance payments.

The Percent of Rent allowances tested 1n the Demand Experiment did not im-
pose housing reguirements. These plans offered households rebates egual to
a fixed fraction of their monthly rent. Payments were tied directly to
housing expenditures, but no other requirements were imposed. Households
were free o spend as much or as little for housing as they wished and

could occupy any private rental unit in the two counties.

The Experiment also tested the alternative of an expanded wélfare or income
maintenance program in the form of an Unconstrained Housing Gap plan. This
plan offered households payments based on the same formula used for the

Housing Gap plans, but without imposing any housing reguirements.

A group of Control households were included to provide benchmark information
on the housing that eligible households would occupy without assistance from

the heusing allowance programs.

Finally, the Experiment also evaluvated program costs and housing in othexr y
housang programs in Pittsburgh and Phoenirx in comparison with housing allow—
ances. The programs studied were Section 23 Existing Leased Housing, con-
ventional Public Housing, and Section 236, which accounted for the vast ma-
jority of subsidized housing units in 1975, when the data for this study

were collected.

The major findings of the analysis are as follows. First, allowances compare
favorably with new construction programs: It is estamated that allowances
can provide samilsar housing to that provided by new construction programs at
roughly one-half to thres—-fourths the cost, with greater recipient sqtiSr
faction and equal or lower levels of racial and economic segregation. Second,
the advantages of an allowance program over a similar expansion of existing
cash transfers are not as clear cut: housing allowances can achieve sub-
stantially greater improvements in housaing than those cbtained by a similar
program of Unconstrained payments when the allowance program imposes reason-—
ably stringent housing requirements; however, the additional housing change
15 focused on the specific requirements imposed and sharply reduces program

participation among households in substandard housing. Third, analysis of



Demand Experiment housing data was able to show a much greater incidence of
physically inadequate housing among low-income households than has been
found i1n past studies based on less complete housing data. However, much
more counld be done to uwnderstand the nature of housing deprivation and the
potential ability of housing programs to target assistance to those most in

need.

These findings are explained more fully below. The first three items are
primarily concerned with the comparison of housing allowances with other
housing programs. Items 2 through 6 compare housing allowances with saimilar

Unconstrained welfare transfers. Item 7 discusses housing deprivation.

Housing Allowances and Other Housing Programs

i, The costs of units in new construction programs were from 35 to 91 per-
cent higher than those of comparable units in a Minimum Standards hous-
ing allowance. In contrast, Section 23 costs were only modestly higher

than those for housing allowances,

The total annual program costs, including administrative costs, required
to provide a unit with an annual rental value of $2,000 in 1973 ranged
from $2,180 for the Minimum Standards housing allowance program 1in
Phoenix to $4,400 for Public Housing in Pittsburgh., Public Housing
costs for comparable units were 91 pexcent higher than those of a Mini-
mum Standards program in Pittsburgh and 64 percent higher in Phoenix.
Section 236 costs were 75 percent higher in Pattsburgh and 35 percent
higher in Phoenix. In contrast, Section 23, which also used exzstang
housing, had costs that were 10 percent higher than Minimum Standards
programs in Pittsburgh and effectively the same (2 percent higher) in

Fhoenax.

The much higher costs assoclated with new construction may reflect oper-
ating or construction inefficiencies or simply market prices for exist-—
ing adequate low-lncome rental housing that are well below replacement
cost. The size of these different factors has important implications
for possible policles to reduce construction costs and/or cholces across
programs. These could be estimated by the collection of additional data
to permit direct comparisons with private landlords. Further work could

also be done on the time pattern of construction program costs and bene-




fats and 1ts implications for the evaluation of program alternatives.

Despite large differences in costs, the housing units provided by the
various allowance and nonallowance programs were very simliar except to
the extent that program rules mandated specific physical and occupancy
standards. The differences in housing obtained by these standards were
often highly specific, so that imposing one set of program reguirements

did not necessarily mean that other standards were met,

All of the programs studied provided roughly comparable housing in terms
of overall unat rental value., Market rental values were estimated as a
function of a variety of measurements of unit size, guality and location-
al amenities. The average estimated rental values of uwnits occupied by
participants in the various housing allowance plans, the Unconstrained
plan, conventional Public Housing, Section 23, and Section 236, were all
within 20 percent of each other and within 10 percent of that for Mini-

mum Standards housing allowance reciplents,

Program housing differed much more in terms of complirance with alterna-
tive physical and occupancy standards. Program housing was evaluated in
terms of six different physical standards and two dirfferent occupanay
standards. Units provided by programs with explicat housang and occu~
pancy standards (Housing Allowance Minamum Standards, Section 23, con-
ventional Public Housing, and Section 236) uvsually met standards saigni-
ficantly more often than unsubsidized units or units in programs without
such standards. The extent of the differences changed substantially de-
pending on how clesely the standard used to evaluate units matched the
standard immposed by the program. Thus, requiring one set of standards

may not always provide good results under another set of standards.

In contrast, recipients in programs that did not impose explicit physical
and occupancy standards (the Unconstrained, Manimum Rent, and Percent of
Rent programs) were no more likely to occupy standard housing than simi-
lar unsubsidized Control houscholds, with one exception. The one excep-
tion was the Minimum Rent High program in Phoenix, which had a modestly
higher proportion of standard units under several measures. Indeed, pro-
grams with Minimum Rent High requirements in both sites had ratings sim-
ilar to those of Section 23, but well below those of other prograns with

explicit physical and occupancy requirements., It appears that fairly

5-4



high Minimum Rent reguirements may sometimes provide a reasonably gg?d

proxy for relatively modest physical requirements.

= ) Y

RN
On average, housing allowance and Unconstrained reciplents OCCUPledwthe

same economically and racially segregated housing as gsimilar unsu@s@a
dized Control households. Units in the other housing programs were gen-
erally located in lower income neighborhcoods with higher mlnorltg‘cqﬁf
centrations. ©Only Public Housing, however, shows evidence of actua;%?
moving households into poorer or more segregated neighborhoods than ﬁhey
would otherwise have cccupied. In addition, households in construction
programs expressed lower levels of satisfaction with their nezéﬁborhqus

than did Minimum Standards allowance recipients.

The average percentage of households with 1970 incomes of less than i 7%
$5,000 {(low-income concentration) 1in the Census tracts cccupied by Con-
trol households in 1975 was 34 percent. The corresponding figure for
households enrolled in the varrous allowance plans was almost identical,
35 percent., Public Housing units in Pittsburgh were located in trac?g
with an average low-inconme concentration of 40 to 55 percent. Examina-
tion of recent enrollees in these programs shows, however, that only
Public Housing recipients had moved from tracts with lower concentrations
(37 percent in Pittsburgh and 45 percent in Phoenix) t¢ higher concentra-

tions (30 percent in both sites for recent enxrollees).

Similarly, minority and nonminority recipients in the various housing
allowance programs continued to live an largely minority and nonminority
neighborhoods, respectively, maintaining the same degree of racial seg-
regation as similar Control households, This was also true to a large
extent for other programs. Indeed, for all prégrams, there 15 a direct
relationship between the proportion of program units located in minority

areas and the proportion of recipients who are minorities.

At the same time, it appears that Public Housing and Section 236 in

Pittspurgh, at least, may have moved minority households into more seg-
regated neighborhoods. Minority households that enrolled in these two
Programs in recent years left tracts where an average of 55 percent of
househeclds were manoraity houscholds and were placed in tracts where 68

percent of households were minority households.



Wby S L .
“The locatiohal restrictions imposed by construction programs may explain

the lower levels of housing satisfaction expressed by participants in
these programs. The average level of neighborhoed satisfaction ex-—
”ﬁﬁreéséd by housecholds in Section 23, Public Housing, and Section 236 was
Iowet than that for houscholds participating in the Minimum Standards
—ﬂ;h0551hg allowance programs in both sites., (Dwelling unit satisfaction
“Th the nonallowance programs was also lower in Pittsburgh, but showed
‘%o'dlfference in Phoenix.) Taking account of differences in recipient
ngaeﬁographic characteristics, housing quality, and rental payments con-
nféirﬁed the findang of lower levels of satisfaction for nonelderly house-

oo

holds in Public Housing and Section 236.

Housing -Allowances and Income Maintenance

4.‘ﬂ§£e higher incidence of standard units obtained under housing allowances
Bé impesing housing requirements often reflects the exclusion of house-
I:hﬁl&s that do not meet program regquirements rather than any program ef-
fect 1n actually placing households i1n better housing than they would
" have occupied without the program. Furthermore, the changes in recipi-
ent housing that are produced by the allowance programs are very tightly
“tred to the specific program housing reguirements. Similar results may

apply to nonallowance programs, but this 1s not known.

Among households offered enrollment in the Percent of Rent and Uncon-
strained programs, which had no housing regquirements, 85 percent accept-
ed the enrollment offer and participated in the programs. In contrast,
only 45 percent of those offered enrollment in the Housing Gap plans
participated. This sharp reduction in participation was concentrated
among households that would normally have occupied housing that did not
meet the program requirements. Thus, for example, in the Minimum Stand-
ards program, 78 percent of the households that wouwld have lived in
standard heusing without program assistance participated, as conmpared
with 19 percent of those that would normally have lived in substandard
housing. As a result, two-thirds of recipients i1n the Minaimum Standards

program were households that would have lived in Minimum Standard housing

without program assistance. The remaining third were moved from substand-

ard to standard units by the program.
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5.

The additional housing change (beyond that of a similar Unconstrained
program} generated by housing allowance programs 15 very specrfically
tied to the allowance program's housing requirements. A Minimum Stand-
ards allowance was able to move more recipients from substandard te Min-
imum Standard heusing than a similar Unconstrained program. It had, how-
ever, no substantially or significantly greater effect in terms of hous-
ing expenditures, overall housing quality, or alternative measures of
housing adeguacy. Similarly, a Minimum Rent allowance induced more re—
cipients to meet Minimum Rent reguirements and thus led to larger changes
in housing expenditures. 1These additiconal changes were not, however,
accompanied by additional changes 1n the overall guality of the units or

in the percentage of units meetlng various housing standards.

These findings are based on the special data provided by the Demand Ex-
periment. Indeed, the sort of data standardly available for operating
programs would have overestimated allowance program impacts by a factor
of two. While the same patterns may apply to other hcousing programs as
well, this should be investigated directly.

Highexr payments increase both particapation rates and program impact.
More stringent reguirements also increase program impact on recipient

housing, but reduce overall participation rates.

Even 1f the allowance programs had had no impact at all on recipient
heusing, recipients would sti1ll have occupied better housing than the
eligikle population because recipients had to live in program—reguired
housing in order to participate. The impact of a program on recipient
housing depends on the extent to which the program can get households

in substandard units to move to standard units {(or upgrade their current
untts to meet standards). TIn fact, most participants were households
that exther already met program requirements or were about to meet the
requirements anyway (without the program's help). These households par-—
ticipate 1n an allowance program roughly three to four taimes as often as
households that would not normally meet requirements. Thus, more strin-
gent requirements reduce program participation rates because fewer house-

helds normally meet reguirements.

The 1mmediate aimpact of an allowance program on housang is, however,

centered on getting households that would normally live in housing that
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did not meet program requirements into housing that does. Given the saize

of the allowance payment, participation rates were largely determined by
whether households would normally meet the program's housing requirements.
In part:icular, the difference in the participation rates of households
that would and would not normally meet regquiremenits was essentially the
same for all three reguirements tested in the Demand Experiment. Thus,
the larger the proportion of households not in regquired housing, the
larger the proportion of recipients whose housing is brought to required
levels by the program. This is illustrated by the table below. Among
programs with comparable payment offers, more stringent reguirements
(requirements which are failed by more households without the program)
are accompanied by sharply reduced participation rates. At the same
time, the percentage of recipients moved into required housaing by the
pProgram increases. (The impact on all eligikle households 15 smallex

than the impact on recipients because not all eligible households par-

ticipate,)

Effect of Requirements on
Participation and Program Impact

Program

Minimum  Minamum Minimuam
Unconstrained Rent Low Rent High Standards

Stringency (percent

of eligibles that
X 0%
would have failed 32% 60% 69%
requirements)
Participation rate 85 60 43 38

Impact (percent of
households placed
in required housing
by the program)

On recipients na® 13 29 34
On eligib -
n eligible NA® 8 12 13

households

a. The impact of the Unconstrained program varies with the re-
quirement used to measure impact, but 1s always small.



It should be recalled, as noted earlier, that the differences in program

impacts on housing shown above are measured in terms of the program re- =

quirements ., Differences 1n impacts on housing characteristics not direct-

1y mandated by requirements are generally small orx nonexastent. -

Higher payments increase both participation rates and program impact.
Thus, for example, dotbling the average allcwance offered to Minimum
Standards households from $65 to $130 per month would, 1t 1s estimated,
have increased the participation rate among households in substandard
housing from 19 percent to 45 percent, with a resultant increase in the
overall participation rate from 37 to 56 percent, and cver half of the

program’s recipients moved from substandard to standard housing by the

program,

A Percent of Rent allowance does generate additional housing expenditures
well above those of an Unconstrained program with similar average pay-
ments, At the same time, the Percent of Rent allowance reduces household
incentives to shop carefully, so that almost half of the change in ex-
penditures goes to increased spending without increases in the value of
units obtained. Accordingly, the additional housing value obtained by a
Percent of Rent allowance 1s only modestly larger than that obtained

under a similar Unconstrained program.

Estimated average expenditure functions indicate that a 50 percent Per-
cent of Rent rebate would increase average total housing expenditures
in both sites by zbout 20 ,percent., 2An Unconstrained program with the
same average payment would increase expenditures by less than half as

much--7 percent.

A Percent of Rent rebate reduces households' incentives to shop care-
fully, since the rebate 1s reduced if the household finds a cheap unit
and helps to pay for the costs of over-priced units. The estimated
change in the average rental value of units obtained under a 50 percent
rebate is 11 percent—-almost half the 20 percent change in expenditures,
and only 4 percentage points greater than the 7 percent change in rental

value obtained under an Unconstrained program.




Housing Deprivation and Areas for Further Research

7.

Pr;qr to the housing allowance program, some form of housing deprivation
was common among all low-income renters. In particular, the incidence
of physically inadeguate housing was much higher than previous studies
have indicated. At the same fime, the nature and depth of housing needs

varied considerably.

When the allowance programs started, 43 percent of the elagikle low-
income renter households in Pittsburgh and Phoenix were in physically
inadequate housing:; 23 percent were crowded; and €8 percent had rent
burdens in excess of 25 percent of income. Only 12 percent lived in
housing that was neither physically i1nadequate nor overcrowded without

Incurring hirgh rent burdens.

The incidence of physically inadeguate housing was greater than past
studies based on decennial Census or Annual Housing Survey data would
indicate. This does not reflect unreliable data, unusual samples of
households or sites, or unreasonably strict standards of acceptability.
Rather 1t reflects the much more extensive housing data collected in
the Demand Experiment and the ability, given these data, to apply con-

temporary standards in evaluating housing condition.

Ninety-five percent of renter households with incomes below poverty
suffered some form of housing deprivation (physically inadeguate or
overcrowded housing or high rent burdens). The incidence among low-
income renters sbove the poverty line was lower, but still vexry high--
81 percent. However, the nature and depth of deprivation was markedly
different for the two groups. Most of the housing deprived low-income
households above poverty suffexed only from high rent burdens as com-
pared with less than a third of those with incomes below poverty. Al-
most half of the households with incomes below poverty both occupied
inadequate or overcrowded housing and incurred high rent burdens, as
compared with 15 percent of low-income households zbove the poverty
line. 1In addition, the physically inadequate units occupied by low-
income households above the poverty line generally involve fewer and
less serious deficiencies and the hich rent burdens of these households

are more affordable than those of households in poverty.



Taking account of such variation in need might result in different pro-
gram participant profiles. Nonexperimental rental assistance programs
in Pittsburgh and Phoenix served about 23 percent of the low-income
renter households in these sitegs. Thig funding level would apparently
have been more than sufficient to accommodate the 12 percent of house-
holds that both occupled physically lnadequate or overcrowded housing
and paid more than 40 percent of their incowe for rent. Had the program
been targeted to this group, however, about 90 percent of their recipi-
ents would have been households in poverty. In fact, the proportion of
actual recipzents in poverty was about the same as the proportion of
low-income renters ain poverty (50 percent), suggesting little effective

targeting of program assistance.
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SOURCES OF FPINDINGS:

4‘

Comparative costs are presented in Table 3-18.

Housing under the different programs is discussed in Section 3.2 of
Chapter 3.
Racial and economrc concentrations are discussed in Section 3.2 of Chap-

ter 3 (Tables 3-7 through 3-14 and accompanying discussicn). Results on

participant satisfaction are presented in Tables 3-15 and 3-16.

Participation results are discussed in Section 4,1 of Chapter 4 (see es~
pecially Tables 4-1 and 4-=5}, Program impacts are discussed in Section
4.2 (see Tables 4-14 through 4-17). The problems involved in estimating

program impact From standard program data are illustrated in Table 4-9.

The effects of variations ain program regquirements and payment levels on
participation are discussed in Section 4.1 of Chapter 4 (see especially

Tables 4-10 and 4-11).

Percent of Rent rebates are discussed in Chapter 4. See Table 4-1 for

participation, and Tables 4-18 and 4-19 for housing changes.

Housing deprivation is discussed in Chapter 2.
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CHAPTER 1
INTRODUCTION

This report summarizes the findings of the Housing Allowance Demand Experi-
ment. One of three Experiments funded by the Department of Housing and

Urban Development (HUD) to test the idea of housing allowances, the Demand
Experiment 1s concerned with the way in which eligible households would use
an allowance program in terms of participation, housing change, and location-
al choxce. The Experament tested several alternative allowance programs and
also included direct comparilsons with other housing programs. As a result,
1t offers considerable insight into the effects of a wide range of possible

housing assistance programs.

Housing allowances comprise & variety of possible programs aimed at assistang
low-1income households in cobtaining decent housing at reasonable cost. The
central features of an allowance program are that 1t provides direct cash
payments to eligible low-income households to enable them to obtain adequate
housing in the private market. These payments are tied to housing in one of
two ways. Under the most commonly proposed forms of housing allowances,
households receive payments only when they cobtain housing that meets certain
minlimum housing reqguirements. Alternatively, allowance pavments may be made
te househelds in substandard housing, but increase with the gquality of hous-
1ng obtained, providing an i1ncentive to households to improve their housing.
In any case, the inltiative in deciding where to live and how much £¢ spend
on housing and the burden of finding housing that meets requirements are
placed upon households rather than developers, landlords, or government

agencies.

The desarability of housing allowances depends on c¢ompariscns with alterna-
tives. The three major alternatives usually invoked have been no program,
expanded general income transfers, or other housing assistance programs.
Whether some form of allowance program would be desirable depends first of
all on what allowances do and how much they cost. Once these results are
establashed, however, allowances must still be compared with other programs.
Money spent on housing allowances could instead be used to‘expand other hous—‘
ing programs or to offer additional income transfer payments not specifically

tied to housing.




Additional income transfer payments might take the form of expanded welfare

payments, increased Supplemental Security Income or Soclal Security benefits,
or increases in payments by other unrestricted assistance pregrams. Because
it 1s focused on housing, an allowance program might be expected to vield
greater improvements in low-income housing condrtions than a similar unre-
stricted cash transfer. Tt would also be expected to involve higher admin-
istrative costs and restrictions on recaipient freedom of choice. While the
proper tradeoff between these 1s no doubt in part a matter of policy prefer-
ence, the size of the differences in cost and housing impact can be deter-
mined emparically.

Alternative housing pregrams inciude all of the low- and moderate—~income rent—
al housing programs funded by HUD.l In the early 1970s, when the housing
allowance Experiments began, the major alternative rental assistance programs
were the Public Housing, Section 236, and Section 23 programs, which then
accounted for about 90 percent of federally subsidized rental housing unlts.2
Publac Housing was by far the largest of the three, accounting for 52 percent
of the units. Under thas program, local housing authorities arranged for the
construction of new units, which were owned and operated by the authority and
rented to eligible low-income households below cost. Sectaion 236 accounted
for about 30 percent of subsidized units. This program subsidized new con-
struction or major rehabilitation of rental units for low- and modexate-in-
come households through mortgage interest subsidies, special mortgage guaran-—
tees, and accelerated depreciation provisions. Units were developed, owned,
and operated by private sponsors, but subject tc prior HUPE approval and reg-
ulations on construction, tenant eligaibalaity, and unit rents. The rents
charged Section 236 tenants were generally well above those in Public Housing,
however, and some low-income Section 236-tenants were given additional assist-

ance (Rent Supplements).

Both Public Housing and Section 236 programs are still in force today. Most
additional new construction, however, 18 funded under the Section 8 Mew Con-

struction program. Like Secticon 236, Section 8 New Construction is developed,

1
The housing allowance programs tested in the Demand Experiment were
confined to renters. The Supply Experiment included a homecwner program.

2
Figures on program size are as of FY 1974 and are taken from Schechter
{1973), p. 40.



owned, and operated by private sponsors subject to prior HUD approval and
regulations for construction, tenant eligibility, and rentg. 2Again devel-
opers qualify for a variety of special mortgage guarantees and depreciation
provisions. Unlike Section 236, Section 8 does not offer mortgage interest
subsidies., Instead, the government guarantees that i1t will pay some por-

tion of tenant rents for the life of the project {(usually 30 to 40 years).

Like housing allowances, the Section 23 Leased Housing program used exist-
ing rental units instead of directly arranging for new construction or major
rehzbilitation of subsidized units. Section 23 subsadies were stlil, how—
ever, tied to units rather than to households. Ieocal housing authorities
leased uwnits from private landlords, which they 1in turn sublet to eligible
households at reduced rents. Thus, under Section 23, the major responsibrl-
ity for finding and acguiring acceptable housing lay with administering

agencies rather than households.

Section 23 has now been replaced by the Section 8 Exasting Housing program.
This program is closer to housing allowances in design and was indeed based
in part on the early experience with the allowance Experiments. Under Sec-
tion 8, households accepted into the -program are responsible for finding a
unit that meets the Section 8 acceptability criteria. This may regquire
nothing more than having their current unit certified as acceptable, Alter-
n&tlvely, it may require th%t households either reparr their current unit or
move to a different unit. Once the household has found an acceptable unit,
the lecal housang authority enters ainto an agreement with the landlord to
pay part of the rent (if the landlord is willing tc particapate). The au-
thority does not 1tself lease the unit and its payments terminate 1f the

household moves {(and is not replaced by another Section 8 household).

The Section 8 (Existing) program is very similar to some forms of housing
allowances, with two major differences. First, unlike housing allowances,
Section 8 still involves agreements between landlords and agencies, since
payments are made directly to landlords. Housing allowances, in contrast,
do not have to reguire landloxds to agree to participate, since pavments

are made to households (though proof of rent payment may be reguired). From
a landlord's point of view, a housing allowance recipient 1s like any othex
private renter. Wo special agreements or involvement with government agen-

cies are reguired,




The seccnd difference involves the way in which payments are calculated.

The allowance programs that most closely resewble Section 8 calculate pay-
ments in terms of the difference hetween the average cost of adequate hous-
ing and some fraction of household income. Section B in contrast starts by
calculating payments in terms of the difference between a household's actual
rent and some fraction of househcold income. Because of this, the Section 8
program has set maximum Iimits on the amount of rent that a household can
pay (te limit the subsidy) and has also developed somewhat complex incen-—
tives to households to encourage them to pay less than the maximum where

p0551ble.1

When the housing allowance Experiments began, the principal guestion was the
desirability of housing allowances in comparison to other programs. The sub-~
sequent development of the Section 8 (Existing) program adds a new dimension
to the analysis. To the extent that the Section 8 program is similar to
housing allowances, the Experiments can be used to estimate the effects of
Section 8 and tc suggest and test possible modifications in its structure.
Indeed, the value of the housing allowance Experiments lies not only in what
they reveal about housing allowances but alsse in what they 1mply or suggest
about housing programs in general. The housing azllowance Experiments repre-—
sent the fairst sustained, systematic effort by HUD to anvestigate how hous-
ing programs work. Although focused on heousing allowances, their analysis ~
1g both relevant to other programs and revealing af the paucity of direct

information about them.

Before the allowance Experiments began, it was argued that housing allowances
could be both more effective and less expensive than housing assistance pro-
grams in which government agencies directly construet, buy, or lease housing
for low-income tenants. Allowances might be more effective from a recipi-
ent's point of view because, within the limits set by the program's housing
requirements, recipients would have considerable freedom of choice in select-
ing units that best meet their needs, ¥n addition, individual households
might be both more likely and more able than government agencies to select
units throughout a metropolitan area, promoting greater racial and economic

integratzon. At the same time, allowances might be less costly to the gov—

lThese shopping incentives were dropped from the Section 8 program
in 1980.



ernment, Administratively, the freedom of choice afforded to recipients

-,

also means that they would bear the costs of finding and acquiring swmatable .|

units. Beyond thas, allowance recipients might be able to acguire hoqsiqgj .

in the private market more cheaply than the government. ..

These advantages needed to be tested, however. They depend on the way in + -

which eligible households use the allowance offer, on the ability of the
private market tec provide adequate housing at reasonable cost, and on the
ability of administering agencies ko meet the special reguirements of an
allowance program. While preoponents of an allowance program could poant to
possible advantages in terms of recipient freedom of choice, reduced pro-
gram costs and increased racial and economic integration, opponents could

argue the opposite case.

Some households might not he walling or able to use an allowance program to
find decent housing at reasonable cost. Discrimination or lamited informa-
tion about housing opportunities ccould substantially limit housing choice.
Housing requairements might either be too onerous or too easy, either unduly
restricting household choice or leading to subsidization of households in
unacceptable units, The administrative costs invelvwed in certifying units
could be large, and households might be less rather than more efficient shop-

pers than government agencies.

In addition, an allowance program makes no direct provision for the construc-
tion or rehabalitation of new housing; it depends instead on the private mar-
ket to provide an adequate supply of decent housing. Without explicit tests,
it was not clear that the private market would be able to meet the demand for
standard housing generated by an allowance program without substantial price
infiation. HNor was 1t certain that the private market would provide adeguate
housing for groups with relatively specaial needs, such as the elderly, the
handicapped, or large househelds. In theory, private suppliers should act to
meet special needs :f the allowance program offers sufficient assistance to
pay for them. Whether this would in fact happen at reasonable costs was not

known.

Finally, an allowance program might place somewhat special requirements on
program adminigtrators, On the one hand, they would have to assure compli-
ance with program rules and procedures and arrange for necessary and reason—

able levels of nonfinancial assistance to enrolled households. On the other




hand, Eggéﬁge the allowance program emphasizes reéecipient as opposed to

ageﬁé§*§é§§oﬁ;iblllty and discretion, this would have to be done 1n a way
thatggéigggigéd the program's flexabilaty and emphasis on indivadual ini-
tiative. Again, the administrative feasabilaty of allowance programs had

to bentested.

Furtheéﬁgke, while the basic concept of housing allowances was clear, a hous-
ing alléwance program could in theory include any of a variety of payment
levelsfand formulas, nonfinancial services, housing requirements, and admin-
1st£§t;ve procedures, Evaluating housing allowances does not involve test-
ing a sfngle well-defined program, but examining a wide range of alternataive
program mechanisms and specifications to identify weaknesses and possible
remedies 1n program design, as well as determlning'the extent to which allow-

anceg might replace or supplement cther housing and income support programs.

The‘ﬁbst commonly talked of payment formula, for example, is the Housing Gap
formula. Under this formula, the allowance payment is calculated to make uvp
the gap between the estimated cost of modest existing standard housing and
the amount that a household could reasonably be expected to pay for housing
from 1ts own resources.l The estimated cost of standard housing s expected
tc;vary across different urban areas as well as with household size. The
contrirbution rate is most often set at 25 percent of income, but could well
be hagher or lower, or itself vary with household income. Furthermore, if
closaing the entire housing gap is too expensive, the payment formula could

be adjusted to make up only a portien of the gap.

A Housing Gap form of allowance necessarily involves some sort of housing
regquirement., The Housing Gap pavment formula 1s essentially like that used
to determine welfare payments; the household as offered a payment equal to
a basic grant level (the cost of standard housing) reduced by a fraction of
the household's other income. The only difference 1s that in the case of
housing allowances the grant level and contribution rate are set solely in

terms of the household’s putative housing costs.

Housing regulrements tie the allowance to housing and distinguash it from
unrestricted welfare payments. The most commonly suggested form of re-

quirement 1s a Minimum Standards requirement. Under this sort of require-

1
Alternstive programs are desc¢ribed in more detail in Chapter 3.



ment, a household gualifies for allowance payments only while it occupies

a unit that meets some set of basic physical and oceoupancy standards. The
exact standards used may vary from place to place and be more or less de-
tailed. An alternative requirement is a Mainimum Rent reguirement. Under
this sort of reguirement, a household ¢ualifies for payments as long as it
spends at least a certailn amount on housing. To the extent that housing
gquality and costs are closely related, a Minimum Rent requirement could
serve to encourage recipient housceholds to obtain adeguate housing. At the
same time, 1t would allow housecholds greater flemibility than Minimum Stand-
ards in deciding on specific unit features and should reduce admnistrative

costs, since it cbviates the need to set and enforce physical standards.

Yet another alternative is to have the allowance payments themselves vary
with housing expenditures. Under this sort of allowance, called a Percent
of Rent allowance, households are aided in obtaining housing by coffering
them rebates on rent egual to some fraction ¢f their housing expenditures.

A Percent of Rent allowance essentaially reduces the cost of housing to
reciplrents by the amount of the rebate. Thug, for example, a househeld with
a fafty percent rebate would have to pavy half the market price for a unit
from its own resources; the rest would be made up by the allowance payment.
Because Percent of Rent allowance payments are directly tied to housaing ex—
penditures, no housing reguirements are necessary under this program. In-
deed, 1n some ways, a Percent of Rent formula can be regarded as a modified
Minimum Rent requirement under which payments are scaled by the amount whach
the household spends on housing rather than simply beang cut off entirely
for households spending less than the Minimum Rent amount. However, addi-
tional housing requirements could be added to a Percent of Rent program.
Physical requirements might, for example, be imposed to assure that house-

holde were not subsidized in seriously deficient units.

While these examples hardly exhaust the full range of possaible payment
rules, they do encompass the basic¢ elements involved in almost any allow-
ance program. Under an allowance program, payments are determined by some
combination of actual housing expenditures, local housing costs, and house-—
hold size and income, subject to various additional housing requirements
framed 1n terms of physical standards or housing expenditures or both.

Even beyond these basic program rules, however, an allowance program may

include a variety of administrative mechanisms and nonfinancial services




to enrollees. Various levels of nonfinancial services may be provided to
help households in finding housing, negotiating costs and other matters with
landlords, or overcoming discrimination. Programs may also use any of a
wide range of administrative procedures in outreach, enrollment, and certi-
fication and recertification of househeld eligibility, payment amount, and

housing condition.

Allowances could not reasonably be evaluated within the context of a single
experament in which failures of administration, problems faced by house-
holds 1in understanding or using the allowance program, and fairlures of
housing supply could all arise at cnee, confounding any attempt to identify
individual program weaknesses and thear remedaes. As a result, the Experi-
mental Housing Allowance Program (EHAP), funded by HUD to test the concept
of housing allowances, comprises three sgeparate Experaments, focused re-

gpectively on househeolds, suppliers, and admnistrators.

The Demand Experiment, which is the subject of this repeort, was focused on
households. Designed, operated, and analyzed by Abt Associates Inc.,1 under
contract to HUD, the Demand Experaiment offered allowance payments to approxi-
mately 1,200 low=-income renter households selected at random from eligible
households 1n each of two 'metropolitan areas--Allegheny County, Pennsylvania
{(Prttsburgh) and Maricopa County, Arizona (Phoenix}--from 1973 to 1976.
Enrolled households were offered allowance payments for up to three years
and were assured of efforts to arrange for continued assistance at the end
of the Experiment. Analysis is based on the responses of households during
the first two years after enxcllment. BSeveral different allowance plans
were tested, consisting of variations on the Housing Gap Minimum Standards,
Housing Gap Minimum Rent, and Percent of Rent plans described above, as well
as a program of Unconstrained income transfers and a Control group of approz-
imately 500 households in each site. In addition, data were also collected

on samples of participants in other housing programs.

The Demand Experiment was specafically designed to examine the way in which
eligible households would use an allowance program. Because the Experiment

was confined teo a relatively small number of households in twe large metro-

1The Urban Institute and Stanford Research Institute made substantial
contributions to the imitial design of the Demand Experiment, and particular-
ly to the specafication of alternative allowance formulas.



politan areas, changes 1n xecipient housing could easily be accommodated by
the existing stock of privately owned housing and analysis can focus on
households rather than housing suppliers. Because households were selected
at random, they <¢an be uged to estimate the way in whach eligible households
in general would use an allowance program. Because the Experament included
a Contyel group, 1t i1is possible to examine not only what scrt of housing was
obtained by participants in the allowance program, but alsc how the program
changed participant housing. Because the Experament inciuded a variety of
systematically different allowance programs, 1t can be used not onily to
analyze several different actual programs, but also to infer results for
cther possible program varlations. Because the Experiment included a sample
of participants in other housing programs in each site, 1t affords a direct

comparison between allowance programs and existing alternatives.

The Supply Experiment was focused on the pravate housing market. Designed
and analyzed by the Rand Corporation under contract to HUD, the Supply
Experiment programs are conducted by specially created local housaing author-—
1ti1es under Rand supervision in two sites--Brown County, Wisconsin (Green
Bay), and St. Joseph County, Indiana (South Bend). The cperation of the
Supply Experiment program was begun in 1973 and will continue through 1983.
In contrast to the Demand Experament, the Supply Experiment offers assis-
tance to all eligible households in each of i1ts sites and includes both
renters and homeowners. Eligible households may enroll an the program and

become recipients at any tame.

The Supply Experiment 1s designed to test the ability of the private market
to accommodate an allowance program without undue price inflation or hous-
ing shortages. Where the Demand ExXperiment tests a variety of allowance
programs against a Control group, the Supply Experiment tests a single
Housing Gap Minimum Standards program against the local housing market, In
theory, however, information from the Demand Experiment on the ways in which
households respond to different allowance programs could be combined with
the results of the Supply Experiment to predict the i1mpact of alternative

allowance programs on the pravate housing market.

The third Experiment, the Adminigtrative Adgency Experiment (AAE), was focused
on administering agencies. Designed and analyzed by Abt Associates, the AAE

was conducted by state oxr local government agencies 1n eight different sites




from 1972 to 1976. The various Administrative Agency Experiment programs
each enrélled from 400 to 900 renter households for twoe yvears, with assurances
of further assistance at the end of the allowance program. As 1n the Supply
Experiment, all of the allowance programs used in the AAE were of the Housing
Gap Mrnimum Standards type. The primary purpose of the AAE was to test the
overall administrative feasibility of an allowance program and 1n particular
to determine whether local agencles with differing experience 1n operating
housing and other social service programs could successfully implement and
administer & housing allowance program. In addition, the analysis examined
and compared alternative administrative mechanisms adopted by the different

agencies and estimated adminastrative costs.

The’de51gn of the AAE approxaimated noermal HUD procedures for program opera-
tions much more closely than elther the Demand or Supply Experiments. The
Demand Experiment was operated by the research contractor under very detailed
operating rules, extremely rigorous quality contrel, and extensive data
collection beyond the needs of an ongoing program. Iikewise, whilile the
Supply Experiment was operated by local housing offices, these were created
for the Experiment and clesely supervised in both development and operation.
In contrast, the AAER 1nvolwved pre-existing agencies, which were allowed to
operate with considerable discretion under a failrly general set of program

rules.

The coordination of the thres Experiments was undertaken by the Urban
Institute. The Urban Institute played a major reole in the oraginal design
of EHAP and has reviewed the desigh, operation, and analyses of all three
Experiments. HUD also arranged for separate outside review of both the de-

sign and analysis by various panels of experts.

This report summarrzes the analyses and findings of the Demand Experiment.
Tt is accordingly focused on how households, as opposed to suppliers or
administering agenclies, respond to and make use ¢f alternative allowance
programs. These are contrasted with the housing of eligible households in
the absence of an allowance program, with expanded welfare payments not
tied to housing, and with other housing programs. Because the report is
focused on results rather than techniques, analytic issues are generally
ignored or relegated to footnotes unless they substantially affect the in-
terpretation of results. Readers are referred to the individual reports,

which are listed in Appendix ITII, for technical details.
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The report starts, an Chapter 2, by describing the housing situation of low-
income renter houscholds in the two Demand Experiment sites in terms of unit
quality, crowding, rent burden, and location. Chapter 3 then compares the
housing provided by and costs of alternative allowance and nonallowance pro-
grams, Chapter 4 describes whe participates under alternative allowance
programs and how the programs change the housing of reciprents. Chapter 5
then summarizes the findings of the Demand Experiment and discusses their

implications for housing policy and further research.
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CHAPTER 2

THE HOUSING CONDITIONS OF
LOW-INCOME HOUSEHOLDS

Thas chapter discusses the housing conditions of low-income households in
Pittsburgh and Phoenix. It sets the stage for subsequent chapters by de-
scribing the sorts of deficiencies that housing programs might be expected
to remedy and discussing why specifically housing oriented programs might

be preferred to programs of general income support.

2.1 THE HOUSING CONDITIONS QF LOW-INCOME HOUSEHOLDS ENROLLED IN
THE DEMAND EXPERIMENT

The housing of low-income households has usually been discussed 1n terms of
three sorts of problems--physically inadequate housing, overcrowding, and,
more recently, excessive rent burden.l Recent studies of housing problems
in the United States have consistently found a low and declining incadence
of physically inadeguate or overcrowded housing combined with an increasing
incidence of high rent burdens. Thus, for example, Levine (1378) found

that among all renter households 1n the United States, the incidence of
physically inadequate housing dropped dramatically from 49 percent of house-
holds in 1940 to 8 percent in 1976. Likewise the percentage of households
in crowded units fell from 20 percent to 5 percent. The proportion ¢f house-
holds paying more than 25 percent of therr income for rent, on the other

hand, rose from 31 percent in 1250 te 47 percent 1n 1976.

Even analyses of housing depravation among low-income households indicated
declining rates of physical deprivation, relataively little crowding, and an
increasing incidence of high rent burdens. Levine found that in 1976, only
13 percent of renter households eligible for federal low- and moderate-in-
come housing assistance were in physically inadequate housing (as compared
with 57 percent of such households in 1950), while 7 percent wexe lavang in
crowded conditions. At the same time, 61 percent of such households had rent
burdens in excess of 25 percent of their income, and 38 percent had rent bur-

dens of over 35 percent of their income, Birch et al. (1973}, using somewhat

1
A fourth type of problem~—inadequate neighborhoods——1s more difficult
to quantify and is discussed later in thas chapter,
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different measures, found that among very low-income households (with incomes
of $5,000 or less i1n 1970), 24 percent were in physically inadequate or crowd-
ed housing, while an additional 54 percent suffered from rent burdens greater

than 25 percent of income.

Analysts have digsagreed about the policy implications of these trends, par-
ticularly with respect to physically inadequate housing. Levine, for exam-
ple, emphasized the continuing existence of physically inadequate housing.
Welicher {1976), on the other hand, concluded that "we are probably very
close to meeting the national housing 'goal of a decent home,' as it was
originally envaisioned in 1949." In any case, 1t has appeared that the need
for improved housing as opposed to higher incowmes (or lower rents} was

rapidly disappearingd.

Analysis of Demand Experiment data by Budding (1978) aindicates that these
conclysions substantzally misrepresent the housing needs of low-income house-
holds, and especially of households with incomes below poverty. Budding used
the detarled information on enrollee housing collected in the Demand Experi-
ment to assess the physical adegquacy of units. Units were classified as
clearly inadeguate if they were structurally unsound, had unvented gas heat-
ers, rats, inadeguate fire exits, incomplete plumbing facilities, no heat,
seriously holed anterior surfaces, incomplete kitchen facilities, or inade-
quate elegtrical service, or needed major repatrrs to obtain working pluwmbing,

. . 2
adequate light and ventilation, or adequate ceiling height. The results,

lBirch et al. {(1973) do not provide fiqures con the total incidence
of high rent burden.

2For a complete discussicn of the standards used in classifying units,

see Budding (1978), Chapter 2. Plumbing was classified as incomplete 1f the
untt did not have a flush toilet, shower or tub with hot water, and a wash
basin with hot water, or if the bathrcocom was shared with another household.
Minimum kitchen facilities consasted of a stove, refrigerator, and sink with
hot water. Electrical service was rated as incomplete if there was no light
fixture 1n the kitchen or bath, no outlet in the kitchen, or less than two
outlets or ocne outlet plus a light fixture in the living room. A unit was
classified as needing major repairs 1f it was both evaluated by the housing
evaluator as needing major repairs and had basic kitchen or plumbing facilities
that did not work, inadequate ceiling height, unopenable, loose or broken win-
dows, and/or no ventilation or windows in the kitchen, bath, or living room.

The double requrrement of evaluator rating plus reported specific deficiency
for the "needed major repairs" category was introduced because the standards
involved for some ltems were subject to greater controversy or because the
measured item rating could conceivably include temporary breakdowns .or rela-—
tively minor hazazrds. In any case, only & percent of the units studied were
classified as inadequate solely on the basis of needing major repairs.
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shown an Table 2-1, are startling. Budding found that 43 percent of enrolled
households lived in clearly inadegquate units, as compared to the 13 percent
figure found by Levine, &another 26 percent lived in units of gquestionable
gquality, while only 31 percent were in units that were apparently adequate.l
AZmong households with incomes below poverty, the situation was even worse:

56 percent were in clearly inadequate units, as compared with Bairch et al.'s
figure of 24 percent; 24 percent were in questionable units; and only 19

percent were in apparently physically adequate units.

The dramatically hicgher incidence of physically rnadequate housing found by
Budding reflects a combination of unusually complete data and long-term
changes in what constitutes minimally acceptable housing. Untxl 1973, data
on the physical condition of housing was generally limited to one or two
1tems from the census-—-availabilaty of complete indoor plumbing and an
overall rating of structural soundness.2 Almost all analysts have recog-—
nized that these measures are inadequate. The census rating of structural
soundness varied substantially in defamrition between each census from 1940
to 1960 and was finally dropped altogether in 1970 because of the Census
Bureau's serious concern about 1ts relzability. Data on complete indoor
plurbing facilities, on the other hand, while probably reliable, are not

an adequate proxy for the overall physical condition of a dwelling umit.

In particular, i1t seems unlikely that the presence of complete indoor
plumbing 1s any guarantee against severe dilapidation, the absence of cother

basic housing services, or the presence of serious safety hazards.

The Annual Housing Survey was begun in 1973 to supplement the census infor-
mation on housing condition. The survey reborts households' ratings on a
variety of housing and neighborhood conditions. In a Congressional Budget
Office study, Levine made one of the first published attempts to use

Annual Heousing Survey i1tems to construct an overall measure of physical

housing deprivation. Levine's measure 1s based on 15 ratings of dwelling

1The texrm “apparently adeguate" is meant laterally. Extensive as
they are, the Demand Experiment data still may not adequately indicate all
serious defects. On the other hand, the units classified as guestionable
("ambiguous" is Budding's term) are just that and may well include both ade-
gquate and inadequate units.

-

2B1rch et al. (1973} also used information from the census on heating
equipment, requiring the existence of some form of central heating in areas
with severe winters.
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Table 2-1

RESULTS QOF BUDDING'S ANALYSIS OF
THE HOUSING OF HOUSEHOLDS ENROLLED IN
THE DEMAND EXPERIMENT

ALL NONPOVERTY
LOW-INCOME POVERTY LOW-INCOME
HOUSEHOLDS HOUSEHOLDS HOUSEHOLDS
a
PERCENT IN
Clearly anadequate units 43% 56% 30%
Questionable units 26 24 27
Apparently adequate units 31 19 43
SAMPLE SIZE (3,357) (1,697) {1,670)

SOURCE: Budding (1978}, Figure 2-2.

a. Units were clasgified as clearly inadeguate if they were struc-
turally unsound, had unvented gas heaters, rats, inadequate fire exits, i1n-
complete plumbing facilities, no heat, seriously holed interior surfaces,
incomplete kitchen facilities, or inadequate electrical service, or needed
major repairs to obtain working plumbing, adegquate light and ventilation.
or adeguate ceiling hexght.

Cuestionable units are units for which there is inconclusive evidence of
possibly serious problems. These include two sorts of cases, Fixst, in
some cases the housing evaluator rated a unit as unsound or needing major
reparrs without any specific deficiency. Second, cases in which the defa-
eiency might or might not be sericus (nonworking plurbing, for example,
could be permanent or a temporarv disorder) were rated as guestionable un-
less the evaluator indicated a need for major repairs, Units not ¢lassi-
fied as clearly inadequate or questionable were classified as apparently
adegquate. :
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unit condition from the Annual Housing Survey. Seven of these he considered
1 ’ oo

sufficient to classify the wnit as i1nadeguate. Eight additional items con-

cerning structural and@ surface condition and safety, he regarded as useful

Py

but weaker or less relriable indicators of inadequate housing; two or more, .

of them had to he present before a unit was classified as inadequate.

St L]

Levine's estimates of the incidence of inadequate housing in 1976, however, .

were almost identical with those based on the twoe census 1tems for 1970.

t

This suggested that the census 1tems were not as inaccurate indicators _as B}

some believed. Still, Levine, like most authors, continued to feel that

.
[

better information could materzally alter the pacture of relatively low
rates of physical deprivation, particularly among poor and low-1inconme house—

helds.

The Demand Experiment data base offers an almost unique opportunity to test
the adeguacy of current data on physically inadequate dwelling units.

Every household's dwelling unit was evaluated by trained evaluators when
the household enrolled and, thereafter, at regular intervals and whenever
the household moved. Evaluators were subject to continuing quality control
and review to assure comparability across evaluators and over time. The
evaluation averaged one hour and covered a broad range of data; 137 differ-
ent i1tems of informaticn, ilncluding an overall assessment of the condition
of the dwelling unit by the evaluator, are avarlable for each dwelling unit,

of which 78 have proved useful as andicators of housing condition.

These data provide an extensive and relaable picture of housing conditions
in Pittsburch and Phoenix. Reliabirlaty is an important :ssue in housing

quality data. BAs mentioned earxlier, interviewer ratings of structural sound-

lThe seven ltems involved were: absence of complete plumbing; ab-
sence of complete katchen facilitiez; absence of either a public sewer con-
nection, a septic tank, or cesspool; three or more breakdowns of six or more
hours each in the sewexr, septic tank, or cesspool during the past 90 days;
three or more breakdowns of six or more hours each in the heating system;
three or more breakdowns in plumbing {unit without water) for siz or more
hours each during the past 90 days; or three or more breakdowns cof the flush
toilet for six or more hours each durang the past 90 days.

2The eight items were: leaking roof; holes in interior floors; open
cracks of holes in interior walls or ceilings; broken plaster areas on inter-
lor walls or ceilings larger than one-foot square; unconcealed wiring; the
absence of a working light an the public hallways of multiunit structures;
loose or no handrails in public hallways in multimnit structures; loose,
broken, or missing steps 1n public hallways in multiunit structures.
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Fermrmn

nass wefe_drépped from the U.S. Census in 1970 because successive ratings
oF'the same unit by d1fferent interviewers were apparently uncorrelated
w1t£bééch other. In contrast, successive evaluaticns of units in the De-
mand Eéﬁezlmené indicate that evaluations were extremely relaable, with 94
percent of units accurately classified as clearly inadequate or not.l Nor
doab 2t appear that households enrolled in the Demand Experiment lived in
esp901élly better or worse housing than other households in Pittsburgh and

- . . 2
Phoenix with similar ancome and household size.

The major limitation on the Demand Experiment data base is that 1t i1s con-
fined to only two urban areas--Pittsburgh and Phoenix. Available evidence
suééests, however, that Budding's findings of extens:ive physical housing
deprivation would apply nationally as well. The contrasts between Budding's
estimates and those based on Census or Annual Housing Survey data are main—
tained within the two c¢ities. At the same time, naticnally available data
suggest that Pittsburch and Phoenix are guite close to the national mean,

as shown in Table 2-2. This at least suggests that Budding's results do not

reflect abnormal housing conditions in the two sites.

As Budding points out, however, improved analysis of housing deprivation 1s
not simply a matter of more extensive data collection., There is no guestion
that the housing stock in the United States has improved enormously over the
last 40 years. However limited the measwures, the sharp fall in the inci-
dence of sericusly dilapidated units and uvnits without indoor plumbing since
1940, mentioned at the beginning of this section, represents a real and
important improvement in the nation's housing. Budding's figures do not

deny thas improvement. Rather they show the ability of more extensive data

lSee Budding (1978), Appendix ITI. The basi¢ procedure used 1s that
suggested by Henry (1973). Housing evaluations were conducted at enrcllment
and at least annually thereafter. Thus, the units of households that 4id and
drd not move provide a set of three repeated evaluations (at enrollment and
one and twe years after enrollment) by different evaluators (evaluators were
randomly assigned to units and did not know the rasults of previous evalua-
tions). Assuming that the sequence of true states 1s generated by a Markov
process, the consistency of ratings over time can be used to estimate the
probabilities of correctly classifying a unit given i1ts true state, as well
ag the true proportion of inadequate units. The estimated conditional prob—
abilities of accurate classification were .23 1f the unit was actually inade-
gquate and .94 if the unit was actually not inadeguate.

2
See Kennedy and MacMillan (197%), Chapter 2.

18



Table 2-2

COMPARISON OF BUDDING'S ANALYSIS OF
THE DEMAND EXPERIMENT WITH OTHER
STUDIES BASED ON CENSUS DATA

PERCENT OF HOUSEHOLDS IN
PHYSICALLY INADEQUATE HOUSING

ALL LOW-INCOME VERY LOW-INCOME
HOUSEHOLDS? HOUSEHOLDS®
PITTSBURGH AND PHOEWIX
Budding's Measure
43%
{Demand Data) 3 6%
Simulation of Census Measure 15 29
{Demand Data)
Levine
(Census Annual Housing Survey) 12 na
NATIONAL ESTIMATES
Ievine . 13 NA
(Census Annual Housing Survey)
Blrch et al. NA 24

(Decennial Census)

SOURCE: Budding (1978}, Chapter 2 (Section 2.4}.

a. ILow-income households are defined as households eligible for
housing allowances for Demand Experiment figqures (see Appendix I) and as
households eligible for low- and moderate-income housing assistance pro-
grams for Levine.

b. Very low-income households are defined as households with (1974)
incomes below poverty, using 1974 poverty incomes for male-headed urban fam-
ilies for Demand Experiment figures (see Budding, 1978, Appendix II, Section
II.2, for details) and as houscholds with 1970 incomes of less than $5,000
for Birch et al.
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to reflect more current standards of housing adeguacy.

Prevalent forms of housing deficiencies in the United States have shifted
from conditions that palpably threatened tenants' liwves’to conditions that,
while no doubt survivable, are simply not acceptable under modern standards.
The New York Tenement House Taw of 1867, for example, required at least one
privy or water closet for every 20 famlies in a dwelling unit; since the
19305 a dwellaing unit has not been considered adeguate without at least one
complete bathroom for each household. Likewise, in the first decade of

the twentaieth century in the United States crowding was described in terms
of the number of families that shared a single dwelling unit; 1n recent
decades, the concern has shifted to the privacy of the indivaidual and has

been measured in terms of the number of persons per room {(Basr, 1976).

While some life-threatening conditions still exist, attempts to measure
housing deprivation in modern terms must accept the fact that deprivation
1s a relative concept and that any analysis will necessarily leave some am-
baguities., Thus, 1n a major review of housang codes for the NWational Com-
mission on Urban Problems (the Douglas Commission) in 1968, Eric Mood con-
cluded that while 1t would be hard to deny that there is an cbjective link
between gquality of housing and health under extreme physical conditions,
the possibilaty of screntifically establishing causal relationships between
individual {noncatastrophic) housing attributes and the health of a people

was remote (Wilner et al., 1962 and Schorr, 1963).

The fact that standards of need are relative and change over time should not
be allewed to cbscure the fact of real present deprivation. It is trues that
the use of housing standards rather than biclogical mnima means that any
definition of physical inadeguacy is open to guestion. Indeed, 1t seens
guite likely that most readers who took the time to examine Budding's analy-—
si1s 1n detail would find that his standards for classifying a unit as clearly
inadequate both omitted items that the reader would consider to be serious
problems and included items that the reader would regard as minor. One of
the important contrabutions of Budding's analysis is that 1t demonstrates

that these ambiguities do not preclude effective analysis.

Because he had both a large number of measures and detailed information on
the criteria used to rate indivadual items, Budding was able to construct a

persuasive case by samply describing the conditions involved. By explicaitly
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including an ambiguous category for gquestionable unats that showed some evi-
dence of serious deficrencies, but might still be regarded as acceptable, he
avoided the trap of having to make knife-edge decisicns that could easily

be challenged. FEqually important, he showed that the incidence of clearly .
inadequate units would be only marginally affected by quibbles about the
inclusion of any particular standard. Thus, for example, the largest reduc-
tion 1n the overall incidence of physically inadequate housing that could be
cbtained by dropping any single item was less than three percentage p01nts.l
Finally, the umits classified as i1nadequate rarely have only one deficiency
of any sort. Only 10 percent of physically inadequate units had a single
deficiency; most had four or more deficiencies, and over 40 percent had six

or more,

In short, the much higher incidence of physical housing deprivation found by
Budding does not appear to reflect unreliable data, unusual samples of house-~
holds or sites, or unreasonably strict standards of acceptability. They do

reflect much more extensive data and, as a consequence, the ability to apply

more complete standards in evaluating housing condition.

Having acquired data capable of reflecting contemporary standards and having
found more extensaive physical housing deprivation than heretofore reazlized,
it 18 impertant not te make the copposite mistake of lumping all inadequate
housing together as 1f egually bad. As noted akove, 10 percent of the units
classified as 1inadequate had only one deficiency, albeit a serious one. At
the opposite end of the spectyum, 14 percent had 11 or more deficiencies and
10 percent were rated by evaluators as literally unsound or unfit for human

habitation.

Iumping these extremes together can obscure important differences in poten-
ti1al priorities for assistance. An example of thas i1s shown in Table 2-3,
whach presents a sequence of increasingly stringent definitions of unaccept-
able housing rangang from inadeaquate units that were rated by evaluators as
unfit for human habitation, through unats with 11 or more or six or more de-
ficiencies, up to units not rated as apparently adeguate (i.e., either cleaxr-

ly inadequate or ambiguous). As shown in Table 2-3, each of these not only

lThe single r1tem whose deletaion would have accomplished this was the
requirement for adequate fire exits for units above ground floors in mulil-
unit buildings,
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Table 2-3

INCIDENCE OF VARIOUS LEVELS CF
PHYSICAL HOQUSING DEPRIVATION

PERCENT OF
PERCENT OF THOSE IN
. LOW~-TNCOME MACCEPTABLE
EENTERS IN HOUSING WITH
' UNACCEPTARBLE INCOMES BELCW
HOUSING POVERTY
In clearly inadequate units 4% 793
rated unfit Ffor human habitation
In clearly inadequate uynits 6 79
with 11 or more deficiencires
In clearly inadequate units
12 71
with six or more deficiencies
In clearly inadequate units 43 65
Not in apparently adeguate units 69 59
{¢learly inadeguate or ambiguous)
All households 100 51
SAMPLE STZE (3,357} (NA)

SOURCE:

Budding (1978), Tables 2-2 and 2-4,
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identifies a larger overall target group, but also rearranges peotential as-
sistance priorities, About half of the low-income renters (51 percent, to
be exact} studied had incomes below poverty. A program targeted towards
households in units rated as unfit for human habatation or units with 11 or
more deficiencies would be focused on a very small percentage of low-income
renters (4 to 6 percent), four-fifths of whom would have incomes below pov-
erty. A program aimed at 2ll households in clearly inadequate housing would
have a much larger target group (43 percent of low-income renters), two-
thirds of whom would have incomes below poverty. Finally, a program aimed
at all households not in apparently adequate housing would embrace most low-
income renters (62 perxcent} and be relatively close to evenly divided among

poverty and nonpoverty households.

Similar issues arise with respect to crowding. Concerns about crowding have
shifted over time from qguestrons of family privacy and health, involvang
several families crowded inte one unit, to issues of individual privacy in-
volving too little space per person within the unit. In recent decades, the
predominant measure of crowding used in the United States has been perscns
per room, with various criteria {more than one, one and a half, two, oxr even
three persons per room) suggested ag the appropriate measure. HUD regula-
tions use a different criterion, defining a unit as crowded when there are
more than two persons per bedroom. Budding developed a more complex measure,
taking some account of the age and sex of housechold members. Budding's mea-
sure starts by estimating the nurber of bedrooms needed to obtain at least
one bedroom for every two people, with the additional requirement that unre-
lated roomers and boarders, adults and children, and teenage children of
opposite sex not have to share a bedroom. 2 houscehold i1s then judged to be

crowded if it has fewer bedrocoms than required.

The different msasures do gave different incidences of crowding, as shown in
Table 2-4. Overall, the percentage of households in crowded units ranges
from 15 percent under the one person per room standard to 27 perxcent under
the household composition standard. More ilmportant, perhaps, 1s the strong
relation between crowding and household size., At least two~thirds of large
households (those with five or more members) are crowded under any of the
three measures. Among three and four person households, on the other hang,
the incidence of crowding ranges from 6 to 26 percent, depending on the mea-

sure used. (Crowding is definitionally impossgible for one or two person
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Tahle 2-4

PERCENT OF HOUSEHOLDS CROWDED
BY HOUSEHOLD SIZE

CROWDING MEASURE

I MORE THAN MORE THAN NOT ENOUGH
i ONE FERSOHN TWG PERSONS BEDROOMS a SAMPLE
' PER ROOM PER BEDROOM FOR PRIVACY SIZE
HOUSEHOLD SIZE
1,2 C% 0% 0% 1,376
. (41%)
3,4 6 24 26 1,291
{38%)
5 plus 64 68 80 700
) {21%)
ALL: HOUSEHOLLDS 15 23 27 3,367
{100%)

SOURCE: Budding (1978), Table 3-2.

a. The number of bedrooms needed under this measure 1s defined as
one bedrcom for every two household members, with the added requirement
that unrelated roomers and boarders, adults and chaldren, and teenage c¢hild-
ren of the opposite sex not have to share a bedrcom.
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households under any of the three measures.)l The haigh incadence ©of crowding
among large households persists across a wide range of incomes, as illustrated
by Figure 2-1. Among large househclds no measure of crowding gives an inci-
dence of less than 50 percent until household incomes are more than twice the
poverty level. Among three and four person households, on the other hand,

the incidence of crowding is substantlally greater than 25 percent only for

households with incomes below poverty.

More stringent measures of crowding emphasize the importance of household

si1ze and show a scmewhat stronger relationshap to income., Figure 2-2 shows
the percent of households that wonld need two or more additicnal bedrooms
under Budding's household composition measure. The incidence of more severe
crowding indicated by this measure 1s low for three and four person households,
running at about 10 percent for income levels below poverty and 5 percent or
less for those with incomes above poverty. Among larger households, on the
other hand, more severe crowding conditions occur among 63 percent of the
households with incomes equal to half the poverty line or less and decline to

20 percent among those with incomes greater than 1.5 times the poverty line.

The final form of housing deprivation considered in Budding's analysis 1s ex-—
cessive rent burden. Households an physically adequate and uncrowded@ housing
may still be regarded as housing deprived 1f they obtain their housing at the
cost of failing to meet other basic needs. The most frequently used c¢riterion
for excessive rent burden, both in analysis and legisltation, 1s payment of more
than 25 percent of income for housing. In common with other authors, Budding
found that rent burdens of over 25 percent were guite common among the low-
lncone renters enrolled in the Demand Experaiment. 2As indicated in Table 2-5,
over two-thirds of all enroclled low-income renters had rent burdens 1in ex-
cess of 25 percent of income, while 28 percent had rent burdens of more than
40 percent of income. BAs with other measures of housing deprivation, house-
holds with incomes at or below poverty were more often subject to high rent
burdens, and especrally to very high rent burdens: 79 pexcent of poverty
households were paying more than 25 percent of their income for housang as
compared with 58 percent of nonpoverty households: likewise, severe rent bur-—

dens in excess of 40 percent of income occurred among 43 percent of the pov-

IBY convention, efficiencies are regarded as adequate for two persons
under all measures.
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Figure 2-1
INCIDENCE OF CROWDING BY INCOME FOR LARGE AND MEDIUM-SiZE HOUSEHOLDS?2
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a. Tables for figures ara given in Appendix [1.,

b. Fewer than 26 observations,

c. Households with five or more persons

d. Households with three or four persons. ATI#9233
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Figure 2-2
INGIDENCE OF MORE SEVERE CROWDING (TWO OR MORE ROOMS LESS THAN NEEDED)
BY INCOME FOR LARGE AND MEDIUM-SIZE HOUSEHQLDS 2
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RENT BURDEN BY POVERTY STATUS

Table 2-5

ALL LOW- INCOMES INCOMES
INCOME BELOW ABOVE
RENTERS POVERTY POVERTY
Percent with rent burdens greater 68% 194 584
than 25 percent of income
Percent waith rent burdens greater 28 43 14
than 40 percent of income
SAMPIE SIZE {3,367) (1,697) (1,670)

SOURCE: Budding (1978), Figure 3-5.
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erty households as compared with only 14 percent of nonpoverty househol@s.{ln

Despite 1ts common use, the 25 percent criterion for reasonable rent burdens+
does not appear to have any special wvalidity., Tane {(1977) indicates that thHe
figure First arose from the practice in certain mill towns, where workersi .11
were charged one week's pay a month for company supplied housing. Thereafter,
1t seems to have become a widely used bhut unsubstantiated rule of thumb.  -Yet
1t 1s apparent on the face of i1t that the 25 percent rule can hardly be ju§~'
tified as a measure of need. A household with a high rent burden may well ‘"
be in less need of assistance than a household with a lower rent burden. o
A household with an income of $10,000 a year, for example, may well be able |
to afford a 30 percent rent burden, which leaves it with a net of housing in-
come of $7,000, more easily than a similar household with an income of $4,000
a year could afford a 20 percent rent burden, which leawves 1t with only
$3,200 for other needs. In addition, some high rent burdens may be voluntarg
in the sense that they reflect household preferences for better housing,
rather than what the household would have to pay in order to cbtain basically

adeguate housing.

The basic 1dea behind the notion of excessive rent burdens appears to be that
a household should be able to meet both housing and nonhousing needs. If a
household obtains minimally adequate housing at the cost of inadeguate diet,

clothing, medical care, or education, then it clearly needs financial assist-

Tas Budding points out, the apparently simple definition of high rent
burden as rents greater than 25 percent of income contains a mass of defini-
tignal problems. In the analysis of the Demand Experiment, rent i1s defined
as the contract rent for an unfurnished unit aincluding utilities other than
a telephone. Income is defined as all receipts from any source, including the
benus value of food stamps, net of taxes and alimony payments. Other programs
and data sources use other defimitions. These result in dafferent classifica-
tions for individual households and also yield different overall figures for
the i1ncidence of high rent burdens, though the pattern of results is not
changed, as shown below.

Percent of Households with Rent Burdens Greater
than 25 Percent Under Alternative Definitions of Income

éll Poverty Nonpowverty
Disposable Income 68% 79% 583%
Census Annual Tnoome 63 81 47
Puplic Housing Countable Income 74 p210] 59
Section 8 Income 71 B6 54

.

SOURCE: Budding {1978), Figure 3-5.
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ance to meet housing costs. Indeed, in this sense, there 18 some support-
ing .evidence for a 25 percent rent rule for households with incomes at the
poverty line. As 1t happens, the reference group used to estimate the min-
imuom -2ncome needed to escape poverty did, on average, spend 25 percent of
household income on hou31ng.l If the poverty line i1s thought of as the basac
income lewel necessary, on average, to obtain adequate food, shelter, clothes,
and so forth, then 75 percent of poverty would be the implied income needed,
on average, to obtain minimally adequate levels of nonhousing goods and serx-

viges,

If rent burdens are indeed excessive only when they leave too little income
to meet other basic needs, then 1t is clear that no fixed percentage of in-
come provides an appropriate criterion. Households with incomes below 75
percent of poverty can in effect, afford nothing for housing; anything they
spend for housing will only drive them farther from meeting basic norhousing
needs. Households with incomes abowve poverty can, however, spend mere than
25 percent of their rncome and still at least be able to afford the basac
levels of nonhousing services implicit in the poverty line income. If we
define maximally supportable housing costs for any household as the costs
that would leave the household able to meet the basic nonhousing needs 1m—
plicit in the poverty line income, then a household has insupportable hous-
ing costs if its after housaing income is less than 75 percent of poverty--

that 1s, if

(1) Y - R < 0.75pV
where
= household income
= housing costs
PV = poverty line income,

Undex this definition, then, a household has insupportable rent burdens 1L

1ts income after housing costs 1s below the {(net of housing) poverty line.

As one might imagine, the notion of ingsupportable housing costs focuses at-

tention much more strongly on the poorest househelds, as shown in Table 2-6.

lThe poverty line is estimated as a multiple of a basic food budget.
The multiple 1s set by the ratio of nonfood to food expenditures among muid-
dle-income heouseholds. Housing expenditures among this reference growp ac-
counted for 25 percent of income. See, Orshansky (1969).
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Table 2-6

INCIDENCE OF INSUPPORTABLE RENT BURDENS BY INCOME CLASS

RATEQ OF INCOME

PERCENTAGE OF HOUSEHOLDS

PROPORTION WITH RENT
BURDENS GREATER THAN

TO POVERTY IN POVERTY AFTER HOUSING 40% 25% SAMPLE SIZE"
2 0.50 100% 65% 80% (318}
0.51 to 0.75 100 42 81 (691)
0.76 to 1.00 94 32 76 (551)
1.01 to 1.25 46 29 68 {463)
1.26 to 1.50 9 18 57 (427}
1.51 to 1.75 2 13 62 (330)
1.76 to 2,00 0 8 56 (237)
2 2.01 0 4 49 (346)
All households 53 19 69 {3,363)

a., Number of observations for households in poverty after housing 1s 278 fewer than shown due to

missing values.
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Households with gross incomes of less than 75 percent of poverty are all by

definitaien in need of financial assistance. Interestingly, only 6 percent
of the households with incomes between 75 and 100 percent of poverty have
housing costs low enough to bring them out of poverty. Among heuseholds with
gross inceomes just above poverty, on the other hand, 46 percent are in pov-—
erty after paying for their hous:.ng.1 Emong households with gross incomes
greater than 125 percent of poverty, the incidence of insupportable rent

burdens 1is very low.

Az shown 1n Table 2-6, there were almost as many households with insupport-
able rent burdens as there were with rent burdens greater than 25 percent of
income. The encormous difference between the two measures 1S 1n whach house-
holds they identify for assistance. A program aimed at alleviating insup-
portable rent burdens would be almost entirely concentrated on households
with incomes below 125 percent of poverty. A program which defined 1ts goals
in terms of the usuwal 25 percent of income target, on the other hand, would
find a large proportion of its target households with incomes well above the
poverty line. As with measures of physical and areal adeguacy, more strin-
gent rent burden standards can identify groups of households with especially
severe housing prablems. As would be expected, this tends to focus attention
on poorer households, Income 1s not the only household characteristic of
interest, however, and similar analyses of deprivation by race, age, and geo-
graphic characteristics might also serve to identify more severely deprived

households.

These same 1ssues arlise 1n examining the way in which physical inadeguacy,
crowding, and rent burden contribute to the overall incidence of housing dep-
rivation. Faigure 2-3 shows the incidence of various combinations of poor
housang and high or severe rent burdens by income class. Income classes are
defined in terms of the ratio of household income to poverty. Those in the
lowest class have incomes less than or equal to half the povarty line for
their household size and age, while households in the haighest class have
incomes of more than twice poverty incomes. The conbinations of housing

deprivation are indicated by differences in shading. The darkest portion of

1.

This simply reflects the fact that rent burdens among low-income
households are usuwally greater than 25 percent, while the housing costs im-
plrecit in the poverty line were 25 percent.
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Figure 2-3
TYPES OF HOQUSING DEPRIVATION BY INCOME CLASS2
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the graph indicates househelds in poor housaing (that is, i1n either physi-
cally inadequate or overcrowded units) with severe rent burdens (greater
than 40 percent of income). The medium~gray area shows households in poor
housing with rent burdens of 26 to 40 percent. The light-gray area in-
dicates households in poor housing but with moderate rent burdens (25 per-
cent of income or less). The rest of the craph shows households that suf-
fer only from high rent burdens, with severe rent burden indicated by the

wavy line and high rent burdens in the 26 to 40 percent range left blank.

If households are classified as housing deprived if they suffer from eathex
poor housing or high rent burdens, the aincidence of housing deprivation 1s
both wery high {88 percent) and only moderately related tc income. About 96
percent of households in poverty are in inadequate or excessively costly
housang. The incrdence of housing deprivation among the low—-income house-
holde with incomes of more than twice the poverty line i1s lower, but stall
almost 65 percent., Yet the nature of housing deprivation varies dramatical-
1y with income., Households that suffer both poor housing and severe rent
burdens are almost exclusively poor (the relatively few cases among house-
holds above poverty account for only 10 percent of this group). Households
with poor housing and high {(but not severe) rent burdens, indicated by the
medium-gray areas, are alsoe preponderantly poor. Conditions of either pooxr
houging or severe rent burdens add a large group te all income levels, with
a noticeably decreasing incidence amcng households with ancomes over one

and a half times poverty. The inclusion of households with rent burdens

in the 26 to 40 percent range, on the other hand, adds a large block of
higher income households and accounts for from 40 to 60 percent of the
deprivation among households wath ancomes greater than one and a half times

poverty.

Comparisons based on poor housing and insupportable rent burdens are even
more dramatic, as shown in Figure 2-4. Among households with incomes below
poverty, 66 percent are both in po;r housing and have insupportable rent
burdens. Because the notion of insupportable rent burdens is so taightly
bound to poverty, however, the separate roles of rent burden and poor hous-
1ng are now reversed in comparison to Figure 2-3. In both cases, households
sufferzng from both pcor housing and extreme rent burdens are almost exclu-

sively concentrated among those with incomes below poverty. Extending the
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Figure 2-4
HOUSING DEPRIVATION AND INCOME CLASSa
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definition of housing deprivation to include all households with rent bur-

dens greater than 25 pergent, regardless of housing conditions, added a
large block of houscholds above the poverty line in Figure 2-3 and sharply
reduced the asscociation between housing deprivation and income. In con-—
trast, extending the definmition of housing deprivation to include all house-
holds with insupportable rent burdens adds a large block of households with

incomes below the poverty line in Fiqure 2-4.

2,2 HOUSING DEPRIVATION AND THE EVALUATICN OF PROGRAM ATTERNATIVES

Budding's (1978) analysis of the housing situwation of low-income households
offers an important first step towards a systematic appraisal of housing
need 1n the United States. As Budding points out, the analysis 1s limited;
1t 1s confined to two urban areas, omits any mention of neighborhood, is
based on an admittedly partial list of physical housing deficiencies, and
offers only a rudimentary treatment of crowding and especially rent burden.
Even so, Budding’s analysis clearly indicates the potential role of low-
income housing programs separate from general income support, and, by empha-
sizing di1fferences in the nature and severity of housing need across differ-
ent households, once again raises the difficult issues of program targeting.
It cannot, however, by i1tself define the objectives of housing programs and

the basis for evaluating program alternatives.

The recurrent finding that high rent burden was rapidly becoming the housing
proklem in the Unated States, even among low-income households, suggasted
that there might be no distinctive housing problem per se. The problems
found were aincreasingly susceptible to being described as simply one of too
little zncome. In contrast, Budding's analysis shows that, by contemporary
standards, there 1s still a substantial incidence of physically inadeguate
or overcrowded housing among low-income renters. Houschold income and hous-
1ng deprivation are, of course, connected. On average, the nature and
severity of housing deprivation among households in poverty is very differ-
ent, for example, than among cother low-income households. At the same time,
some houscholds at every income level laive in apparently adegquate housing at
apparently affordable costs, while others do not. Low-income and poor hous-
ing are not synonymous, and programs of housing assistance and general income
redistribution, while they may overlap, are alsc likely to invelve different

patterns of assistance.
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This does not mean that housing deprivatiron must be regarded as a separate
and special i1ssue. Proponents of general income transfers can still argue
that the i1nadeguate housing conditions found in Budding's analysis are only
one of many problems asscciated with low incomes and one that deserves no
more special attention than any other; that poor households, no less than
those with higher incomes, are the best judges of how they should spend what
noney they have; and that there 1s no reason why the government should devote
time and money to burdening poor households with special restrictions not
shared by others. More generally, even 1f housing problems do deserve special
attention, Budding's analysis neither claims to present all or even the most

important policy objectives by which alternative programs should be evaluated.

Given the substantial funds allocated to housing programs over the last 40
years, it seems evident that there has been some special concern for housing.

The nature of the concern has not, however, always been clear.

At one level it may be enough to admit that improved low=-income housing has
apparently been an especially desirable policy objective, so that housing
programs may simply be evaluated by the extent to which they improve housing
conditions. The analyses presented in this report have accordingly measured
housang conditions and improvements in terms of alternative physical and oc-
cupancy standards, neighborhood conditions, and overall market wvalue or umit

rent, as well as the rent burden borne by houscholds.

At the same time, the lack of a detailed raticnale for housing assistance pro-
grams 1S troublesome for program evaluations. To the extent that program
goals are unclear, program evaluations may be similarly clouded. Strong con-
clusicns depend on the happy situation in which a wide wvariety of goals are
all better met by one program than another. As the analyses of Chapters 3
and 4 will show, this is more often the case than might be expected. Never-
theless, 1t seems important to try to unravel the potential reasons for hous-~

ing asslstance programs,

The classic reasons advanced for special attention to housing fall inte three
areas involving externalities, countercyclical economic policy, and special

, . 1 :
issues 1n income-transfers. Externalities arise when having households in

1

For an excellent review of the first two of these, sce Weicher
(1879) . Aaron (1972), Chapter 1, also provides an 1lluminating discussion
of possible reasons for government intervention in housing in general.
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adequate housing directly benefits other households as well., Interest in
counterc&cllcal government investment an housing arises because construction,
in common with other capital formation, tends to fall off sharply in periocds
of recession. In-kind transfers of specific commodities may be more desir-
able than general cash transfers when the commodity itself has a special im-
portance, when costs vary substantially among households, or when households'

needs for or interest in the commodity varies substantially among recipients.

Housing externalities can occur because inadequate housing directly affects
other households or because i1t produces conditions of crime or disease that
affect society at large. Externalities may justify intervention because they
mean that individual households under-invest in housing. The issue between
proponents of cash-transfers and proponents of low-income assistance programs
specifically aimed at housing is not whether the poor should be assisted, but
whether they should be forced to use assistance for housing instead of other
needs. If there are externalities, then households at all income levels may
choose to spend too little on housing. In effect, each household decides how
much to spend on housing in terms of 1ts individual needs and resources——-with-
out considering the benefits te cther households. Thus, households (and in
particular higher-income households) are potentially willing te pay each other

to wmprove their housing further.

As was noted in the previous discussion of housing quality, there as little
or no evidence that the sorts of poor housing conditions fouwnd in modern
America have any substantial effect in promoting crime, poverty, and disease.
On the other hand, i1t does seem reasonable to suppose that obviocusly deteri-
orated or unattractive structures do affect the value of nearby properties.
Budding's analysis does not generally include the exterior ¢uality of unats.
Estimation of the value of rental properties as a function of unit and neagh-
borhood attributes by Merrill (1977) d4id, however, find a small effect from
the general condition of the immediate block face which seems consistent with

other studies.

1See Wilner et al. (1962), Schorr (1963) and Weicher (1979). The
present day lack of credit for such externalities no doubt in paxrt reflects
vastly improved housing conditions as well as, 1n the case of crime, a de-
crease 1n the tendency to regard criminal behavior as a psychopathic condi-
tion produced by extreme stress as opposed to a rational response to avail-
able cpportunities,
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Indeed, the area of housing deprivation that seems most likely to coffer sub-
stantial externalities—-adequate neighberhcods--15 not covered by Budding's
analysis. WNeirghborhoods are more ox less shared by large numbers of people,
including both those who live in them and those who pass through them or

utilize their services. Thus, programs to improve neighborhood quality may

benefit people other than the neaghborhood's residents.

No analysis of low-income neighborhoods comparable to Budding's work on unit
quality has yet been done in the Demand Experiment {or elsewhere). This
partly reflects the fact that the concept of neighborhood 1s itself relative-
ly undefined. Whale the gquality of schools attached to a particular location
may be well-defined by the school dastrict ain which it is located (in the ab-
sence of school busing), relevant areas for measures of crime, police pro-
tection, access to public and private services and te jobs, are much more
drfficult to specify. Moreover, hard data onh neighborhood gqualities are fre-
quently unavailable. &As a result, much of the data collected in the Demand
Experiment on neighborhood characteristics are based on the subjective 1mpre§-
siong of enrollees about their neighborhoods as they see them., Such data are
not rnherently less ugseful than cobjective statistics. They are, however,
difficult to translate into clear statements of neighborhood adequacy, espe-

caally without comparative information from higher-income households.

Despate the problems involved in characterizing neighborhoods, it seems clear
that this is an area of concern which should not remain unexplored. Decent
neighborhoods are clearly important parts of decent housing. In addition, if
there are externalities to housing that would justify special attention be-~
yvend that indicated by a desire to assure all households access to decent
housing, they seem most likely to arise in connection with inadequate neigh-

borheods.

Absent a better characterization of neighborhood deficiencies, the analysis
of neighborhood quality in the PDemand Experiment proceeded by focusing on
economrc concentration., Low-income households tend to be concentrated in low—
income neirghborhoods. 1In 1970, for example, roughly 25 percent of all house-
holds in Pittsburgh and Phoenix had annual 1ncomes of less than $5,000, Over
two-thirds of these households lived in Census tracts where more than 25 per-
cent of the households had incomes of less than $5,000; almost one-fifth were

in tracts where over half of the households in the tract had incomes of less
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than $5,000.1 Residents of such neighborhoods are more likely to report ad-
verse conditions such as heavy traffic, poor schocls, 1nadeguate playgrounds,
poor fire and police protection, crime, drugs, and abandoned buildings--in
short, a catalogue of substandard neighborhood conditions. Thus, one simple
question that can be asked of housing programs is simply whether they allowed

2
households to escape from low-income neighborhocds.

Reduction in economic or racial segregation is also a direct goal of housing
policy, apart from general improvements in neighborhood guality. 2Zmong the
households enrolled i1n the Demand Experiment, for example, over 80 percent of
the white households lived in Census tracts where fewer than 5 percent of the
houzseholds were black, In contrast, about 80 percent of black househclds
lived 1in tracts that were either themselves mostly black or immediately adja-
cent to black tracts. The same was true for Spanish American househclds in
Phoenix; again about 80 percent lived in tracts that were mostly Spanish
American or rmmedrately adjacent to Spanish American tracts.3 One obvious
guestion, therefore, 1s whether housing allowances or other programs allowed

households to move to less segregated neaghborhoods,

The countercyclical effects of housing programs and indeed supply effects in
general are not directly tested in the Demand Experiment. Recent work by

Swan (1976) and Murray (1980}, howewver, has suggested that construction pro-
grams such as Section 236 or Secticon 8 and, to a lesser extent, publac hous-
ing, withdraw financing that would have been used to finance private construc-
tion., Thus, it 1s not clear that these programs in fact promote any increase

in the lewvel of total construction, though they undoubtedly redirect 1t.

Most of the arguments for housing assistance based on externalities or coun-
tercyclical polacy are not specifically directed at low-income housing. A
special concern for housing need not, however, imply an undifferentiated de-
sire for housing improvements. It 1s possible to frame concerns for those 1in
poverty not in terms of wanting to provide a minimum level of income per se,
but rather in terms of wanting to guwarantee access to basic levels of shelter,

food, medical care, clothing, and education. In this case, program goals are

lAtklnson et al. {197%9), Table 4-4, Secticn 4.3, and Table 5-3.
2Ibad., Table 2-1.

3

Atkinson and Phapps (1977), p. A-T78ff.
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focused not on general changes in housing, food, medical care, or whatever,

but on directing adequate assistance to those in need.

The basic differences between a guaranteed income and a guvaranteed access
approach would seem to be twofeld. First is the definition of need. Guar-
anteed access may evaluate needs much more indavidually. Thus, in the case
of medical care, a-guaranteed income apprcach would simply make sure that
every household had at least a certain minimum income and with this, the
medical services that that income could command. A guaranteed access pro-
gram, on the other hand, essentially attempts to guarantee access to a basic
level of health by covering all or most of the costs of whatever treatment
may be needed. Typically, guaranteed income plans offer individual recip-
1ents considerable flexibility in decidaing how to spend the money they
receive, but are relatively inflexible in determining the amount cf support
offered. Guaranteed access programs on the other hand, ofifer less discretion
in the use of funds, but may be more flexable 1n adjusting the amounts of

benefits to andividual caircumstances.

A second potential difference between guaranteed income and guaranteed access
plans is 1n the evaluation of program participation. Guaranteed income plans
generally expect (and get) hagh levels of participation. Guaranteed access
plans may not., This may be because they fail to provade reasonable access

rn fact, or 1t may be because eligible households do not need or do not want
the services provided {(even though therr cost 1s, from a policy viewpoint,
regarded as reasonable). It may, however, be extremely difficult in prac-
tice to determine which of these factors lies behind low program participa-
tion and hence whether the program is a failure because it does not provide
access or a resounding success because 1t dees provide reascnable access

without promoting unnecessary or undesired use of services.

The archetypal guaranteed access plan iz the Medicare program, which essen-
trally covers most of the costs of recognized treatments for a certain laxge
set of 1llnesses. The decision to adopt a guaranteed access approach in the
case of health care as opposed to simply providing a guaranteed 1ncome would
appear to rest on any or all of three facts, First, 1t 1s widely felt that
health rs important and that people ocught to receive necessary care when they
are 111. This means that the government may be willing to finance health
care beyond the extent to whach 1t would help to pay for other wants and

needs, regardless of individual recipient preferences. Second, the extent
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and costs of treatments needed to maintain health vary suvbstantially among
individuals, depending on whether they are i1l and on the nature of the i1l-
nesses. As a result, a guaranteed income would provide very different levels
of health to drfferent J_ndlv1duals.1 Finally, there is some variation an the
desire for at least some treatments (ingluding, for example, psychotherapy,
dental care, and certain of the more painful cancer theraples) which may com—
pound variation in needs with variation in desires for treatment. Providing
access to adeguate housing may share these same gualities. The extent to

which 1t does so, however, is not clear.

While it is possible to argue that Budding's classification does reflect
contemporary standards of housing adequacy, it does not necegsarily measure
the geriousness of the deficiencies. Failure to achieve contemporary norms
may well seem less urgent than eradication of the sorts of condations that
excited progressive reformers at the beganning ¢f this century. The housing
conditions of nineteenth century slums were 1mmeasurably more severe than
the problems enbodaied in Budding's inadequate housing. But there 15 also an
issue of perspective. It i1s not obvious that the standards proposed in 1890
were any more universally compelling then than Budding's measure 18 today.
Nevertheless, 1t would seem desirable to extend Budding's work to develop
direct evidence of what inadequate housing meant to the households that Lived

in 1t.

One obvious approach would be to try to relate the presence or absence of
various deficiencies to differences in households' expressed satisfaction
with their dwelling units. Unfortunately, the quality levels of many hous-
1ng attributes tend to be highly correlated so that 1t 1s often i1mpossible
to interpret estimated effects as the impact of changing any single defici-
ency. Nor does expressed satisfaction have a clear metric, Thus, for exam—
ple, a finding that removing some deficiency increased the probability that
a household was satisfied with its unit by three percentage points is not,
on the face of 1t, easy to interpret as either a clearly important or unim-
portant effect. Finally, households'® expressed satisfaction may to some

extent reflect their ability to change their housing as well as their eval-

1 .
It may also be important that the incidence of 21llness 1s generally
regarded as outside the individual's control.
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nation of their housxng.l

Alternatively, the importance of deficiencies to households might be in-
ferred from household choices. Most obviously, finding that the costs
involved 1n correcting some deficiency were truly trivial would suggest
that the deficiency was either unaimportant or at least perceived to be more
unimportant or difficult to remedy than is in fact the case. This would in
turn suggest either revising the measurement or counseling househeolds. Un-
fortunately, estimated cost of repair data were not included in the housing

evaluations. It would be desirable to do so in future studies.

Bhsent direct estimates of repair costs, the costs of repairs might be es-
timated by regressing unit rents on the presence of various deficiencies

and other measures of unit guality. Such hedonic regressions are widely
used 1n economics and indeed play a2 kev role in the analysis of the Demand
Experiment, as discussed in subsequent chapters. As with regressions of
household satisfaction, however, the Fact that housing attributes tend to be
highly correlated--while improving the ability to predict unit rent--cften
makes it imposgsible to intexrpret individual coefficients as the cost of cor-

recting a single deficiency.

Ancother obvicus approach would be to examine the connection between a total
household income and the presence or absence of variocus deficiencies-~-that
is, to use the cholces made by households with different incomes as a clue

to their subjective assessment of the importance of various deflciencies.2
This has not yet been done with Demand Experiment data, though other work
suggests that such an analysis is unlikely to indicate any strong consensus
gbout the relative importance of various deficienczes., Geedert and Goodman
{1977}, for example, using data from the 1873 Annual Housing Survey, compared
the 1ncidences of 24 indicators of housaing problems between households with
incomes below poverty and those with incomes at least four times the poverty
income, Deficiencies were usually elther comwmon or uncommon for both groups.

Zmong uwrban households there was only one deficiency (lack of central heat-

1Households that are unable to change their circumstances may tenad
to resign themselves to be satisfied with what they can get. This sort of
cognitive dissonance problem is a standarxd caveat, and diffarcult to gquantafy.

2To be interpreted properly, of course, the costs of correcting de-
ficiencies would alse have to be known,
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1ng) that was present among more than 20 percent of poor households and less

than 5 percent of higher-income houscholds. (Among rural hcuseholds, there
were three, relating to adequate electric outlets, complete plumblng, and

1
acceptable sewage disposal.) -

Yet ancother approach would be to shift attention from examining how house-
holds act with respect to predefined housing deficiencies to analyzing the
ways in which they do select housing and in particular the ways in which

the guality levels of different attributes tend tc vary together across
households. The idea here, common in psychology, 15 to search for some
underlying dimensions of housing such as better bathrooms, improved climate
control, more space, which may be manifested in a variety of specific re-
pairs or features.2 The 1dea involved is to find what does matter to people
in selecting housing. The preblem with such measures, however, is that they
tend to be relatively abstract weighted averages of observeble attributes

which are difficult to vasualize and/or use operationally.

If the importance of adeguate housing to policy makers or households is not
clear, 1t 12s clear that the cost of obtaining 1t varies. Most ocbviously,
adequacy reguirements will differ according to the size and composition and
locational needs of households. In addition, however, some househclds may
simply not have access to decent housing at any (reasonsble) cost due to
discrimination or sustained shortages of cextain types of units. Thus, for
exarmple, black households have standardly been excluded from large parts of
the housing market and in extreme cases in smaller Southern cities may have

had no access to decent housing other than Public Housing.

lGoedert and Goodman (1877}, pp. 16-19.
2
This was suggested to us by Peter Rossi.

3Program standards could in theory be set in terms of 2 manimum point
score that could be obtained by a variety of features. The major operational
problem 1n using such an approach would seem to be commumicating the alter-
natives that will satisfy the point score requarement.

It sheuld also be noted that af such investigations were in fact successful,
the latent traits identified might be quite comprehensible-—-as in the exam-
Ples of more space, better climate control, or better bathrooms mentioned in
the text, The prcblem that arises is 1n communicating what a given score on
one of these traits means. Score values can be related to average scores
ameng different income groups, for example, but are not tied to specific
physical gualities.
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It 1s also clear that households end up paying different amounts for appar—
ently comparable housing. When comparable howsing 1s defined in terms of
some specified set of standards, differences 1n unit costs may in part re-
flect differences in households' willingness to give up locational and
dwelling unit amenities not included in the standard. Unat prices also~vary-—
apart from differences in unit quality. Some houscholds simply end up wathi’
exceptionally good or bad deals. Finding such deals 1s in part a matter of
more careful or extensive search and thus, to some extent, under a house-r:°
hold's control (Kennedy and Merrill, 1279). There 15 also some evidence._ I .
that informal information networks of friends and relatives play an important
role and may be more effective for whitez, who have access to a wider market,
than blacks (Vidal, 1978), To some extent, however, such good or bad deals
are also simply a matter of luck. Thus, households in apparently comparable
situations may end up having to spend different amounts to obtain the same °
quality of housing. Unfortunately, while the Demand Experiment provides
clear evidence that unit rents wvary apart from differences in unat gqualaty,

it has so far been impossible to develop any convincing estimate of the

extent of the variation involved.

Nor has any attempt been made to estimate the extent to which housing depri-
vation might be, in some sense, regarded as voluntary. The problem as
straightforward: housing deprivation i1s not necessarily the same thing as
need for housing assistance. Most measures of excessive rent burden are
based on compariscon of households' actual housing expenditures with an
amount that they could in theory be expectad to afford for housing. Actual
housing expenditures, however, may nct reflect the amount necessary to ob-
tain minimally adequate housing. Some households in inadeguate housing
might have to spend even more to obtain adequate housing. Other households,
in adequate housing, may be voluntarily spending more than they would have
to 1n order to cbtain minimally adequate housing. Just as it is possible to
argue that some households may be better azble than others to support high
rent burdens, based on their relative ability to achieve minimal levels of
nonhousing consumption, 1t 1s also possible to argue that some households
are better able to support high rent burdens because they have voluntarily

chosen to support them.

Some evidence of tradeoffs between rent burden and inadeguate housing is

presented in Table 2-7, based on work done by Budding. 2As indicated
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Sk Table 2-7
L RENT BURDEN AND POOR HOUSING

HXIGH RENT BURDENb LOW RENT BURDENb
ALLr LOW-INCOME HOUSEHOLDS
Pgor housingc 32% 21%
Mot poor housing 37 12
HOUSEHOLDS WITH INCOMES
RELCW POVERTY .
“Poor housingc 49 17
Not poor housing 30 4
HOUSEHOLDS WITH INCOMES
ABOVE POVERTY
Pooxr hou51ngc 15 23
Not poor housing 43 19

SOURCE: Budding (1278), Tables 4-2 and 4-7.

a. Totals do not add due to rounding.

b. High rent burden i1s defined as rental costs greater than 25
percent of i1ncome. ILow rent burdens are rent burdens of 25 percent of

income Or less.
¢. Poor hounsing 1s either physically inadequate or crowded (more

than two persons per bedrcom).
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there, among all low-income renters 32 percent were in poor housing (either
clearly physically inadequate or overcrowded or both) and had high rent bur-
dens {in excess of 25 percent of i1ncome}. Another 58 percent were apparent-
ly able to choose between adequate housing and high rent burdens; 21 percent
were in poor housing without high rent burdens, while 37 percent had high
rent burdens but not clearly inadequate or crowded housing., Finally, 12
percent showed no housing deprivation. Comparison of households with in-
cornes above and below the poverty line suggests that very low-income house-
holds were much less likely to be able to escape either excessive rent bur-
dens or inadequate housing. Almost half of the households with incomes at
or below poverty were both in poor housing and had hagh rent burdens, as
compared with only 15 percent of households with incomes above the poverty

line.

Thus, even if programs that provide access to adequate housing at reasonable
cost are granted a special place in federal policy, however, 1t is stall
dirfficult to assess the need for assistance in individual cases. Some house-
holds apparently chose to occupy less desirable housing although they could,
from a policy perspective, afford adequate housing at reasonable cost. Others
incurred high rent burdens in order to obtaain better than minimally adequate
housing, Many, however, did not have these opticns and, while they sometames
avoided one form of depraivation or another, freguently ended up paving large

fractions of their limited incomes to obtain inadequate housaing.

Yet the need to estimate the extent of housing deprivation and establish pri-
orities for assistance is pressing. Programs of low-income housing assist—
ance typically start by setting a general goal of providing decent housing at
reasonable cost. Considerations of equity and work incentives then suggest
that households should be eligible for the program 1f they are worse off than
program participants. This quite commonly indicates a large eligible popula-
tion. 1In terms of the households enrolled in the Demand Experiment, for
example, a program aimed at eliminating any incidence ¢of poor housing or high
rent burdens would potentially be targeted at almost all low-income renter
households, with almest equal attention to those with incomes above and below

poverty.

At the same time, housing programs in the United States are never funded at
anywhere near the levels needed to serve their entire eligible population.
HUD (1973, pp. 4-27ff), for example, estimated that a2l1ll low- and moderate-
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income programs combined served less than 10 percent of eligible households

at any income level., Coverage varies from place to place and depending on
how broadly the eligible population 1s defined, but it 1s still far from
uiversal, Thus, for example, about 23 percent of the low-income renter
households in Pittsburgh and Phoenix were in subsidized housing in 1975,

The vast majority of the potentially eligible population will simply not be
served with current funds. This obviously placed a premium on efficient use
of funds. It also, however, means that programs must decide which house-

holds will be helped.

There are at least three strategies for determining which househcolds re-
celve assistance. One, which may most closely resemble current practice,
1s simply to raffle off places on a first-come first-served basis. This has
a certain crude egquity, since all households get an equal chance to receive
benefits. Given Budding's analysis, however, it also means that assistance
w1ll be given to some households 1n moderately difficult straits and denied

to others in much worse housing.

lSee Mayo et al. (1979), Part 1, Chapter 2. FEstimates were based on
the tetal nunber of households in Public Housing (Conventional, Turnkev, leased,
and former defense housing), Section 236, Section 221{d4) {3) and Section 202,
compared with estimates from 1970 Census data of the total number of rental
households meeting Section 236 income limits in 1970. Simlar computaticons waere
made for households in poverty, Details are shown below:

Pittsburgh Phoenix Combined Sites

All

Total subsidized rental units 22,18% 6,300 28,489
Total renter households meeting

Section 236 limits 81, 300 42,400 123,700
Percent of eligibles in subsai- o

d1zed units 27% 15% 23%
Poverty

Total subsidized units occcypied a a
by households 1in poverty 10,429 3,528 13,957
Total renter hounseholds in
poverty 38,119 19,660 57,77¢
P t of igi

exrcent of poverty eligible in 27% 183 243

subsidized units

SOURCE: Mayo et al. (1979), Part 1, Table 2-1.
a. BEstimated from sample studied in the Demand Experiment (see
Chapter 3).
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A second strategy 1s to target assistance to the groups in greatest need.
Thug, for example, a program targeted at all low-income renters with physi-
cally inadequate or crowded housing (a5 defined by Budding)} and severe rent

burdens greater than 40 percent of income would potentially encompass about

12 percent of the low-income renter population in Pittsburgh and Phoenix,
This 18 less than the proportion currently served in these cities., The dlf;
ference would be 1in who 1s served. Under a poor housing/severe rent burden
criterion, for example, 90 percent of the target population would be house-
holds in poverty as compared with 49 percent of actual subsidized housing

tenants 1n Pittsburgh and Phoenix.

Part cof the problem in adopting such a strategy 1s to 1dent2fy the target
population., Budding's analysis, for example, makes it quite clear that the
housing situation of households in poverty 1s generally far worse than that
of low-income households with incomes above the poverty line. Nevertheless,
it 1s apparent that some low-income households not in poverty are 1n worse
housaing than some households in poverty and are clearly in worse housing
than would be provided by a program of adequate housing at moderate rent
burdens. Again, program participants would have a better housing situation
than some nonparticipants. Furthermore, there is some question about the
desirabaility of a sitwvation in which a household can be better off if at
reduces 1ts income (by, for example, reducing employment or splitting off
wage earners), or refuses to increase its income, Finally, in programs in-—
volving large projects, there 1z some concern that such policies might rein-

force economic concentration of very low-income households.

A third strategy, though one not yet employed, 1t to offer programs that are
consonant with the funding levels provided. Thus, for example, a Public Hous-
ing program that offered only low or moderate guality units while charging
rents equal to 40 to 50 percent of tenant income would only appeal to house~
helds in very poor housing or with wery hich rent burdens or both. The ad-
vantage of such a program 1is cbvious, If tenant contributions are made high
enocugh and unit quality held low enough, the program can serve all housecholds
that want its assistance and will appeal only to howvseholds with the highest
rent burdens or worst heousing. This would both direct agsistance to those
households in greatest need and concentrate program effects on replacing the
less adequate housing. The disadvantage is egually obvious. It is difficult

toe accept the i1mplications of low program funds by running a program that
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leaveé‘people in clearly unacceptable housing at outrageocus costs.

In‘sum, Budding's analysis does not present a strong argument for low-income
aséléﬁance programs specifically oriented towards housing. It does refute
the assertion that there 1s no housing problem (by contemporary standards

at least). It does not, however, address the aspects of housing and neigh-
borhoods that would be most likely to anvolve housing externalities, Nor
does 1t establish the conditions of substantial variations in the costs of
decent housaing, in nonfinancial barriers to obtaining decent housing, or in
individual households' needs for housing that would suggest that housing,
like medical care, might be more appropriately viewed as a problem of pro-
vading guaranteed access rather than guaranteed income. It does, once again,
emphasize the considerable variation in housing need and the importance of

targeting assistance. All of these areas deserve further study.

The rest of this report does not try to resolve the issues involved in iden-
tifying a rationale for housing programs. Instead, it takes the opposite
tack of measuraing differences in the extent to which actual programs meet
various housing goals. The hope is not to resolve the debate about the pos-
sibility that housing programs may be especially desirable, but rather to
move the argument from conjectures about possible special advantages to exam-
ination of the actual differences amony housaing programs and between housang

programs and general income support.
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CHAPTER 3

COMPARISCON OF RECIPIENT HOUSING AND
PROGRAM COSTS UNDER ALTERNATIVE PROGRAMS

This chapter describes the costs and housing outcomes of various housing
programs, lncluding both the allowance programs tested 1n the Demand Exper-
iment and other then-current housing programs such as conventional Public
Housing, Section 236, and Section 23, The current Section 8 New Construction
and Existing Housing programs are not included, since they ware lérgely im-
plemented after 1975, when the data for these comparisons were collected.
Nevertheless, the Section 8 programe are closely enough related to the pro-
grams studied in this chapter to allow fairly accurate appraisal of them

as well. . The chapter i1s largely kased on the work by Stephen Mayo, Shirley
Mansfield, David Warner, and Richard Zwetchkenbaum reported in Mayo et al.
(1979, Parts 1 and 2).

Unlike Chapter 2, most of the results in this chapter are presented sepa-
rately for Pittsburgh and Phoenix. This reflects sometimes important dif-
ferences for the two sites. While gqualatative results are almost always the
same, quantitative estimates sometimes dxffer. Differences appear to re-
flect both differences in program implementation in the two sites, described

in Section 3.1, and differences an the two housing markets.

At the time of the Demand Experiment, the Pittsburgh SMSA was an older North-
eastern urban area, with a stable overall population, a declining central
city, and a moderate rental vacancy rate. The population of the Pattsbuxgh
SMSA was almost unchanged from 1960 to 1870, while the population of the City
of Pittsburgh declined by about 14 percent. In the years immediately before
the completion of enrollment in the Demand Experiment (1970 to 1974}, the
number of renter occcupled housing units fell by about 1 percent, while the
rental vacancy was fairly stable at 5 to 6 percent. The Phoenix SMSA, in
contrast, was a newer Southwestern urban arsa, with a rapidly growing popu-
lation, substantial new construction, and@ fairly high rental vancancy rates.
The population of the Phoenix SMSA grew 56 percent from 19260 to 1970, while
that of the City of Phoenix grew 32 percent. In the years immediately prior
to the completion of enrollment in the Demand Experiment, the number of

renter occupied units grew by 27 percent. At the same time, the rental
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vacancy rate increased substantially, from 7.5 percent in 1970 to 14.4 per-

cent in 1974.1

As descrabed in Section 3.1, the programs studied here cover a wide range

of alternatives in terms of subsidy levels, housing requirements, and meth-
ods used to obtain housing. Most programs offered their participants rela-
tively deep subsidies at roughly comparable levels. The major exception to
this was Section 236, which provided substantially lower benefits than the
other programs unless additional assistance was provided by Rent Supplements.
Housing requirements ran the gamut from no requirements (for the Uncon-
strained allowance plan) to rent-conditioned payments under Percent of Rent
and Housing Gap Minimum Rent to physical and occupancy standards under Hous-
1ng Gap Minimum Standards and Section 23 to almost complete determination

of unit features under Public Housing and Sectron 236. The methods used to
obtain housing ranged from participant selection in the existing praivate
market under housaing allowances through agency leasing in the pravate market
under Secticn 23 to the varicus construction programs involved in Public

Housing and Section 236.

The analysis by Mayo et al. (Part 1), reported in Section 3.2, shows that
these programgs are both remarkably similar in the overall level of housing
services provided to participants and very different in the degree to which
specific housing standards are achieved, The average private rental values
of units provided under the different programs are all within 10 percent, or
about 18 dollars per month, of the average for Minimum Standards Housing
Allowances. The percent of units passing various alternative physical stand-
ards, on the other hand, varies considerably. This appears to be a direct

result of the different housing reguirements imposed by the programs.

Guaranteeing that preogram participants live in housing that meets minimum
physical and areal standards beyond those usually found in unsubsadized low-
income housing reguires that these standards be explicitly imposed. Thus,
for example, programs of additional income support or general rent subsidies
will generally have a large proportion of their recipients in substandard
housing. Furthermore, different standards may not serve as good proxies for
one another. Minimum Rent requirements do not guarantee that minimum physi-

cal standards will be met. ILikewise, imposing one set of physical standards

lFor further details, see Section I.3 of Appendix I.

54



does not always give good results in terms of another set of standards. At
the same time, it appears that with comparable standards and payment sched-
ules different housing programs can achieve similar housing conditions and
rent burdens for their participants, The only two exceptions to this appear
to be locational chorce and participant satisfaction. The more Limited flex-
ibilaty of construction programs does seem to result in more restricted lo-
cations and lower levels of particaipant satisfaction with housing and neigh-

Lborhoecd.

By far the largest variation, however, 1is 1n program costs, which are the
subject of Section 3.3. It 1¢ clear that at least in Pittsburgh and Phoenix,
construction programs are much more expensive than comparable housing pro-
grams that use the existing stock of private rental housing. Furthermore,
Mayo's {Part 2) analysis of relative costs suggests that this cost differen-~
tial has been growing over tame. The reasons for the large excess costs in
construction programs are not completely clear. Mayoe's analysis suggests
that they may largely reflect general trends in rent levels and construction
prices, which have made it less and less profitable to construct new rental
housang in the praivate market as well. Howevexr, this hypothesis is not
proven. Indeed, desplte their long history, so little as known about these
programs in general that it 1s impossible to say whether they materially
change the housing of participants, 1ncrease the supply of rental housing,
or are efficiently run within the existing technology. The most that can

be said at the moment 1is that they appear to be relatively very expensive
pregrams, with uncertain impacts on housing, and unclear prospects for sub-
stantial cost reduction,

3.1 OVERALL DESCRIPTION OF PROGRAM STRUCTURES, HOUSING, AND BENEFITSl

The data colliected in the Demand Experiment cover a bewildering array of
some 41 different program options including 16 variations on housing allow-
ances, one extended welfare program, and two Control groups within the Ex-—
periment 1tself plus observations on at least 22 variations of nonallowance
housing programs. For the purposes of this chapter, however, these varia-

tions may be thought of as falling into three major groups of alternatives

1
For a more detailed description of the Demand Experiment design,
sites, and samples, see Appendix I,
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consisting of construction programs (Public Housing and Section 236), exist-
ing housing programs {(including all housing allowance variations and Section
23) and no programs (the Control househclds). In order to provide some com-
mon benchmark, each of these groups is discussed in contrast to a Housing
Gap Minimum Standards allowance program, with more detailed discussion of

indaividual program types as appropriate,

Three Types of Housing aAllowances

The most commonly discussed form of housing allowance program, and indeed

the only one common to all of the allowance experiments, 1s the Housing Gap
Minimum Standards allowance. Under this form of allowance program, €ligible
households are offered primar:ily financial assistance in cobtaining standard
housing in the private market. Specifically, eligible households are offered
payments calculated to make up the gap between the estimated cost of modest
existing standard housing and the fraction of their incomes that households
could reasonably be expected to afford for housing {usually 25 percent).

Thus, the standard Housing Gap payment formula as

(1) A = C¥ - 0,257

where

1

A = the allowance payment

C* = the estimated cost of modest existing standard
housing for varicus househcld saizes and locales

Y

il

household i1ncome.

Households can receive this payment only 1f they live in a unit that meets
certain minimum physical and occupancy standards. Thls assures that the
allowance payment i1s used to help households in obtaining standard housing.
If an eligible household already lives in standard housing 1t can qualify
for payments immediately. If 1t does not live in standard housing, 1t must

either move to a standard unit or arrange for the repair of its current unat.

A Housing Gap Minimum Standards allowance could use a wide variety of stan-
dards and payment schedules. Indeed, the Demand Experiment tested five dif-
ferent payment schedules for Minimum Standards plans in each site. These
all followed the general Housing Gap formula but differed in terms of the
proportion of the gap covered by the payment as well zas the household con-
trabutlion rate. O©On the other hand, all of the Minimum Standards plans in

the Demand Experiment used the same set of physical standards, based on a
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modified version of the American Public Health Rssoc1atlon/Publig Health
Service Recommended Housing Maintenance and Occupancy Ordinance of 19713 o
PR 8- i

Thus the Mimimum Standards program discussed in this chapter actually in-

volves five different plans with common housing regquirements but somewhat

- YT

different payment schedules. .

The basic features of a Minimum Standards allowance are direct cash payments

L

to households, reliance on the existing private stock of housing, and re%laqce

on eligible households to find housing that best meets their needs subject to

the program's Minimum Standards housing requirements. The program alterna- -
tives tested in the Demand Experiment generally varied from Minimum Standards
by using either much less detailled housing reguirements or no housing reguire—
ments at all. The nonallowance housing programs studied, on the other hand,

blace less reliance con participants and/or make less use of the private market.

A Minimum Standards allowance involves both the development of specific physi-
cal and occupancy standards and the administrative costs necessary to enforce
them. WNeither of these 15 ecasy to accomplish. Many plausible housing re-
quirements are difficult to monitor and others, while possibly important,
Place allowance recipients’ units under special requirements well beyond

those imposed on middle-ancome units. Almost any standard will simultanecus-—
1y be faulted as inadequate because 1t omits potentiallv important i1tems and
too onerous because 1t includes trivial details. Indeed, actual program
standards are usually justified not simply in terms of the specific require-
ments 1mposed but als¢ in terms of other features that are commonly present

when the standard 1s met.

One possible alternative to a Minimum Standards reguirement 15 a Minimum
Rent regquirement. Under a Minimum Rent requirement, eligible households
qualify for payments as long as they spend at least a minimum amount for
housing. If housing quality and costs are closely related, this sort of
reguirement could serve in theory to restrict assistance to households that
obtain generally adequate housing. At the same time, in contrast to a Minl-
mm Standards requirement, a Minimum Rent regquirement would both offer
households more discretion in the selection of specific unit features and
be easier and less costly to enforce. The Demand Experiment tested two
Minimum Rent requirements--Minimum Rent Low set at 70 percent of C* (the
estimated cost of modest existing standard housing wsed in the Housing Gap

payment formula) and Minmimum Rent High set at 90 percent of C*. Payments
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’J;:';L-L P -
were calculated under the Housing Gap formula used for Minimum Standards,
I
and, like Minimum Standards, involved several different payment schedule
et TR N T
variataions.
Frd. o

An even more general form of rent-conditioned payments is to let payments
vary with rent without fixing a definite manimum. This 1s the Percent of

T Y -~
PRI

Rent allowance scheme. Under Percent of Rent allowances, the payment is

ATl el L

simply equal to some fraction of househeld rent, so that

it

(2). A = aR
~A,,. - vhere

the allowance pavment

household rental expendirtures

- a the rebate fracticon.

In effect, a Percent of Rent allowance reduces the cost of housing by the
rebate fraction. A houschold with a 33 percent rebate, for example, only
pays two-thirds of the cost of any unit from its ownr pocket. The rebate
rate and hence the amount of the cost reduction may vary with household

1ncome or rent level.

Yet another alternative 1s to eliminate any form of housing reguirements or
rent-conditioning entirely and simply make payments based on household size

and income. This would amount to an expanded welfare or income maintenance

program. One such program was tested in each of the Demand Experiment sites,

using the Housing Gap payment formula of Ecuation (1) with no housing re-

quirements.

Other Housing Programs

T

Where the programs tested in the Demand Experiment tended to rely on house-
hold decaisions in the private market, the nonallowance programs studied
generally placed less reliance on houscholds or the private market. The
original Sectiron 23 program, for example, also used the existing stock of
pravate housing, but the pramary responsibility for finding and acquiring
standard units lay with the local housang authority rather than with house-
helds. Pravately-owned units that passed some set of Minimum Standards
were generally selected and leased by local housing authorities, which in
turn sublet the unit to eligible households at reduced rents. There was

alsc a revised Section 23 program in some parts of the Phoenix area, which
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was somewhat closer to an allowance program. The revised Section 23 pro-
gram encouraged households to find suitable un:its themselves. If these
umits met the program standards and if their landlords were willing to par-

ticipate, they were then leased by the local housing authority.1

Unlike housing allowancesg, payments under Section 23 were not made directly
to participants, TInstead, the payment was made directly to the landleord

and was equal to the difference between what agencies paid for the unit and
the rent at which they sublet to tenants. These rents were generally set at
25 percent of housechold income, sc that the average payment under Section 23
might look wvery much like the average payment under a Minimum Standards
allowance program.2 For individual households, however, the two programs
could operate very differently. Under a Minimum Standards allowance, the
household may pay more or less than average for i1ts unit. This may reflect
a decision by the household to obtain better or worse housing than the aver-
age standard unit or differences in perseverance or luck in finding excep-
tionally good or bad deals. In any case, under a Minimum Standards allowance
program a household®s actual out~of-pocket rent may be more or less than 25
percent of 1ncome.3 Under Section 23 in contrast, a household's rent is set
by the program, WVariations in unit costs associated with variations in qual-
1ty or price are absorbed by the local housing authority rather than the

tenant.

Construction programs do not rely on the existing stock of private housing

at all. These programs essentially arrange for the construction of umits,

1There were provisions under the original Section 23 program for
agency leasing of units found by households, but they were rarely used (Mayvo
et al., 1972, Part 2, Chapter 3, Section 3.3).

2

Tenants' rents could be set at less than 25 percent of income. In
addition, income is subject to a variety of deductions, so that tenants rarely
pay 25 percent of greoss income.

3'I'he household's out-of-pocket rent 1s given by R — A, where R 15 rent
and A is the allowance pavment. Under the payment formula of Equation (1},
the payment is

A = C* -~ 0,257
so that a household’s net rent burden is

R - A R ~ C*
= 0.25 + ——m |
0.25 v

Rent burden will be higher or lower than 0.25 as actual rents (R) are greater
or less than the average cost of standard housing (C*).
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which are then offered to households at below market rents. The exact mech-

amism invelved varlies among pregrams, Under Public Housing, units are con-
structed for the local housing authority, whach then owns the units and

rents them to recipirent households below cost. The difference between costs
and tenant rents 1s made up by federal contributions towards mortgage pay~
ments and operating expenses (partly in the form of tax exemptions for the

interest from public housing mortgages) and reduced local property taxes.

Under Section 236, dewvelopers were offered a variety of tax and financing
incentives to construct {or substantially rehabilitate) low- and moderate-
income wmits, The major financing incentive consisted of a mortgage in-
terest subsidy under which the federal government paid the dafference be-
tween actual mortgage payments and the mortgage payments that would have
prevailed with a 1 percent interest rate. In actual operation, this sub-
sidy had two parts; farst, the government made annuval payments to make up
the dxfference between an FHA-approved rate of interest and the 1 percent
rate; second, when FHA rates fell below market rates, mértgages were pur-
chased by the Government National Mortgage Association (GNMA) at close to
par value and then resold at a loss (makaing up the difference between the
FHA and market rates for the original lender). In add:ition, the program
provided subsidized mortgage insurance and accelerated depreciation provi-
sions for tax purposes (some of which also accrued to any private new con-
struction}. Ownership remained with the developer, but subgidized projects
both had to be approved by HUD beforehand and constructed and operated under

HUD regulations, including restrictions concerniang tenant eligibaility and

rents, which were reduced to reflect the cost reductions associated with the

1
interest subsidies.

As with Section 23, payments under the new construction programs are not

made directly to tenants. Rather they are implicat in the difference between

program costs and the rents charged to tenants. Publaic Housing, like Sec-

tion 23, set tenant rents at 25 percent of income or less {up to a maximum

rent). Under Section 236, tenants generally had to pay 25 percent of income

1 . . .
Program variations in the Demand Experiment sites included elderly
projects in both Public Housing and Section 236 and, for Section 236, non-—

profit and limited dividend sponsorship and new construcktion and maior reha-—

bilartation.

60



(up to a maximum) or "Basic Rent," whichever was greater. The Basic Rent - - .
was set to cover operating and interest-subsidized capital costs for the
unit. Upper income 236 households generally paid 25 percent of income {up---
to the waximum rent}, as in Public Housing. Lower-ihcome households, how- | -
ever, were generally subject to the Basic Rent minimum, Because Basic

Rents fregunently exceeded 25 percent of income, some Section 236 tenants
recerved additional assistance in the form of Rent Supplements. These in
essence put Section 236 payments on the same basis as Public Housing,

Section 23, and the Housing Gap formulas.

Sance 1275, when the data presented in this chapter were collected, the
Section 236 program has been replaced by the Section 8 New Constructicn
program, while the Section 23 Leased Housing program has been replaced by
the Section 8 Exaisting Housing program. Like Section 236, the Section 8
New Construction program offers developers a variety of incentives to con~
struct {or substantially rehabilitate) low-income housing. Again, ownershap
remains with the developer, but projects must have prior HUD approval and
are then constructed and operated under HUD regulations. The major diffexr—
ence 1s that the Section 8 New Construction program does not offer interest
subsidies. Instead, the government undertakes tc pay the difference between
tenant rents (usually set at 25 percent of income) and the rents necessary
to cover project costs {Fair Market Rents). +This offers tenants deeper
subsidies, s0 that their contribution i1s like that under the Section 236
program with rent supplements. In add:ition, since subsidies are not
specifically attached to capital costs (mortgage payments), the program
could 1n theory lead to more efficient decrsions concerning tradeoffs be-
tween anrtial construction costs and operating costs. Overall, however,
there 1s lattle reason to suppose that total costs would be very different
from those under Section 236, though the allocation of costs among tenants

and government differs.

The Section 8 Existing Housing program 1S 1n many ways similar to a housing
allowance Housing Gap Minimum Standards program. As in a Minimum Standards
allowance program, eligible houscholds are responsible for finding units
that meet the program's physical and occupancy standards. Unlike a housing
allowance program, however, the Section 8 Existing program then pays the
landlord the difference between the unit rent and the tenant contribution

(usually 25 percent of income). This means that the landlord must agree to
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participate, since program subsldles are contracted between the landlord
and the lecal housing authoraity. In addition, because the Section 8 pay-
ments are determained by the actual unit rents, the program must set limits

on the rents that may be paid.

Eligibzlity Rates and Payments

The various programs also differed in terms of eligibalaity rules and payment
levels. 'The programs tested in the Demand Experiment all had roughly the
same eligibility rules; households were generally eligible 1f they would
qualirfy for payments under the Housing Gap formula of Eguation (l).1 The
nonallowance programs differed in eligibility, as shown in Figure 3-1. 1In
both sites, aincome limits for Public Housing were the lower of the three
nonallowance programs, followed by Secticn 23 and then Section 236. Allow-
ance program limits were close to those of Public Housing in Pittsburgh and
generally above those of Section 236 in Fhoenix. This reflected both the

haigher C* wvalues and lower neonallowance eligibility laimits in Phoenix.

In addition to these eligibility rules, however, the nonallowance programs
conld and did exercise considerable discretion in tenant selection. Some
Public Housing and Secticn 236 projects, for exarple, were specifically
restricted to elderly households, while cothers simply gave elderly applicants
special preference, The Section 23 program in Pittsburgh, on the other hand,
was confined to the city of Pittsburgh and targeted towards large families

in Public Housing that were considered to he "problem cases." In contrast,
Section 23 in Phoenix anvolved three different housing autherities, includ-
ing one county-wide program, and included one program targeted towards eld-

erly households.2

lEllglblllty for the different allowance plang did vary somewhat,
reflecting drfferences 1n payment levels under different plans. In addi-
tion, houscholds were 1neligzble 1f they were recelving assistance from
other housing programs, 1f the head of household cor spouse was a member of
the armed forces, 1f the head of household and gpouse were students, and 1f
the household consisted of only one person under the age of 62. (In Phoenix,
but not Pittsburgh, nonelderly single persons were also eligible if they
were disabled.)}

2
See Mayo et al. (1979), Part 1, Sections 2.3 and 5.2.
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Figure 3-1
INCOME ELIGIBILITY LIMITS BY PROGRAM IN 1975

PITTSBURGH PHOENIX
ADJUSTED ADJUSTED
ANNUAL ANNUAL
INCOME a INCOME a
$12,000 $12,000
11,000 ' 11,000 |~ Housing Allowancs Modal Limits
10,000 Section 235 10,000 |-
Section 23 N
8,000 9000~
Saction 236
8,000 8,000
Hausing Allowance Modal Lumus
Section 23
7,000+~ 7,000
Pubhic H Crty af Pittsh
6,000~ (alsolae:tu&“gpl;meit I.Iu'nlt;']rgh 6,000 -
E’ubl::;{ Houzmg City of !;_hoan:;c
5,000} 5,000 - ais0 Rent Supplemant Limits
4,000 4,000 [~
3,000 3000
2000 2000
1,000 1,000 —
L i 1 1 [ 1 L | l 1 1 I
HOUSEHOLD HOUSEHOLD
1} 1 2 3 4 o SIZE 1} 1 2 3 4 [ -] SIZE

SOURCE Mayo et al (1979), Part 1, Figure 2-1

NCTE* Income hrmits shown for Publte Houstng, Rent Supplements, Section 23 and Section 236 apply to
households in the City of Pritsburgh and the City of Phoenix, limits are different for certain areas outside the central
eity but within Allegheny County and Maricepa County, respectively

a Adjusted tncome refers ta indwidual program definitions of adyusted income, the definitions vary from
prograrm to program
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Actual payments received under the varilous programs were generally quite
comparable. The major exceptlon was, as expected, Section 236 without Rent
Supplements, though Percent of Rent and Section 23 also showed somewhat
lowexr payments. Payments varied across the allowance programs depending

on treatment plan, participant characteristics and sites. The average
menthly payment to Bousaing Gap Minimum Standards recaipients at the end of
two vears was $65 in Pittsburgh and $81 in Phoenix. The only consistant
deviation from these levels across the two sites was 1n the Percent of

Rent plans, whose average payments were about 25 percent (or roughly $20 a
month} lower in both sites. Since payments were not made directly to tenants
in Section 23, Public Housing, and Section 236, tenant benefits under these
programs were not observed directly. Instead, they were estimated as the
difference between the estimated market rental value of the units provided
and the actual rent pald.l As shown in Table 3-1, comparison with similariy
caleculated benefits for Housing Gap Minimum Standards recipients, taking ac—
count of the demographic characteristics of participants, yielded estimated
differences of less than three dollars per month for Public Housing and
Section 236 with Rent Supplements. Section 23 benefits were estimated to ke
about 17 dollars per month lower. Section 236 without Rent Supplements, on
the other hand, had very low estimated benefits-~-roughly 35 dollars per month
lower than those in Housing Gap Minimum Standards, Public Housing, and Sec-—

tion 236 with Rent Supplement assistance,

3.2 HOUSING UNDER THE DIFFERENT PROGRAMS

As daiscussed in Chapter 2, housing condations may be measured 1n a variety
of ways, including unit rental value, physical deficiencies, crowding, and
zent burden, as well as neighborhood conditions and tenant satisfaction with
housing. This section compares the housing of recipients under the different
programs in terms of =ach of these measures. Comparisons of program costs

are taken up in the next section.

1Sect10n 23 benefits could be calculated separately as the differ-
ence between the lease amount paid by the agency and the amount paid by ten—
ants. This would, however, omit certain payments to landlords in the form
of guaranteed maintenance paid for from the local housing authority's admin-
istrative budget.
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Table 3-1

ESTIMATED DIFFERENCES IN MONTHLY PROGRAM BENEFITS
TAKING ACCOUNT OF DIFFERENCES IN RECIPIENT CHARACTERISTICS

ESTIMATED DIFFERENCE FROM a
HOUSING GAP MINIMUM STANDARDS

PITTSRURGH PHOENIX
Section 23 §-18.80%** §-15.29%%
Public Housaing 0.38 -2.61
Section 236 with rent supplements -0.06 2.45
Section 236 without rent supplements -57.86%% ~52.56%%

SOURCE: Mayo et al. (1979}, Part 1, Table 3-6.

a. Estimated differences are based on regression of estimated
monthly benefits on recipient characteristics (including household size
and income and the race, sex, age, education and cccupational status of
the head of household) and program dumm.es.

1t  Signaificant at the 0.10 lewel,

*  Significant at the 0.05 lewel.

*% Significant at the 0.01 level,
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Remarkably, and despite their many differences, all of the programs studied
in the Demand Experiment provided very similar overall levels of housing an
terms of market rental value. At the same time, programs often differed con-
siderably in terms of compliance with standards of physical adeguacy, crowd-
ing, and rent burden. 'These observed differences do not, however, appear to
be deeply rooted in program structures. It does appear that programs without
explicit physical and occupancy standards will generally end up subsidizing

a large proportiocn of substandard units. Once the decision to 1mpose require-
ments 1s made, however, it appears that remaining differences among housing
allowances, Section 23, Public Housing, and Section 236 could all be removed
if the same standards and payment schedules were imposed. Attainment of hous-
ing standards among program recipients 1s not dependent on the method used to

find and acquire housing.

Unit Rental Value

One very general measure of housing 1s the estimated rental value of similar
units in the privakte market. The detailed information on unit and neighbor-
hood amenities collected in the Demand Experiment was used by Mexr:ll (1977)
to estamate normal market rents as a function of unit size and a variety of
unit and neighborhocd characteristics. Such estimates, called "hedonic inda-
ces," are widely used in economics to estimate the cost of goods that involve
combinations of different qualities such as number of rooms, size of rooms,
conditicon of surfaces, airiness, quality of plumbing and appliances, access to
good schools, public safety, and so forth. Since similar information on unit
characteristics was collected for beoth allowance and nonallowance households,
Merrill's results can be used to estimate the average praivate market rental

value of units an all programs.1 The results are shown in Figure 3-2, which

lIn addition to unit and neighborhood characteristies, Merrill's esti-
mates take account of whether various features are provided by the landlord
{and hence reflected in the rent) and of various conditions of tenure includ-
ing length of tenure, whether the household 1s related to the landloxd, and so
forth., The estimated market values reflected in Figure 3-2 are for newly rent-
ed units where tenants are not related to the landlord. In addition, in Pitts-
burgh values include the value of landlord-provided stoves and refrigerators,
when these appliances are present in the unit. Thas is amportant because, while
almost all households have stoves and refrigerators, most low-income households
in the private market in Pittsburgh provide their own, while almost all house-
holds 1n Public Housing and Section 236 have them provided by their landlord.
The estimated rental value of tenant-provided stoves and refrigerators (about
$15 per month) was added to avoid wnderestimating the housing of private mar-—
ket renters simply because of differences 1n who gets paid for those appliances.
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Figure 3-2
AVERAGE MARKET VALUE OF UNITS [N DIFFERENT PROGRAMS
AS A PERCENT OF HOUSING GAP MINIMUM STANDARDS VALUES&

PERCENT OF
HG MS ‘ AVERAGE MARKET VALUE Y
120 —
110 — y;
N
- 7N\
100 UNC PR MRL 7 N L N\ PH -
e N 23 0 N
- - Ry \\// 236\
90 — .
80 -—Y
‘ AVERAGE VALUE NET OF DIFFERENCES IN UNIT SIZEb: ¢
120 —
110 — -
".‘-’ \
- \
100 UNC PR MBL _ -~ \ >
- =~ MRH 23 236 \ PH
-"lh_-."-" \
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B
KEY
Pittsburgh

=== —~ Phognix

HG  Housing Gap

MS  Minimum Standards
UNC Unconstrained

PR Percent of Rent
MRL Minimun Rent Low
MRH Minimum Rent Hwh
23 Section 23

236 Section 236

PH Public Houstng

&. Tables for figures are presented 1n Appendrx 11,

b. Average estimated market value of the umit including utdities ather than telephone, unfurmshed with stove
and refngerator provided, -

c. Market value with the average number of rooms set squal to that for Housing Gap Minimum Standards.
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graphs the average private market rental value of units in each program as

a percent of the value of units in the Housing Gap Minimum Standards program.
A1l programs had average values within plus or manus 10 percent (or about 14
to 17 dollars per month, depending on the site) of the average for Minimum

Standards recipients.

DiLfferent households may, of course, require different levels of housing.
Most obviously, larger households need more rooms and hence higher rental
values 1n order to cbtain the same level of housing ¢uality as smaller
households. The lower graph in Figure 3-2 plots market values for units
where the average unit g1ze has been set equal to that in Minimum Standards.
Again, all of the programs provide relatively similar levels of overall
guality. The only important consistent difference seems to be Section 236,
which had values from 8 to 12 percent (or roughly 18 dollars per month)
higher than Minimum Standards. Thus, the average value of the "quality

per room" provided by the different programs 1s again similar across program

types.

Physical Deficrencies

Compliance with physical and areal standards daffers much more markedly than
average rental values. Consider first the various allowance programs tested
in the Demand Experaiment. Table 3-2 shows the proportion of recipients 1n
each program that met various standards. The contrast is most dramatic for
the Minimum Standards program. 2all Housing Gap Minimum Standards reciplents
necessarily met these standards. In contrast, only 35 percent of recipients
in the other allowance programs met the Minimum Standards, although they
occupied units with similar wmarket values, as shown in Figure 3~2. Indeed,
as noted in Table 3-2, the percentage of recapients in other allowance pro-
grams that lived in units that met Minimum Standards was not significantly
different from that found for low-income households without subsidies (the

Control households).

The Minimoem Standards used in the Demand Experiment are not the only possi-
ble housing standards. Budding's (1878) measures of physical adeguacy, dis-
cussed 1in Chapter 2, for example, categorized households'® units as clearly
inadequate, questionable, or apparently adequate. While Budding's measures
were not developed as program standards, they can be used to evaluate out-

comes under alternative measures of acceptable housing. Accepting housing
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Table -2
FERCENT OF RECIPIENTS IN ACCEPTABLE HOUSING UNDER BLTERNATIVE PHYSICAL STANDARDS

COMBINED SITES PITTSBURGH PHOENIX

MINIMUM DIFFERENCE MIRIMUM a OIFFERENCE MINIMUM a DIFFERENCE
PERCEWT THAT STANDARDS oTHER {t-statistic) STANDARDS OTHER {t=statistic) STANDARDS QTHER (t-statistic)
Passed Minimum b b b
Standards 100% 5% G5k 100% als GOg ¥ 100% 40% D1 il

(16 70) (12.84) {10 70}

Were not 1n
clearly inadequate 92 65 27%* 90 65 25%% 94 &5 9%
unaits {Audding} (7.31) (4 79} {5 54)
Were in apparently
adequate units 6l 33 284 51 27 24 %% 72 431 3A%*
{Budding) {7 3%) {4 75} (5.55}
SAMELE SIZE (178) {1,609) WA (893 {B9S) HA [§:1: ] {713) NA

SAMPLE: Allowance hownscholds in the Demand Experiment that weye receivang full allowance payments at the end of two years, plus Con-
trols [excluding households ineligible at enrollment).

a. "Other” includes Minimum Rent High, Minamum Rent Low, Percent of Rent, Unconstrailned and Controls. Rates for these groups are not
sagnificantly different (xz—test) except for Minimum Rent High which had a saignificantly higher percentage of households not in clearly anade—
quate housing in Phoenix {and forx the combined sites).

b Since the Minlmum S$tandards meagures were only enforced for Manimum Standards houssholds, the measures for other households in
Table 3-2 mre not completely comparable. They are wverxy close, howover Underx the derived weasures used for non~Minimum Standards households,
97 percent of the Minlmum Standazds recipients would have been clagsified as passiny Minimum Standards. The difference between this and the
100 percent figure an Table 3-2 reflects program errcrsS and certaln specaal opportunitiss affoxrded Minimum Standards households to qualify fox
payments.

+ Significant at the 0 10 level.

*  Significant at the 0.05 level.

#* gignificant at the 0.01 level.




not classified as clearly inadequate under Budding's measure involves an ob-
viously less stringent standard than Minimum Standards, for example. House-
holds tend to be in c¢learly 1inadequate unites much less often than they fail
Minimum Standards, while households that pass Minimum Standards are rarely

1n units classified as clearly inadequate. Only accepting housing classified
as apparently adequate under Budding's measure, on the other hand, appears

to offer more of an alternative standard than a more stringent one., Except
for Minimum Standards recipients, households pass Minimum Standards and
occupy apparently adequate unats at about the same rate, though, as the
figures for Minimum Standards households in Table 3-2 indicate, many house-

1
holds that pass cne standard would not pass the other.

Comparison of acceptability rates under the different measures in Table

3-2 illustrates two important points. First, passing cne standard i1s not
necessarily a guarantee of pasgssing another., While Minimum Standards house-
holds were rarely in clearly inadequate housing, 40 percent of them were not
in apparently adequate units under Buddaing's measure. Second, the difference
between the standardness ratings of Minimum Standards recipients and other
allowance plan recipients tends to be much‘greater under the standards ac-
tually used for the Minimum Standaxrds plans than under alternative stan-
dards. Less strangent standards such as those implied by Budding's "not
clearly inadegquate” category are, of course, met more often by other house-
holds, while equally stringent alternative standards, such as those implied
by Budding's "apparently adequate” category, are met less often by Minimum
Standards households.

This pattern of results under alternative standards i1s quite reasonable.
Program housing tends to follow the same pattern as that found for unsub-
sidized Contrel housing unless specific housing regquirements are imposed.
The wmmposition of requirements forces program housing away from these
patterns in the ways dictated by the requirements. Compliance with alter-
native standards then variegs from unsubsidized patterns to the extent that

thece standards share elements with the reguirrements actually mposed.

lIn fact, as discussed later, there 1s considerable overlap between
the "apparently adequate" category and the physical component of the Minimum
standards physical and cccupancy requirements. This ais not accidental.
Both measures use the same housing evaluations, and Budding took account of
Minlmum Standards regquirements 1n developing his classification.
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Thus, to give another example, Minimum Rent High azllowance recipients met

the Minimum Rent High reguirement signifircantly more often than reciprents

under other programs, including Minimum Standards recipients. They were
no more likely to meet Minimum Standards or to be in apparently adequate
units. As indicated 1in the notes to Table 3-2, however, they were signifi-
cantly less likely than non-Minimum Standards recipients to be in clearly
inadeguate units (at least 1n Phoenix}. At low enough quality levels, rent
requirements may imply that units will more often meet physical standards

as well.

Unfortunately, compliance with the housing requirements actually used in

the Demand Experiment cannot be measured for recaipients in other housing
programs. All the requirements in the Demand Experaiment had a sort of
"grandfather clause"--once a household met the reguirement in a unit, 1t
automatically continued te meet as long as it remained in that unit. 2An
allowance househeld that never moved, for example, would meet reguirements

if 1ts unit met them at any time during the first two years after enroli-
ment. But information on recipients in housing programs other than those
tested i1n the Demand Experiment 1s available only for 1975. Thus, the "grand-

father clause” cannot be applied to units occupied by these households.

Instead, housing quality under the different programgs may be rated in terms
of contemporxaneous compliance with several alternative standards. Five such
standards are listed in Table 3-3. BAs i1ndicated by the compliance rates for
unsubsidized Control households, thege standards vary in their stringency.

One of them~-MS Program--represents the physical components of the Minimum
Standards physical and occupancy requirements (without the grandfather clause)
and involves 14 basic categories of dwelling unit adEQuacy.l The least strin-
gent standard--MS ILow--1nvolves only five of the 14 MS Program components, re-
quirring only cemplete plumbing, complete kitchen facilities, adequate heat, a
firm roof structure and exterior walls not in need of replacement. These are

very basic requmrements, which were indeed passed by 77 percent of the unsub=-

lihe 14 categories are adequate light and ventilation, complete plumb-
ing, adequate light fixtures, adequate electrical service, adequate kitchen
facilities, adequate heat, adequate exits, and acceptable ceiling height, room
and floor surface and structure, roof structure, and exterior walls. These
categories involved over 100 individual elements. For further details, see
Bakeman et al, (1979).
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Table 3-3
ALTERNATIVE STANDARDS OF HOUSING ADEQUACY

STANDARD

PERCENT OF CON-

TROL HOUSEHOLDS
’ WHOSE UNITS

PASBSED THE

STANDARD AT THWO

YEARS AFTER

ENROLLMENT

BRIEF DESCRIPTION (c. 1975)

MS Low

Not
Inadequate

MS Program

Apparently
Adequate

MS High

Basic version of MS Program requiring only 7%
complete plumbing, complete kitchen

facilities, adequate heat, firm roof

structure, and walls not in need of

replacement.

Reguires that unmit not be classified as 62%
inadequate under Budding's measure; these
cover many l1tems in MS Program, but
frequently requirre less stringent stan-
dards. The major difference was that
plumbing or kitchen facilities present but
not working, 1nadequate electrical fiz-
tures, use of electric heaters as major
source of heat, inadequate cerling height
and light and ventilation 3dxd not fail a
unit unless the evaluatoxr's overall rating
confirmed the presence of serious defa-
ciencies that reguilred major repalrs.

The physical standards included an the 32%
Minzmum Standards physical and occupancy
requirements used in the Demand Experi-
ment. Require complete working plumbrng
and kitchen facilities, adequate laght
fixtures and electrical service, adegunate
fire exits and heating equipment, interior
and exterior surface and structure not in
need of major repairs, ceiling height of
at least seven feet for one-half of core
rooms, and adequate light and ventilation,

Requires that unit be classified as 3is
apparently adequate under Budding's mea-

sure. Very similar to MS Program, with

differences i1n detail.

Covers the same elements as MS Program but 153%
does not allow window and surface condi-
tlons requiring even MINOr repalrs.
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sadzzed Control househeolds in the two sites. Because the standards used in
MS Low arxe components of the MS Program standard, they must be passed 1in
order to pass the MS Program standard. Another, somewhat more stringent
standard, is cbtained by requaring that units ncot be classified as clearly
inadequate under Budding's measure. Thas standard was met by 62 percent of

Control households and is less tightly tied to the MS Program standards.

The standard obtained by requiring units to be apparently adequate under
Budding's measure was met by Control households about as often as the MS
Program standards. It is, however, scmewhat less tightly tied to the Mini-

mum Standards actually rmposed. It thus offers an example of an alternative

standard of roughly comparable stringency.l Finally, the MS High standard
includes all of the requirements of the MS Program standard but imposes more
stringent rules for window condition and intericr and exterior surfaces.
Basically, the MS High standard requires that the unit need no repairs, while
the MS Program standard allows conditions that would invelve minor repairrs,
As 1nd:icated in Table 3-3, only 15 percent of Control households passed thas

standard.

Nene of these standards 1s identical to the requlrements actually imposed in
any ¢f the allowance or nonallowance programs. Among the allowance programs,
the MS Program standard 1s closest to the physical standards used for Mini-
mum Standards households; it only differs by not including the "grandfather
clause" discussed earlier. For the nonallowance programs, analysais by Marda
Mayo and Carl White suggests that Section 23 standards were generally some-
what less straingent than MS Program, while the HUD Manimum Property Stand-
ards used for Public Housing and Section 236 were generally more stringent

than MS Program and more often comparable to the MS High Standard.2

The proportions of units passing the various standaxds are shown in Figuxe
3-3 for recipients in four program groups--Public Housing and Section 236,
Minimum Standards, Minimum Rent High and Section 23, and the remaining allow-

ance programs (Minimum Rent Low, Percent of Rent, and Unconstrained) plus

1

Analysis of enrclled households showed that the Apparently Adequate
and MS Program standards gave consistent rataings for 90 percent of enrolled
households. See Bakeman et al. (1979), Table 2-9,

2
See Mayo et al. (1979), Part 1, Table 4-4.
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Figure 3-3
PERCENT OF UNITS PASSING UNDER ALTERNATIVE PHYSICAL STANDARDS?
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Controls.l The results conform very closely o the pattern suggested by
Table 3-1 and the standards imposed under the wvarious programs. Recipients
in the Unconstrained allowance program, the rent-conditioned Percent of Rent
program {(which had no housing reguirements), and the Minimum Rent Low allow-
ance program are grouped with Controls in Figure 3-3, because they were not
significantly more likely teo occupy acceptable housing than Control house~
holds under any standard in eather site. Likewise, the Minimum Rent High
and Section 23 programs are presented together because results for these
programs were generally gimilar to each other and usually somewhat better
than those for recipients with no housing reguirements. (It appears that
reasonably stringent rental expenditure reguirements could substitute for

the relatively loose Section 23 standards.)

Among the programs with more strangent standards, the pattern of results
depended on the relation between the standard used to measure adequacy and
the standards mposed by the program. The housing of Public Housaing, Sec-
tion 236, and Minmimum Standards recipients was rated acceptable significant-
ly more often than other programs and Contrels under almost all measures.2
Results for the three were generally comparable under the two least strin-
gent standards (MS Low and Not Inadeguate). Minimum Standards recipients
were rated higher under the MS Program standard (the standard closest to the
Minimum Standards requirements) and lower under the MS High standard (the
standard clesest to the regquirements used for Public Housing and Section
236) in both sates. 2as 1n Table 3-1, program differences are most apparent
for standards simrlar to those actually imposed. The-pattern 15 more
dramatic 1n Pittsburgh, where Minimum Standards reciplents, although rated
acceptable saignificantly more often than Public Housing and Section 236
units under MS Program, were rated well below Public Housing and Section

236 under the MS Hagh standard and no better than Controls. In Phoenix,

on the other hand, Minimum Standards regulrements were apparently a bettexr

lResults for programs within each group were not sagnificantly daf-

ferent (xz-test} under any measure. Results were significantly different
between the groups for some measure in both sites, with the exception of the
Minimum Rent High and Sectaon 23 groups and the Control, Unconstrained, Per-
cent of Rent and Minimum Rent Low groups, which were not signaficantly dif-
ferent in Pittsburgh (but were in Phoenix).

2The only exception was the MS High standard for Mainimum Standards
households in Pittsburgh.
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proxy for MS High than in Pittsburgh, and Minimum Standards units were not

rated significantly worse than Public Housing and 236, even under the MS

High standard.

It appears, then, that programs without explicitly impesed physical stand-
ards are not likely to offer recipients housing that meets physical stand-
ards materially more often than unsubsidized low-income units. Reasonably
stringent rent conditions may substitute for relatively unstraingent physi-
cal standards, but Unconstrained programs or programs wilith mederate rent-
conditioning deo not do even this much. Furthermore, one set of standards

may or may not be an adeguate proxy for another. Public Housing, Section

236 and Minimum Standards units all passed the less stringent MS Low and Not
Inadeguate standards at high rates., However, Minimum Standards units were
rated acceptable most often under the MS Program standards, even though these
appeared to be generally less straingent than the requirements used for Public
Housing and Section 236. Public Housing and Section 236 units were rated
higher as the measure used moved away from the reguirements used for Minimum
Standards households and ¢loser to those used for Public Housing and Section
236, The dirfference was only substantial in Pittsburgh, but the pattern
suggests that adcption of similar standards would have resulted in similar

results for all of the programs.

Crowding

The incidence of crowding under the various programs shows similar patterns,
as 1llustrated by Table 3-4. As discussed i1n Chapter 2, crowding 1s rare
among households with fewer than five persons. Accordingly, the figures 1in
Table 3-4 refer only tc larger households with five or more persons. Detarled
analysis 15 hampered by small sample sizes, but the basic patterns are clear.
Explicit occupancy reguirements were only imposed for Minimum Standards
housing allowances, Section 23, Public Housing, and Section 236, though Mini-
mum Rent reguirements did vary by household size. Each of these programs
generally set a maximum of two persons per bedroom, though somewhat higher
limits were allowed in certain Public Housing and Section 23 projects in
Phoenix. These maximum limits were not strictly enforced, however. Under
houvsing allowances, Minimum Standards households that met the mainimum physi-
cal and occupancy standards continued to gualafy for payments as long as they

remained in that unit. Thus, households that gained additional members after
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Table 3-4

INCIDENCE OF CROWDING AMONG LARGE HOUSEROQLDS

PERCENT OF HOUSEHOLDS WITH
FIVE QR MORE MEMBERS WHERE

MORE THAN MORE THAN
TR0 PERSONS ONE PERSCH
PROGRAM PER BEDROOM PER ROCM SAMPLE SIZE
Public Housing 19.4% 46.5% {94)
Section 236 20.6 17.6 {34)
Section 23 37.0 44.4 {81}
Minimum Standards 34.8 26.1 (23)
other™ 62.9 48.6 (348)
a. "Other" includes Control, Unconstrained, Percent of Rent, Min-

imum Rent Low and Minimum Rent High households, These were not signifi-
cantly different from one another (xz), though rates for Minimum Rent Iow

were unusually low.

77

AFA#B79/23-26




they had gqualified could exceed the maximun (unless they moved) . Likewise,
regulations for Public Housing, Section 236, and Section 23 all permit ex—

ceptions to the occupancy laimats.

BAs with physical standards, programs without explicit requirements do not
provide significantly less crowded conditions than those found among unsub-
sidized houscholds. The i1ncidences of crowding among recipients in the Un-
constrained, Percent of Rent, and Minimum Rent allowance plans were not sig-
nificantly different from each other or from that for unsubsidized Control
households. Programs with requirements all show significantly lower inca-
dences of crowding when crowding is measured in terms of the standard used
in the program (more than two persons per bedzcom). When crowding is mea-
sured in terms of persons per room, on the other hand, only Minimum Standards
and Section 236 show significantly lower incidence of c¢rowding than that
found amonyg recipients in programs without cccupancy requirements and un-

subsidized households.

While all programs with reguirements prowvided less crowded conditions, the
requirements actually enforced seem to have drffered somewhat, though the
difference varies depending on the measure uged. Under hoth measures,
Section 236 has a lower and Section 23 a higher inecidence of c¢rowding.
Public Housing ranks with Section 236 under the two persons per bedroom
standard but ranks with Section 23 under the ohe person per room standard.
Conversely, Minmmun Standards ranks with Section 23 under the two persons
per bedroom standard but with Section 236 under the persons per room

atandard.

Rent Burden

As descraibed in the beginning of this chapter, tenant contributicns are set
in different ways under allowance and nonallowance programs. Under Percent
of Rent allowances, rent burdens are divectly reduced by the rent rebates,
but (as tested in the Demand Experiment) the program has no particular rent
burden target.1 Under Housing Gap allowances, payments to recipients are set
so that tenants might be expected to achieve an average target contributicn

rate. Individual recapients will, however, spend more or less than average

1
Percent of Rent programs could be designed to achieve a target aver-
age rent burden. (See Friedman and Weinberg, 1978, Chapter 2.)
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and hence have higher or lower rent burdens. Under nonallowance programs,
tenant contributions are determined by the program and, with the exception
of Section 236 (without Rent Supplements), determined to be no more than 25
percent of rncome. Thus, with the exception of Section 236 without Rent
Supplements, one would expect less wvariation in rent burden under the non-
allowance programs. (Scme variation will arise because of differences in
income definitions among programs, lags in adjusting rent to current i1ncome,

and errors in data collection.)

Table 3-5 shows the median rent burden and percent of recipients with rent
burdens greater than 25 percent i1n each of the major types of allowance pro-
grams. Program rent burdens are generally well below those of unsubsidized
Contrcl households, with the exception of Minimum Rent High recapients in
Prttsburgh. Minimum Rent Hagh and Percent of Rent recipients in Phoenix
also have higher incidences of high rent burdens than other allowance plans,
though sti1ll lower than that for Phoenix Controls. As might be expected,
fairly straingent Minimum Rent reguirements tend to result in higher rent
burdens. The Unconstrained, Minimum Rent Low and Minimum Standards allow-
ance plans, on the other hand, all produced medran rent burdens of from 20
to 23 percent of income, with about a thard of recipients having rent bur-

dens greater than 25 percent.

Comparisons of Minimumm Standards with the nonallowance programs are present-—
ed in Table 3-6. In both sites, Section 236 without Rent Supplements has

the highest median rent burden and the highest percent of recipients with
rent burdens greater than 25 percent. Indeed, rent burdens under this pro-
gram are generally highexr than those borne by unsuvbsidized Control households.
Otherwase, mediran rent hurdens are quite similar across all programs, with
the exception of Section 23, which had unusually low rent burdens in Pitts-

burgh and unusually high rent burdens in Phoenix.

Close examination of Table 3-6 also 1llustrates the role which payment mech-
anisms play 1n determining the distribution of rent burdens. As expected,
the variation in rent burdens 1s usually lower amcong the nonallowance pro-
grams other than Section 236 without Rent Supplements than among Control
households (the exception 1g Section 23 in Pittsburgh). It is also somewhat
lower among Minimum Standards households, though not generally as low as in

the nonallowance programs. This 1s worth noting primarily because 1t helps
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Table 3~5
RENT BURDEN AMONG ALLOWANCE RECIPIENTS

MINIMUM MINIMOM MINTMUM PERCENT
STANDARDS FENT HIGH RENT LOW CF ERENT UNCONSTRAINED CONTROL
PITTSBURGH

Percent with rent

burdens greater 32% 63% 38% 37% 33% 56%
than 25 percent

Median rent burden .21 .29 .22 .22 .23 .27

SAMPLE SIZE (82) {51} (24} (358) {60) (291}

PHOEWIX

Percent with rent

burdens greater 38% 483 36% 53s 6% 72%
than 25 percent

Median rent burden 21 .25 .22 .26 .23 .31

SAMPIE SIZE (85) (48) (62) {265) {28) {236)

ATD#1.887/45-46
ATCH#6469
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Table 3-6
RENT BURDENS AMONG NONALLOWANCE PROGRAMS

SECTION 236 SECTION 236
MINIMUM WITH RENT PURLIC SECT'ION WITHOUT RERT
STANDARDS SUPPLEMENTS HOUSING 23 SUPPLEMENTS CONTROL,
PITTSBURGH
Percent with rent
burden above 25 percent 32% 35% 13% 9% 74% 56%
Median rent burden 0.21 0.23 0.20 0,16 0.33 0.27
Mean rent burden 0.21 0.24 0.21 .19 0,37 0,30
Standard deviation 0.11 ¢.09 0.07 0.13 0.6 0.13
SAMPIE SIZE (82) (66) {253) (93) (222) (291)
PHOENIX
Percent with rent
burden above 25 percent 38 29% 23% 45% 89% 72%
Median rent burden 0.21 0.22 0.21 0.25 0.38 0.31
Median rent burden 0.22 .23 0.20 0.27 0.39 0,34
Standard deviation 0.12 0.07 0.12 0.11 0.13 0.15
SAMPLE SIZE (85) (31} {217} (144) (58} {236)

ATD#1887/45-46
ATCH#6469
AFA#879/33-36




toe explain the pattern in the proportion of recipients with rent burdens

greater than 25 percent of income. Because allowances permit recipients

more leeway in decading how much to spend for vent, they would be expected

to have more households with high rent burdens than a neonallowance program
with the same mean rent burden. This 1s exemplified by the situation in
Pittsburgh where Public Housing, with the same average rent burden as Mini-
mum Standards allowance recipients, has a much lower proportion of recipi-
ents paying more than 25 percent of income. Iikewise in Phoenix, Section

236 with Rent Supplements has a slightly higher mean rent burden but again

a lower preoportion of recipients with burdens greater than 25 percent. This
situation would be less likely in an allowance program that, like the current
Section 8 (Existing) program, set an upper limit on what households could pay

1
for rent.

The discussion of Chapter 2 suggested that a 25 percent rent burden was
probably more onerous for very poor households. Figure 3-4 shows the medran
rent burden of households in Minimum Standards housing allowances, Section
23, Public Housing and Secticon 236 as a function of the ratio of housecholds
income to poverty income. With the exception of Section 236 without Rent
Supplements, programs show lower median rent burdens than unsubsidized Con-
trol households, with the largest difference for households below poverty.
At the same time, rent burdens within programs do not appear to be lower,
and are sometimes slightly higher, for wvery poor households. This perverse
pattern is extreme for Section 236 without Rent Supplements. Under thas
program, median rent burdens were generally haigher than those for Control

households and (especially ain Phoenix) higher yet for poorer households.

In sum, there seem to be few important differences in the housing provided

by the varions allowance and nonallowance programs. The overall market wvalue
of units 1s samilar. Daifferences with respect to standards of physical gqual-
1ty, crowding, and rent burden appear to be quite immediately related to the

standards imposed by the program and the depth of subsidy offered. Programs

1
This does not mean that such a limit i1s desirable. The i1ssue, as

discussed in Chapter 2, is whether allowance households with higher rent bur—
dens chose to spend more in oxder to cbtain better housing or whether they
for one reason or another simply had to spend more to gualify for allowance
payments. Furthermore, as discusséd in Chapter 4, even in the latter case,
imposition of maximum rents may do more to limit participation than promote
lower rents.

82



Figure 3-4
RENT BURDEN IN RELATION TQ INCOME-TQO-NEEDS RATIO
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with similar standards and similar payment schedules appear likely to result
in similar housing conditions for recipients regardless of the degree to
which they rely upon agency staff or recipients te find housing or upon the

private market or public construction to provide it

Location

Such flexibility among program strategies i1s less apparent with respect to
the location of units. In theory, both leased exasting housing and construc-
tion programs could ultimately achieve any desired set of locations. In
practice, of course, both are limited. Households and agencires attempting
to rent units in the private market are limited by the availability of af-
fordable, acceptable units, various forms of discraimination, and ease of
access, Construction programs require local approval and once built cannot

be moved.1

These constraints are apparent in the locations of participants under the
daifferent pregrams. In general, housing allowance recipients seem to locate
in neighborhoods very samilar to those occupied by similar unsubsidized low-
income households. The housing provided by construction programs, on the
other hand, while geographically scattered, offers a more limited set of
locations. These sometimes force households ainto poorer or more heavily
minority areas than they would normally occupy. They also, however, appear
to have an important effect on program participation. Programs with units in
unusually poor neighborhoods or neighborhocds with unusually hich mainority
concentrations tend to draw participants from similar neighborhoods. Thus,
the locational restrictions implicit in construction programs not only force
households into certain neighborhoods but also help to determine which house-

holds will enrcll in the program.

The analysis of location in the Pemand Experiment has not attempted to develop

a detailed rating of neighborhood adeguacy comparable to that developed by
Budding (1978) for the physical adeguacy of dwelling units. Instead, analy—
s1s has focused on issues of economic and racial concentration, Low-income

households tend to live in low-income nerghborhoods, which in turn tend to

1
Local approval was also required for Section 23 duraing the period
analyzed.
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be older, dirtier, more craime-~ridden, and generally provide fewer amenities.l
One simple guestion that can be asked of a program is the extent to whach it
allows 1ts recipients to escape from poorer neighborhoods. This is far from
a perfect measure of neighborhoocd improvement but at least provides _some. ..

sense of the overall direction of change.

The specific measure of neighborhood income used in the analysis- of~the
Demand Experiment was the proportion of households in the surroundynquEEEp%é
tract with incomes undexr $5,000 (in 1970). As shown in Table 3-7, hous%leq
holds enrolled in the various allowance plans started out in neighborhcods
with the same average level of low-income concentration as Control houﬂse--.‘irm
holds and two years later were 1n almost equally poor neighborhoeds. More .
detailed analysis by Reilly Atkinson and Dowell Myers, reported in Atkinson
et al. (1979}, which examined impacts for households that moved, for those

that became recipients, for each of the various allowance plans, and -faking -~
account of household pre-enrollment demographic and locational characteris-
tics, confirmed the findang that the allowance offers had no perceptible im-

pact on the neighborhoods chosen by allowance households in terms of low- ..

income cconcentration.

b
1 .-

Analysis by Shirley Mansfield of locations offered by nonallowance prograns,
reported i1n Mayo et al., (19279, Part 1), shows that while allowance programs
provided housing in similar neighborhcocods to those occupred by unsubsidized
households, nonallowance programs often di1d not, Table 3-B shows the average
low-income concentration of Census tracts in which units provided by the var—
1ous nonallcwance programs were located. For comparison, similar information
is also shown for Minimum Standards allowance reciplents and unsubsidized
Control households. Except for Section 236, all nonallowance programs were
located on average 1n pocrer neighborhoods than those cccupled by Minimum
Standards reciprents. However, programs frequently differed considerably

among themselves and between the two sites.

Public Housing had, by far, the highest level of low-income concentration.
Indeed, over two-thirds of the Public Housing units in both siltes were lo-
cated in neighborhoods where over half the households had incomes of less

than $5,000 in 1970 as compared with 8 percent of the Housing Allowance

lAtk:l.nson and Phaipps (1977), pp. A-78 to A-79,
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PRt o LY Callry £ A Table 3-7
& dopie 0 a
MEAN LOW-TNCOME CONCENTRATION® OF
Motk ot = 1+ - . ALLOWANCE AND CONTROL HOUSEHOLDS
e A A T
ALTL ALLOWANCE CONTROL
HOUSEHOLDS HOUSEHOLDS
AT ENROLLMENT
Mean 378 37%
N (14) {14)
AFTER TWO YEARS
Mean 35 34
i {14} (14)
SAMPLE SIZE (1,631} (602)

SOURCE: Atkinson et al, (1979), Table 2-3, p. 18,
NOTE: Standard deviation in parentheses.
~ a. Low-income concentrataon is the mean low-income concentration
for Census tracts cccupied by enrolled households, where the low-income
concentration for esach tract is the percentage of tract households with
incomes under $5,000 in 197G.
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Table 3-8
LOW=INCOME HOUSEHOLD CONCENTRATION BY PROGRAM

PITTSBURGH PHOENIX

LOW-INCOME LOW-INCOME

CONCENTRATION CONCENTRATION

oF PROGRAMa STANDARD SAMPLRE OF PROGRAMa STANDARD SAMPLE
PROGRAM TYPE RECIPIENTS DEVIATION SIZE RECIFIENTS DEVIATION SIZE
Public Housing HEg** 14 {286) Sl 11 (141)
Section 23 4G %* 13 (106) 34 % 14 {159}
Section 236 40 ** 19 (330) 28 e (98}
Mlnlmum Standarxds 32 10 (91) 30 14 (94)
housing allowance
Control 33 13 {318) 36 16 {282)

SAMPLES: Comparlson Program households—-a sample of households participating in the Public Housing,
Section 23 and Section 236 programs in Allegheny and Maricopa counties. Housing Allowance households——
Housing Gap Minimum Standards households active and receiving full payments at two years after enrollment
in the Demand Experiment. Control housecholds--active at two years after enrvollment in the Demand Experi-

ment,

SOURCE: Mayo et al. (1979), Part 1, Table 5-1.

NOTE: +t~-tests represent contrast between Compariscn Programs and Housing Allowance result.

a. Low-i1ncome concentration is the mean low-income concentration for Census tracts occupied by en-
rolled households, where the low-income concentration for each tract is the percentage of tract households
with incomes under $5,000 in 1970.

+ Signifaicant at the 0.10 level.

*  Significant at the 0.05 level.

**  gSignificant at the 0.01 level.




units in Pattsburgh and 11 percent in Phoenlx.l Average low-ingome concen-—

fration levels were lower for Public Housing projects built after 1970, but
st11]l high--46 pexcent in Pittsburgh and 43 percent in Phoenix. Section 23
and Section 236 had lower levels of low-income concentration than Publac
Housing, with Section 236 scmewhat lower than Sectaon 23 1n both sites. The
difference between these programs and Public Housing was, howaver, much larger

in Phoenix than in Pittsburgh.

The higher average level of low-income concentration forx Secticn 23 in Pitts-
burgh may reflect the program's special focus in that city. As noted earlier,
Section 23 in Pittsburgh was confined to the City of Pittsburgh and was tar-
geted for large "problem" families that had been livang in Public FHousing.
Three housing authorities ran Section 23 programs in Phoenix. Of these one
was targeted for elderly households, while the others appeared to serve a

m1x of household types. Sectron 23 units in Pirttsburgh were heavily con-
centrated in very low-income neighborhoods (where cvexr half of the house-
holds had incomes of less than $5,000 in 1970). While a substantial pro-
portion of Section 23 units in Phoenix were algo located in such neighbor-
hoods, these were balanced by an almost equal number of units in higher

income neighborhoods.

The difference between the two sites for Section 236 partly reflects the
presence of rehabilitated units in Pittsburgh. All Section 236 units in
Phoenix were new construction units. In contrast, 54 percent of the Sec-
tion 236 units in Pittsburgh were rehabilitated units. Almost half (43 -
percent) of the rehabilitated units were located i1in very low-income aredas,
as compared with only 17 percent of newly constructed Section 236 units

in Paittshburgh. Nevertheless, there were still substantial differences for

new construction units between the two sites. The average level of low-

lThe particularly high percentages of low-income households in Public
Housing nerghborhoods cannot be entarely explained by the exastence of Publac
Housing per se. Rough calculations indicate that the median percentage of
households 1n Census tracts containing Public Housing uvnits that were in Pub-
lic Housing was approximately 28 percent in Pittsburgh, and 7 percent in
Phoenix (for the Public Housing sample used in this study). Mean percentages
were 37 percent in Pittsburgh, and 1l percent in Phoenix. Moreover, there is
no reason to believe that high concentrations of Public Housing households are
of less concern than high concentrations of low-income households due to other
crroumstances.
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income concentration for newly constructed Section 236 units an Pattsburgh

was 35 percent as compared with 28 percent 1n Phoenix.

T

Despite the variation in the degree cof low-income concentration found in .
the various programs, only Publ:ic Housing shows clear evidence of actually
having moved households into neighborhcods with substantially different
levels of low-income concentration than those they would otherwise have
occupied., This i1s exemplafied by Table 3-9, which presents information on
where households lived before they enrclled in a housing program. Thas
information 1s available only for households that had enxolled withan the
three years prior to the study (which includes all allowance recipients).
The first two rows of Table 3-9 show the average low-income concentratlon’
for all recipients 1n each program as compared to Miniwmum Standards reci-
pients. The next rows show, for recent enrollees, the low-income concen-
tration of the neighborhoods they lived in before enrcllment. The last
rows show the difference between the low-income concentration of thelr

pre—enrollment and program neighborhoods.

In general, programs with average low-income concentrations that were highex

or lower than those of Minimum Standards units alsgso had recent enrollees

who originally came from nelghborhceds with corregpondingly higher or lower

low-i1ncome concentrations. Indeed, the only program that shows a substantial

and significant change in low-income concentration as compared to Minimam
Standards recipilents is Public Housing at both sites. Recent enrollees in
Public Housing moved from neighborhoods with an average low-income concen-—
tration of 37 and 45 percent in Pittsburgh and Phoenix, respectively, to

neighborhoods with concentrations of 50 percent in both sites.

The connection between location and program participation is much more
dramatic with respect to racial and ethnic segregation than 1t 1s with
respect te economic concentration. As with low-income concentration, hous-—
ing allowances did nothing to disturh prevailing patterns of racial and
ethnic segregation. As indicated 1n Table 3-10, households enrclled in the
varlous allowance programs started out in highly segregated neighborhoods.
White enrollees 1in Pittsburgh lived in tracts where an average of 6 percent
of the households were black; black enrcllees lived i1n tracte where an
average of 58 percent of the households were black. Similarly, in Phoenix,

white enrollees lived in tracts where on average 16 percent of the house-
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Table 3-9
CHANGE IN LOW-~-INCOME CONCENTRATION

O ra-u
PITTSBURGH PHOENIX . ﬁ
p l 5
PUBLIC SECTION SECTION MINIMUM PUBLIC SECTICON SECTION - ﬂ;NIMUMﬁ
HOUSING 236 23 STANDARDS HOUSING 236 23 STANDARDS
ALL RECTIPIENTS
Low-income concentra- 55% 40% 46% 32% 51% 283 34% 30%
ticon of all recipients
Difference from +2 35 +gA +14 %+ - +21%% -2 +a% -
Minimum Standards
SAMPLE SIZE (288) {330} {106) {92) {141} (98) {159) {(25)
RECENT ENRCOLLEES
Low-income concentra—
tion of origin neagh- 3% 37% 51% 33% 45% 30% 38% 35%
borhoods
Difference Lfrom
+4% +4* +18%%* - +10%% -5%* +3 -
Minamam Standards 4 4 8
Change in low=-income
concentration (final +13 -1 -5 ~1 +5 -1 -4 -5
vs, origin neighbox-
hood)
Difference from +1a% 0 -4 - +10 %% +at +1 -
Minimum Standards
SAMPLE SIZE (87) (15¢) (7) (92) {51} {59) (86) {95)

SOURCE: Mayo et al.

(1979), Part 1, Tables 5-1, 5-2.
t Signaificant at the 0.10 level.
* Significant at the 0.05 level.
**%* gSignificant at the 0,01 lewvel.
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Table 2-10

CHANGES IM RACIAL CONCENTRATION AMONG HOUSEHOLDS ENROLLED IN THE DEMAND REXPERTHMENT

PITTSBURGH

PERCENRT OF HOUSEHOLDS IN CEWSUS TRACT
THAT ARC ELACK

PHOENIX
PERCENT OF HOUSEHOLDS IN CRM3US TRACT

THAT AEE STANISH AMERTICAN

BLACK HOUSEHOLDS WHITE HOUSEHOLDS SPANISH AMERICAN HOUSEHQLDS WHITE NOUSEROLDS
AT CHANGE AFTER AT CHANGE APTLCR AT CHANGE AFTER AT CHANGE AFTER
ENROLLMENT TWO YEARS ENROLLMENT TWO YEARS ENROLEMENT TWO YEARS ENROLLMENT TWO YEARS
QONTROL
Mean 47.1% +2.6% 5.6% =-0. 3% 44.7% ~4.8% 17.4% -1.6%
Standard Deviation 310 16 8 12 3 Tol 24,0 16.9 16.0 7.6
SAMPLE SIZE {63) (63) {255) {254) (69} (69) {180) {160)
ALLOWANCE HOUSEHOLDS
Mean 57 6% -4.0% B.l% -0.6% 40.1% -4 0% 16.4% =0.8%
standard Deviation 3l.2 23.2 13 1 75 26.0 18,7 1%.6 10.5
SAMPLE SIZE {211} [211) {700} (698) {208} {207) {4400 {438)

SOURCE: Atkinson et al

(197%), Tables 3-1, 3-3, 4-1, 4-3




holds were Spanish American, as compared with 40 percent for Spanish American

enrollees.1

Against these sharp contrasts between minority and nonminority locations, the
changes registered over two years are trivial--never more than four percentage
points and never significantly dirfferent from those found for Contrel house~
holds. BAgain, moxe detailed analysis by Atkainsen and Myers, reported in
Atkinson et al. (1979) found no significant effects for recipients, for house-
holids that moved, or for any i1ndividual allowance plan. Indeed, Atkinson

et al, point out that since patterns of segregation in housing do not seem to
be primarily due to economic digsadvantages there 1s little reason to believe
that the financial assistance afforded by the allowance program would have a

strong lmpact on racial or ethnic segregation.

In fact, however, the allowance programs in the Demand Experiment did involve
both counseling sessions devoted to discrimination in housing and the prova-
si1on of free legal services for anti-discrimination support. Neather of

these had any apparent effect. Households attending the counseling sessions
were no more likely than other households to report discrimination in their
search for housing (Vidal, 1278, Table IV-2), while the legal services were
almost unused., About 57 manority households in Paittsburgh and Fhoenix report~
ed 1n interviews that they had experienced racial or ethnic discrimination
while searching for housing. Only four of these called the anti-discrimination
lawyer (Vidal, p. A-43, n.l1l). Overall, from m1d-1973 to the end of 1975, only
12 households in Prttsburgh and Phoemix called the anta-discrimination lawver
abount possible instances of discramination, and 1n no case was there encugh

evidence to file a formal complaint.

lMlnorlty groups an both Pittsburgh and Phoenix made up about one-
fourth of the lower-income renter households in both sites. In Pittsburgh,
almost all minority households were black. In Fhoenix, Spanish Americans were
the major minority group, comprising 15 perxcent of the lower-income howseholds,
fellowed by black households (6 percent). (These figures are estimates based
on 1970 Census Public Use Sample data for renter households that met Housing
Allowance income limits in 1970--adjusted for inflation.)

Sample sizes for black households in Phoenix are too small to permat general
comparative analysis of cutcomes for blacks in that site. {There are only two
black households in the Phoenix Minimum Standards housing allowance sample and
only nine in the Pheoenix Secticn 236 sample.)
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Indeed, analysis by Avis Vidal of the search patterns of black househeclds
in Pittshurgh suggests that programs of passive support may be unlikely to
yield substantaal changes in the location of minority househelds. Vadal
found that the racial composition of neighborhoods chosen by black households
very much reflected the compositicn of the neighborheoods in which they
searched for housing. Furthermore there was ne evidence that either ex-
perienced cor expected discrimination or problems of transportation played

a major role in limiting search among black households to largely black
areas. This does not mean that these factors were not mmportant, but 1t

does suggest that they wexe not s¢ much in the forefront of households?

minds that saimply offeraing anti-discrimination assistance was likely to be
effective. If search tends to be restricted to segregated areas, there may

be relatively little opportunity to use anti-discrimination services.

One important factor in the conservative search patterns of black house-
holds suggested by Vadal's analysis i1s the amportance of friends and
relatives as sources of information about housing; 49 percent of black
households and 60 percent of white households found their housing through
friends or relatlves.l Unfortunately, sample sizes were too small to see
whether this in fact tended teo reinforce exaisting patterns of segregaticn
by channeling moves. It does, however, suggest that conservative search
patterns may he difficult to overcome without very active efforts to en-

courage much more search in racially mixed areas.

Allowance programs left exasting patterns of racial and ethnic segregation
undisturbéd, because they imposed no direct restrictions in the location

of households., In contrast, the nonallowance programs generally offered a
limited set of location choices. These sometimes exacerbated existing pat-
terns of segregation and generally appear to have played an important role
in determining which households were willing to participate in the various

programs.,

Table 3-11, taken from Mansfield's analysis (Mayo et al., 1979, Part 1, Chap~
ter 5), shows the average percent of households that were minority households
in the %rxacts occupled by vnits under the three nonallowance programs and the

Minimum Standaxds housing allowance. Units provided by nonallowance programs

1
The parallel to simzlar findings concerning the advantages of whites
in finding jobs through friends and relative 1s cbvious.
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Table 3-11

MIBORITY CONCENTRATION OF NEYGHEORHOODS IN PXTTSBURGE AND PHOENIX BY PROGRAM

PITTSBURGH PHOENIX
MINIMU_&_I_STANDARDS MINTMUM ETANDARDS
PUELIC SECTION SECTION HOUSING PUBLLC SECTION SECTION HOUSING
HOUSTING 23 236 BLLOWANCES CONTROLS HOUSING 23 236 ALLOWKRHCES CONTROLS
MEAN PERCENT MINORITY
IN CENSUS TRACT:
All unats 499 51s 45% Las 14% 50% 26% 17% 17% 30%
(Hewly constxucted
units) tie) (29} {44} {17
PERCENT OF UNITS WITH
0-15% minority
population in tract 26 18 46 73 75 0 38 64 66 44
15-50% minority 15 36 7 16 14 63 31 3l 30 32
Greatey than 50%
minority 59 46 47 11 11 37 30 5 4 23
SAMPLﬁ SIZE (286) {106} (330) (91) {(318) {142) {159) {98) {95) (280)
SAMPLES: Comparison Fregram households—-a sample of households participating in the Public Housing, Section 23, and Section 236

programs in Allegheny and Maricopa counties.
full payments at two years after enrcllment in the Demand Experiment.

Demand Experiment
DATA SOURCES-
HOTE »

Program Compariscn and Third Periodic Interviews and the 1970 Census of Population.

Newly constructed units refers to unlts built after 1970,

Houging Allowance households—-Housing Gap Minimum Standards households active and receiving
Control househelds active at two years after enrollment in the




were on average located 1n neighborhoods with a higher concentraticn of
minority househelds than Minimum Standards housing allowances. As with
low-1ncome concentration, however, there are important differences between
the two sites. In Pittsburgh, all three nonalloﬁance programs show similar
average levels of minority concentration. In Phoenix, Public Housing had
a high average minhority concentration, but Section 23, and especially Sec—

tion 236 had much lower concentrations.

As Mansfield points out, the sate differences for Section 23 and Section 236
parallel those observed for low-income household concentration. As for low-
income househeld concentration, reasons for these differences are likely

to include the different policies pursued by Section 23 housing authorities
with regard to tenant selection and, i1h the case of Section 236, the signif-
1cant component of rehabilitated units in P:r.ttsbx.t;n:‘gh.:L Most important,
differences 1n the minority concentration of units in the different programs
are ¢losely related to differences in the racial and ethnic composition of
partaicipants. Figure 3-5 indicates the proportion of minoraty parti01pants
relative to the proportion of units in neighborhoods with above average
lewvels of minoraty concentratlon.2 There i1s a strong, almost linear rela-
tionship between the two. Programs with large numbers of units in minority

areas also have xelatively large numbers of minoxity participants.

The impact of this on racial and ethnic concentration depends, of course, on
which households are placed in concentrated neighborhoods by the programs.
Minority households in the pravate nmarket were substantially segregated in
both sites. Thus, for example, among white Contrel households enrolled in
the Demand Experament, the average level of minority concentration was 5
percent i1n Pittsburgh and 16 percent in Phoenix, as compared with levels for
mincrity households of 50 and 40 percent, respectively. Some increase in the
minority concentration of neighborheods cccupied by white households would

be necessary to integrate program housing.

lMinorlty concentration averaged 59 percent for rehabilitated unaits
in contrast to 29 percent for new construction units.

2Areas with above-average minority concentration are defined as those
Census tracts in which the percentage of minority population to the total pop-
ulation exceeds 25 percent. The 25 percent figure corresponds to the approxi—
mate percentages of minority households at each site among the lower-income
renter population and therefore represents the "expected" minority concentra-—
tion.
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Figure 3-5
RELATIONSHIP BETWEEN LOCATION OF UNITS AND PARTICIPATION OF MINORITY
AND NONMINORITY HOUSEHOLDS IN PROGRAMS

PERCENT MINCRITY PERACENTY MINORITY
IN PROGRAM iN PROGRAM
100 PITTSBURGH 100, PHOENIX
s Section 23
90 « Section 236 Hehab Units 90—
80 80.] fublic Housing «
70 70_
* a
Section 236 « Com:)lned Comparison Programs
60 Public Housing 60
50. 50.]
+ Combined Comparison Programs®
40 40
] Soction 23 »
s Section 23 New Construgtion Units = Contrals
30— 30 » Housing Allowances
20_| Controls e« Housing Allowancas 20-] , soction 236
10 PERCENT 10
DOFf UNITS
0 T 1 T T T T 1 T T T -—INMINORITY — 0 T 1 i T T T T 1 L 1
10 20 30 40 %0 60 70 80 90 100 Aneasin 10 20 30 40 S0 60 70 B0 9 00
PROGRAM

KEY :——~—Percent minarity in eligible population

SQOURCE* Mayo et al. {1979, Part 1, Figure 5-7.

NQTE. Minority areas defined as those Census tracts where the minority population exceeds 25 percent of the total population of the tract Twenty-five
percent corresponds 1o the approximate percentage of minonty households in each site in the lawer income ‘eligible’ population,

a. Weighted averages for Comparison Programs are based on proportional representation of each program in the study {not the sampled) population.
Weights are 0 687, 0 013, and 0.300 in Pittshurgh and 0,348, 0 071, and 0.580 in Phoenix for Public Housing, Section 23, and Section 236, respectively.



Tn fact, as shown in Table 3-12, with the notable exception of Public Hous-
ing in Phoenix, all programs maintained a strong pattern of racial separa-
tion. In general, white participants were located in neirghborhoods waith
considerably lower levels of minority concentration than were black or-Span-—
1sh American participants. It 1s true that Public Housing 1in both sites and
Section 23 and Secticn 236 in Pittshurgh dad place white households in more— -
integrated neighborhoods, on average, than Housing Allowances.l These pro-
grams also, however, placed minority households in lessg integrated neighbor-I.
hoods than Housing Allowances. TFurthermore, there 1s some evidence that ..
white households in these programs were households that had previously lived
in unusually integrated neighborhecods. Thus to some extent at least, the T

greater integration required of white households served to limit participa——-

tion by whites as much as it promoted integration. -

Tables 3-13 and 3-14 present information on the origin neighborhoods of
recent enrollees similar to that presented 1n Table 3-9 for low-income cogl
centration. A&Among white households (shown in Table 3-13), programs whose
white recipients lived in more integrated neighborhoods than those occﬁpiédr
by housing allowance recipients all also came from more integrated neighbor-
hoods orxiginally. Differences between origin and program neighborhoods were
correspondingly modest, though there was a significant effect for Public

2
Housing in Pittsburgh.

Table 3-14 shows somewhat similar patterns for black househclds ain Pitts-
burgh and Spenish American households in Phoenax, though the results are
sometimes confused by small samples and a special siltuation for allowance
households ain Phoenix. In Pittsburgh, black households in Public Housing

and Section 236 were located in axeas with sagnificantly higher minoraity

1Movement into more integrated neighborhoods for white households
refers here to movement 1nto neighborhoods with greater minority concentra-
tion (that 1s, proportionately fewer white households) whereas for minority
households, movement into more integrated neighborhoods refers to the oppo-
site situvation~-movement t0 areas wirth lower minority concentration {(e.g.,
proportionately more white households).

2There was also a significant, albeit modest effect for Section 236
in Phoemix, primarily because recipients were drawn from somewhat less inte-
grated neighborhoods than housing allowance recipients. It is also worth
noting, as Figure 3-5 suggested, that the programs with the highest minority
concentrations--Section 23 in Pittsburgh and Public Housing in Phoenix~-had
relatively few nonminority participants.
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—zeH Tt Table 3-12

SSEALAIT T T MINORITY CONCENTRATION OF NEIGHBORHOCDS BY
ia,-+ - .  RACE/ETHNIC GROUP CF PROGRAM PARTICIPANTS

PUBLIC SECTION SECTION ROUSING

i HOUSING 23 236 ALIOWANCES CONTROLS
R PITTSBURGH
WHITE HOUSEHOLDS
toan percent maonty s o e s s
SAMPLE SIZE (112) (7} (122) (72) (252)
BLACK HOUSEHOLDS
peisstep e A U
SAMPLE SIZE {174} (29) (208) (19) {63)
PHOENIX

WHITE HOUSEHOLDS

Mean percent minority
(Spanish American or 49k% 20** 1z 13 18
black) 1in Census tract

SAMPLE SIZE (2n® (99 (79) (66) (180)

SPANISH AMERTICAN
HOUSEHOLDS

Mean percent minority
(Spanish American or A8+ % 42%% [31} 26 47
black) in Census tract

SAMPLE SIZE (72)%  (a1) (9) (22) (69)

SOURCE: Mayo et al, (1979), Part 1, Table 5-5.

NOTE: t-~tests represent contrast between Comparison Programs and
Housing Allowance result with respect to percent minority in tract. Brackets
indicate amounts bhased on ten or fewer observations.

a. Weighted average of gsample sizes in the elderly and nonelderly
strata 1n Phoenix Public Housing; see Mayo et al. (1979), Part 1, Zppendix
11, for a description of the calculation of statistics based on this sample.

+ Saignificant at the ¢.10 level.

¥ Significant at the 0.05 level.

** gBagnificant at the 0.01 level.
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Table 3-13

CHANGE IN MINORITY CONCEWTRATLON FOR WHITE HOUSEHQLDS

PITTSBURGH PHOENIX
PURLIC SECTION SECTILON MINIMUM PUBLIC SECTION SECTION MINIMUM
HQUSING 236 23 STANDARDS HOUSING 236 23 STANDARDS

ALL RECIPIENTS

Minorrty

concentration 20% 1l2% 24 % 5% 49% 12s% 20% 13%

Difference from

Minimum Standards +15%%* +F ek +1o%* - +36%% -1 +ThE -
SAMFLE SIZE {112) (122) (7) (72) (27) (79) (99} {66)
RECENT ENROLLEES

O
0 Minority

concentration of

origin neighborhoods 123 10% - 5% 483 11% 25% 17%

Difference from

Minimum Standards + 7% +5+ - - 431 ** ~5% +g8%* -

Change in minoxity

concentration

(final vs, origin

neighborhood) +7 o - -1 +3 +2 -8 -4

Difference from

Minimum Standards +8% +1 - - +7 +g* -4 -
SAMPLE SIZE (47 {74) {C) {73} (8} (45) {54} {68}

SOURCE: Mayo et al.

+ Significant at the 0.10 level.
*  Bignificant at the 0.05 level.
*#*% gignificant at the 0.01 level.

(1979), Part 1, Tables 5-5, 5-6, 5~7.
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Table 3-14
CHANGE IN MINORITY CONCENTRATION FOR MINORITY HOUSEHQLDS

PITTSBURGH (Black Households) PHOENIX (Spanish American Households)
PUBLIC SECTION SECTION MINIMUM PUBLIC SECTION SECTION MINIMUM
HOUSING 236 23 STANDARDS HOUSING 235 23 STANDARDS

ALL RECIPIENTS

Minority

concentration 68% 64% 53% 47% 48% 31% 42% 26%

Difference from

Minimum Standards +21%% +17% +6 — 22%% 5 16*% -
SAMPLE SIZE (174} {208} {99} (19) (72} {9} {a1) {22)
RECENT ENROLLEES

Minority

concentration

of origan

neighborhoods 52% 56% 70% 47% 49% 36% 35% 46%

Difference from

Minimun Standards +5 +9 +23% -— +3 -1l0 -11 -

Change in minority

concentration

{(final vs. origin

neighborhood) +17 +11 [-10] ] -4 ~11 +3 -21

Drfference from

Manimum Standards +17 +11 [-10] - +17% +10 +]18% —-—
SAMPLE SIZE (40) (77) (7 (19) {28) (7) (21) (22)

SOURCE: Mayo et al. (1979), Part 1, Tables 5-5, 58, 5-7.
+  Significant at the 0,10 level.
*  Significant at the 0.05 level.
*% Significant at the 0.01 level.




concentrations than those of black housing allowance recipients. Recent en-
rollees also came from more segregated neighborhoeds, but the differences

are not large, and 1t appears that these programs may 1ndeed have placed
black recipirents in more segregated neichborhoods than they would otherwise
have occupied. Section 23 particizpants were not in significantly more segre-
gated neighborhoods than black housaing allowance reciplents. Interestingly,
the admittedly few recent enrollees in this program (seven housecholds) came

from much more segregated nieghborhoods :Lnit:.ally.l

The situation in Phoenix 1s quite different. There were very few Spanish
Amerrcan houscholds in Section 236 in Phoenix. Both Public Housing and Sec-
tion 23 located Spanish American recipients in more heavily minoxity neigh-
borhoods. Among recent enrollees in these proyrams, however, program loca-
tions were not very different from their pre-program neighborhocds. The
major program difference 18 the much lower levels of minority concentration
among Spanish American housing allowance recipients relataive to other pro-
grams and toc pre-program neighborhocds. This suggests that the allowance
Progzam resulted in a substantial deconcentration of Spanish American house-
holds in Phoenix. Analysis by Atkanson et al. (1279), however, indicates
that all or most of this apparent effect is spuriocus. It appears that Span-
1sh American househelds were very unlikely to participate in the allowance
program unless they were already living in or prepared to move to neighbor-
hocds with relatively low minority concentrations. The reasons for thas are
not clear. However, some unpublished work by Budding suggests that relatively
few vnits in very heavily Spanish neighborhcods met the Minimum Standards re-
qulrements. Thus, movement out of these neighborheoods may fredquently have

been a prereqmsite for participation.

Satisfaction With Housing

The effect of restrictions on locational and unit choices were also apparent
in the level of satisfacticn expressed by participants with their dwelling
unlt and neighborhood, analyzed by David Warner and reported in Mayo et al.

(1879, Part 1l). Table 315 shows the average level of expressed satisfaction

1Thls does not reflect the fact that Secticn 23 in Pirttsburgh was
targeted toward large "problem" households in the (mostly black) Pattsburgh
Public Housing program. Households that moved to one program from another
were not included in the sample of recent enrcllees,
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Table 3-15

MEAN SATISFACTION WITH DWELLING UNIT AND NEXIGHBORHOOD,
AND DIFFERENCES FROM CONTROL GROUP AND HOUSING ALLOWANCES,
BY PROGRAM TYRE

PITTSBURGH PHOENIX
MEAN DEVIATION MEAN DEVIATION
SATISFACTION SATISFACTION FROM HOUSING SAMELE SATISFRCTION FROM HOUSING SAMELE
AND PROGRRM TYPE LEVEL ALLOWANCE SIZE LEVEL ALLOWANCES SIZE
DWELLING UNIT SATISPACTICN
Housing Allowances 3.463 - (82) 3.373 - (67)
Control Group 3.083 ~0.380%* {312) 3.197 -0.176 (238)
Publig Housaing 3.098 -0.365%% {215) 3.351 +0.018 {122}a
Section 23 2.988 -0.475%* (82) 3 3288 -0.015 {129}
Zection 236 3.072 -0 391%* (249) 3 494 +0 121 (79)
WEIGHRORHCOOD SATISFACTICH
Housing Allowances 3,341 - (82) 3.478 - {67)
Control Group 3.343 +0.002 {312) 3.361 -0.117 (228)
Public Housing 2 819 ~0 5224 {215} 2,827 -0, 651%* {122)2
Section 23 2.866 —~D.475** {82) 3.372 -0 106 {129)
Scotion 236 3.044 -0, 297* (249) 3.152 -0.326% (79}

SOURCE: Mayo et al, {1979}, Part 1, Chapter 6, Table &6-1.

a. Weighted average of sample sizes an the elderly and nonelderly
descraption of the calculataon of statlstics based on this sample.

F  Significant at the 0,10 level,

*  significant at the Q.05 level,

** Sagnificant at the § 01 level,

strata in Phoenix Public Housang; see Appendix IX for a



among Minimum Standards allowance recipients, unsubsidized Control households,
and particapants in each of the three nonallowance programs. In Pittsburgh,
participants in all three nonallowance programs show significantly lower
levels of expressed satisfaction with both dwelling unit and neighborhood
than do allowance recipients. In Phoenix, significantly lower levels are
only found for the two construction programs, and only with respect to satis-

faction wath neighborhoed.

Differences in expressed satisfaction could reflect differences in house-
helds' underlying propensity tc express satisfaction as well as differences
in the housinyg, neighborhoods, and rents afforded by each program. In order
to take some account of these factors, Warner regressed exXpressed satisfac—
tion on the various programs plus a variety of demographic degcriptors as
well ag variables descrabing housing gquality and tenant rents.1 While
descriptors of demographic factors, housing guality and rents were signifi-
cant in themselves, takaing account of these generally had modest effects

oh estimated differences in participant satisfaction under the various pro-
grams, The only exception was Section 23, where 1t usually resulted in
much smaller differenceg from housing allowances in Pittsburgh and some-

what larger (but st:1ll insignificant) differences in Phoenax.

The most important difference in the pattern of recipient satisfaction found
by Warner related to elderly households and especially those in elderly proj=
ects, Table 3-16 shows the estimated differences in expressed satisfaction
for elderly and nonelderly households in (for Public Housing and Secktion

236) elderly and familly projects. These estimates are taken from regressions
that take account of a variety of other demographic characteristics as well
as measUres of unit and nerghborhood gquality and tenant rent.2 As shown 1n
Table 3-16, among elderly households, only those in Pittsburgh Public Housing
family projects had significantly lower levels of expressed satisfaction with

therr dwelling unit or neighborhood 1n comparison to elderly housing allow-

lﬁhe housing quality variables used were the estimated market value
of wnits in terms of unit and neighborhood characteristics., Compliance with
Minimum Standaxds was also used for some regressions, but with no important
change n results.

-

2 . . .

The other demographic descriptors included income, education, house-
hold size and the race, sex, age, and occupation (white collar, blue collar)
of the head of householid.,
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Table 3-16

COMPARISON OF ADJUSTED SATISFACTION LEVELS BETWEEN

VARIOUS CATREGORIES OF HOUSEHOLDS AND BOTH THE CONTROL GROUP AND HOUSING ALLOWANCES

COMPARISON WITH COWTROL GROUR

COMPARISON WITH HOUSING ALLOWANCES

PITTSBURGH PHOENIX PITTSBURCH FPHOENIX
DWELLING DWELLING DWELLING DWELLING
HOUSEHOLD AMD UNIT SATIS- NEIGHBORHOOD | UNIT SATIS- NEIGHEORHOOD URIT SATIS— HEIGHBORHOOUD| UNIT SATIS- NEIGHEORIHOOD
PROGRAM TYPE FACTION SATISFACTION | FACTION SATISFACTION FACTION SATISFACTION| TACTION SATISEARCTICH
ELDERLY HOUSEHOLDS
Housmng Allowances 0.185 0.043 0.068 0,230 - - — -
(6.223) (0.220) (0,216) {0.218)
Section 23 - - 0.047 0.201 - - -0.021 ~0,.029
{0.166) (0.167} {0,215} (0,216}
Family Projecls-
Public Housing 0.021 =0, a46%* 0.054 -0.149 -0,164 -0,489* -0,014 -0,.379
(0.164) (0.163) {0.197) {0.198} (0.224) {0,222) (0.239) {0.241)
Section 236 0.084 =0.102 0,048 0.005 -0.101 ~0.145 -0,020 -0.225
{0.155) {0.154) {0.193} {0.195) {0.223) {0.221) {0,241} {0,242}
Elderly Frojects:
Public Housing 0,035 =0.103 - - =0.150 -0.146 - -
(0.156} (0.154) {0.221) 10.218)
Section 236 0.098 0,240 - - -0.088 0.128 - -
{0.163) (0.162) {0.231) (0.229)
NONLCLDERLY HOUSEHOLDS
Housing Allowances 0.296% -0.024 -0.086 0.117 - - -- -
(0.137) {0.136) {0.150} (0.151})
Section 23 0.048 -0,335* ~0.227% -0.102 -0.249 -0.24] -0.171 -0,219
(0.133) (0,132} (0,135} (0.135) (0.167) (0.165} (0.164} (0.165)
Family Projects-
Public Housing —0.342%% ~0.B0G** -0,01% ~0, 480%* ~0.639*% ~0.712%* 0.037 -0.597%*
(0.114) {0.113) (0.327) {0.128} {0.147) (0.146) (0,155) (0,156}
Section 238 ~0.280%* 0. 463%* -~0.025 -0.325* -0,576** ~0,369*% 0.031 -0.442%*
(0.103) (0.102) {0.133) {0.134) (0,150} {0.148) {0.170) (0,171}

SCURCE-  Mayo et al.

(1979), Part 1, Chapter 6, Table B6-6.

NOTE- The coefficionts arc derived Efrom the regression coefficients reported in Mayo et a). {1979), Part 1, Tahle 6-5. Differences
reported here may not equal exactly those amplied by the regressionas because of rounding.
+ Significant at the 0.0 lewvel
*  significant at the 0.G5 level,
** gignificant at the 0,01 level,

Standard exrxors are shown in parentheses



ance recipients or Control howgeholds. Nonelderly housgholds in both Publaic
Housing and Section 236, on the other hand, had significantly lower levels
of neighborhood satisfaction than either unsubsidized Control or housing

allowance recipients in hoth sites.

While these lower levels of satasfaction cannot be directly tied to restric-
tion on unit and neighborhood choice, there is some evidence that this is

an 1mportant factoxr. Participants in the three nonallowance programs were
asked 1f they would prefer a housing allowance program to their current pro-
gram, About half saird that they would and, of these, the most common reason
offered was that they would be able to choose where they wanted to live.
This evidence 1s not conclusive, however. In particular, it applies as much
to Sectlon 23 as to Public Housing and Section 236, despite the lack of any

significant difference ain satisfaction for Section 23 houscholds in Table 3-16.

3.3 PROGRAM COSTS

While the various programs studied i1n the Demand Experiment provide housing
that 1s 1n many ways similar from program to program, costs differ dramati-
cally. A major reason for considering housing allowance programs originally
was the expectation that they might be much less expensive than new construc—
tion programs and somewhat less expensive than programs in which agencies
rather than households bore the major responsibilaty and discretion in find-—
ing and acguiring units. Analysis of program costs 1n Prttsburgh and Phoenax
confirm both hypotheses. The estimated costs of providing additicnal units
under new constructiron programs in 1975 1in Pittsburch and Phoenix were 67
percent higher than the cost of providaing comparable units under a Minlmum
Standards housing allowance program. Evidence on administrative costs under
alternatlive leased housing programs is less clear, but does tend to support
the hypothesis that an allowance program could have substantially lower ad—
minrstrative costs than programs such as Section 23, in which agencies bear
the majer responsibility for obtalning units. Beyend this, there i1s also
evidence that alternative housing allowance programs do encourage more oOr
less careful shopping by households with correspondingly lower or highex
costs per unit. These variations are not, however, nearly as important as

those found between construction and private market programs.

Program costs under a Minimum Standards housing allowance and nonallowance

rrograme were analyzed by Stephen Mayo and reported in Mayo et al. (1972),
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Part 2. The heart of Mayo's analysis 15 a comparison of annual program costs

with the estimated private market rental value of units, which yields the
large cost differences indicated above. Equally amportant is Mayo's investi-
gation of why constxuction costs are so high. While the reasons cannot be
completely established without additional data on private construction, Mayo
presents substantial evidence that the bulk of extra costs reflect not tech-
nical inefficiencies on the part of agency administrators but rather underly-
ing market conditions that make construction of rental housing, or at least
of the sort of rental housing involved 1n low-income assistance programs,

saimply unprofitable.

In simplest terms, Maye suggests the price of moderate-income rental hous-
ing has risen much more slowly than construction costs. As a result, it has
been increasingly cheaper for the government to lease or buy existing umits
than to arrange for the construction of additional units., This hypothesis,
1.f coxrect, means that the higher costs of construction programs will not be
wiped out by improved efficiency on the part of agency or program managers
and staff. However useful such improvements might be in controlling the
costs of exasting construction program units, they are unlikely +o make a
material dent in the excess costs of additional new construction. If

Mayo's hypothesis 1s correct, the higher cost of new construction programs
1s a fact to ke faced, not a call for efforts to coxrect 1t. On the other
hand, 1f higher new construction costs largely reflect market conditions
that are beyond the vreach of governwment programs to remedy, they may also
change as market conditions change. Indeed, Mayo's analysis suggests that
the large cost differential between new construction and existing leased
housing programs 1in 1975 was generally much smaller and in some cases
possibly even non-existent in the early 1960s. The cost advantages of

leased programs are not immutably fixed for all times and all places.

Estimated Costs

Tt should be noted at the outset that most of Mayo's analysis is framed in
terms of annualized costs. This is done partly for convenience and to aid
comparison with previous studires and partly to emphasize that most of the
available data came in the form of annual cost figures. The relevant compar-
ison, however, 18 the total costs (and benefits) of projects over their entire

lifetime, These can always be expressed in terms of annuwalized costs, as is
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done here., Unfortunately, the correct annualization depends on the pattern
of costs and benefits over time and need not equal annual costs i1n any one

year. Mayo explored the implications of a variety of assumptions for life-
time costs. The results, discussed later in thig sectien, strongly suggest

that these will mirror the results based on annual costs in 1975.

Mayo's analysis starts with a careful accounting of both direct and indirect
program coste. These i1nclude all costs incurred by both tenants and govexrn-
ment and reflect both budgeted items such as annual operating costs or debt
service and unbudgeted costs such as the loss in tax revenues involwved in
financing public housing through tax-exempt bonds or the special depreciation
provisions attached to Section 236, Fortunately, most of the major cost items
are budgeted i1tems for which data are directly available on an annual bhasis.
Others must be estimated and where necessary, annualized, Furthermore, while
some cost data is avairlable at the unit level, much is only available by proij-
ect (in the case of Public Housing and Section 236), local agency, or even
total program. These costs must be allocated to units within each project,

agency, oOr program to provide estimated per unit costs.

Mayo's results do not, however, appear to be very sensitive to the procedures
used to estimate unbudgeted costs. First, most costs are accounted for by
1tems that are reported directly. Second, where costs had to be estimated,
Mayo examined alternative procedures and found that these made little differ-
ence in overall costs.l Finally, allocation of costs to individual units was
done in a manner that preserved obsexrved totals for indiwvidual projects ox
housing authorities, so that total program costs are not altered. Indeed,
the major limit placed on Mayo'ls data by estimated costs appears to lie in
detailed comparison of varicus subprograms. In particular, it secems possible
that estimated costs overstate differences between Section 236 limited
dividend and non-prefit sponsors or between turnkey and conventional Public

Housing.2

For Public Housing, annual costs ave directly reported for debt amortization
covering both original and modernization capital costs, for annual operating

costs and for payments to local governments in lieu of taxes. Addaiticnal

1See Mayo et al. {1972), Part 2, Chapter 2 and Appendices IV-VII.
2
Ibid., Chapter 2 (Section 2.1) and Chapter 3 (Section 3.3).
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costs that had to be estimated consisted of the federal revenue loss asso-
ciated with tax-exempt financing, foregone local property taxes associated
with the difference betwesen the value of municipal services provided to pro-
Ject residents and the payment made in lieu of taxes, and overall HUD admin-
istrative costs. These estimated costs accounted for about 21 percent of

total costs.1

For Sectron 236, information 1c again directly reported for debt service,
mortgage insurance premiums, operating costs, and property taxes paid to
local governments, Estimated costs consist of costs associated with GNMA
purchases of Section 236 mortgages at close to par value, expected losses
associated with the Section 236 portion of the FHA Speciral Rask Insurance
Fund, federal revenue losses associated with special depreciation allowances
for Section 236 projects, the value of property tax abatements granted to
Section 236 projects by local governments, and HUD administrative expenses.
Estimated items accounted for about 18 percent of total program costs on

average.

Annual costs for Section 23 consist primarily of 1ease'payments to private
landlords and ecperating costs, both of which are directly reported. The
only estimated costs for this program were HUD administrative expenses and
tax losses from depreciation allowances for private housing above true
depreciation rates. These accounted on average for only 3 percent of Sec-
tion 23 costs. The same situation applied to costs of housing allowances,
except with respect to operating costs. The Experimental allowance programs
in Pittshburgh and Phoenix included a variety of special admnistrative ex-
penses asscciated with analytic data collection, verification, and transmis-
sion. Unfortunately, these costs were not identified geparately, so that
operating costs associated with the program per se had to be estimated.

This was done based on results from the Administrative Agency Experilment.

As a result estimated costs for housing allowances comprised 17 percent of

total costs.

Table 3=17 shows the average costs estimated by Mayo for additional two-

bedrcom units in 1875 under each program, Costs under the two new construc-

1

Allocations between directly reported and estimated costs are based
on Mayo et al. (1279), Part 2, Tables 4-4 and 4-5 and refer to two-bedroom
units only. They should not, however, be substantially differeant for azll
units,
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Table 3-17

ESTIMATED ANNUAL COST OF TWO-BEDROOM UNITS IN 1875

PITTSBURGH PHOEle;.
Public Housing 84,155 $3,581
Section 236 4,136 3,571
Section 23 2,528 2,083 h
Minimum Standards Housing Allowance 1,869 2,361

SOURCE: Mayo et al. (1979), Part 2, Figure 3-1.
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tlon programs are similar in hoth sites and well above those for the two
leased housaing pfograms. The Minimum Standards allowance program has the
lowest_costs- an-Pattsburgh while Section 23 had lower costs in Phoeniz.
Weaither Eiﬁ‘gésté nearly as high as those for the construction programs.

In each site, the least expensive construction program had costs more than

cne and a half times those of the most expensive leased housing program.

It should he noted that these are total costs rathey than federal costs or
budgeted costs. Program costs are borne by tenants, local government, &nd
the federal government. These shares vary considerably from one program to
another. Mayo found that federal share was, as expected, highest in Section
236 with Rent Supplements, amounting to 72 percent of total costs, with

about 3 percent of costs borne by local govermment {(in the form of reduced
proPerty“taxes) and 25 percent borne by tenants (through fenant rent pavments).
The federal share was somewhat lower for Public Housing {(roughly 60 percent)
due to larger local government and tenant shares (about 10 percent and 30 per-
cent, respectively). It was lowest in Section 236 without rent supplements,
where tenants bore 54 percent of total costs, local government about 3 pexcent,
and the federal government about 43 percent.l In add:tion, total federal

or local costs are not all reflected in government budgets for the programs.
Local costs consist of reduced property taxes, which are not budgeted 1tems,
but losses in revenue that must be made up by additional taxes on non—-subsi-
dized units {(or reduced spending for cother purposes). Likewise, federal

costs for Public Housing and Section 236 are partly f£inanced through special

tax 1ncentives and future, as yet unrealized, insurance losses.

The relevant figure for program comparisons 1s, however, the total costs.

Any program may reduce i1ts federal costs by increasing tenant shares. IakKe-
wise, federal costs must be paid eventually, whether or not they are included
in program budgets. The limitaing factor 1is not who bears what cests, but
the total cost that must be borns.

lThe lower total costs for the existing programs were borne by ten-
ants and federal govermment with no local government contribution., Onr aver-—
age, the tenant share under both Housing Allowances and Section 23 was rough-
1y 36 percent with a federal share of 64 percent. See Mayo et al. (1979),
Part 2, Chapter 4, Table 4-2.
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Comparisons of Costs to Unit Value

such cost differences could, of course, reflect differences in the quality of
units provided. B&s discussed earlier, one direct way of accounting for 4if-
ferences 1n unit quality i1s to compare program costs with the cost of similar
units in the private market. The ratioc of program costs toc market value
directly measures the relative efficiency of the program in providing hous-
ing of similar quallty.l Average private market rents in Pittsburgh and
Phoenix for units of various sizes, amenities, and locations were estimated
by Merrill {(1977) based on the detairled information on unit rents and neigh-
borhood and unit characteristics collected for households enrolled in the
Demand Experiment. Since similar information was collected for housing and
neighborhoods provided by the nonallowance program, Merrill's estimates can

be used to estimate the praivate market rental value of those units as well.

There are issues in the use of such estimates to establish private market
values. Although Merrill's equations include a large nuwber of variables
and account for two-thirds to four-fifths of the variation in rents among
Demand Experiment enrollees, they clearly do not capture every aspect of
every unit. Overall this presents no prcblem as long as individual errors
in estimating unit cogts tend to cancel each other. Problems could arise 1f
units in the nonallowance programs tended to include unusual amenities orx
deficiencies not captured by Merrill's variables. This could arige in three

ways. First, it seems possible that low-income constructron programs maight

As discussed earlier, programs also varied in terms of physical
standardness, crowding, and rent burdens, as well as locational cheice and
tenant satasfaction. In many cases, cemparisons of costs with those hous-
1ng measures would only exacerbate the cost differences shown in Table
3-17. More generally, variations in compliance with normative standards
appear to reflect variations in specific program rules which are not closely
related to unit costs. Thus, for example, the high rent burdens found in
Section 236 (without Rent Supplements) could be altered by changing the
division of costs between tenants and government wirthout changing total
costs (which 1s exactly what the Rent Supplement program does). Tlakewise
program ratings in terms of physical standards vary depending on the stan-
dard used to evaluate units and how closely this standard confoxmed to the
program's housing regquirements. Changing housing reguirements might well
change unit costs, but 1t appears that the two are not always closely
related (as comparisons of standardness and rents under the different allow-
ance programs indicates) and that changing the physical requirements for
program housing should not affect the relationship between program costs
and unit value.
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deliberately restrict the provision of "luxury" features normally found in
newly built units of otherwise comparable quality. This would mean that
Merrill's estimates would tend to owervalue units in these programs.

Second, 1f public programs provide unusual services to tenants, the value

of these services would not be reflected in estimated private market values,
The extent of such services 1s not known, though it should be noted that
where they are funded under other progyrams, their costs are not included
erther, Finally, to the extent that a program concentrates on "problem ten-
ants," 1t is possible that program participants would have to pay above aver-
age rents in the praivate market. In this case, Merrill's estimates while
accurately estimating praivate market rents for similar units would underesti-

r

mate the private market rents for program participants in similar units.

Table 3-18 presents Mayo's estimates of the average costs reguired under

each program to obtain an additional unit of housing with an annual rental
value of $2,000 in 1975. Public Housing 15 the most expensiwve program in
each site, followed closely by Section 236. In no case 1s the estimated
cost under a construction program less than 35 percent higher than that esti-

mated for Housang Allowances, and the average cost for the four construction

1It 1g also possable that the Demand data did not adequately reflect
additional amenities associated with newly built units, so that Merrill's
estimates would undervalue newly constructed units, Comparisons by Mayo of
the estimated value of new units with actual rents of new units from the
1974 Annual Housing Survey for Pittsburgh and Fhoenix suggest that this 1is
not the case.

2Ev1dence of such problems is hard to come by. However, it appears
that tenants! own perceptions of Public Housing and Section 236, at least,
agree with the estimates provided by Merrill. &s part of the Program Compari-
sons interview tenants were asked to rate how good a deal they enjoyed on a
four poant scale. If the estimated market value of units in fact mirrors
tenant perceptions of walue, these ratings would be expected to be a function
of the difference between the rent paid by tenants and the estimated market
value. Regression of ratings in the rents charged and the estimated market
rental valuve did in fact yield egual coefficients of opposite sign.

3It should also be noted that estimated rental values are inflated
to 1975. Merrill's estimates were based on rents in 1973, The estimated
coefficients of the hedonic regression did not change significantly over the
next two yvears (based on Control households) after allowance was made for a
proportional shift in values due to an estimated rental anflation of 13 per-
gent 1n Pittsburgh and 7 percent in Phoenix. This confirmed the stability
of Merrirll's estimates and provided the inflation factors used to estimate
1975 rental wvalues.
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Table 3=-18

ESTIMATED ANNUAL COSTS REQUIRED TO
OBTAIN AN ADDITTIONAL UNIT WITH AN
ANNUAL RENTAL VALUE OF $2,000 IN 1975

PLTTSBURGH PHOENIX -
ANNUAL COSTS
Public Housing $4,400 $3,580
Section 236 4,020 2,940
Section 23 2,540 2,220
Minimum Standards housing allowance 2,300 2,180
RATIO TO HOUSING ALLOWANCE (OSTS
Publ:ic Housing 1.91 1.64
Section 236 1.75 1.35
Section 23 1.10 1.02

SOURCE: Maye et al. (1979), Part 2, Table 5-1.
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programs in the twoe Sites 1s 67 percent higher than that for housing allow=-
ances. The other leased housing program, Section 23, has costs very simi-
lar to housing allowances in Phoenix, but much higher costs in Pittsburgh--
though st1ll well below those for the two new construction programs. It
appears that housing allowances are, as expected, much less expensive than
new construction programs and at least somewhat less expensive than leased
housing programs 1in which agencies rather than households bear the major

responsibility for finding and acquiring units.

Lifetime Costs

The ratios of costs to market value presented above are subject to some
reservations. The basic problem 18 that comparisons of construction proj-
ects and leased housing cannot be bhased on a single year, Thus, for exam—
ple, 1f there i1s fairly rapid inflation in rents over a project's lifetame
it could be relatively more expensive to construct than to rent in early
yvears and less expensive in later vears. Put another way, costs and rental
value must be compared over the project’s entire lafetime. If this 13 to be
done on the basis of rental value in a single yvear, costs must be alloecated
to follow the pattern of rental values. If rents inflate over a project's
lifetime, for example, then a larger share of initial capital costs should
be allocated to later years when rental dollar values are higher. The prob-
lem becomes even more difficult when operating costs and rental values have
different patterns over time due to dafferences i1in inflation or due to

depreciation,

Since operating costs and rental values are essentially only observed for
a single year (1975}, lifetime patterns cannot be known with cexrtainty.
They can, however, be computed under a variety of plausible assumptions.
The basic cost comparisons presented above essentially compare current
market values with the sum of current operating and other costs and mori-
gage payments for capital expenditures. This i1s technically appropriate
only if there 1s no inflation in rents or operating expenses and no
depreciation 1n unit values (until the vary end of the project's life).
These are obviously implausible assumptions. Indeed, they were used by
Maye only because they lead to a very direct comparison of annual rental
value with spending in the same year and because they conform, in general,

to the practice of other studies (and hence aid in comparing results). As
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1t turns out, however, they do net in fact seem to lead to substantially

different results from those obtained under more plausible assumpticns.

The reasons for this are essentially that when account is taken of both
rent inflation and operating cost inflation and unit depreciation, the

two tend to offsset each other. This is indicated in Table 3-19, which
shows different lifetime cost-to-value ratiocs for Public Housing in 1875
assuming an inflation rate for rental values and operating costs of 5 per-

r

cent and depreciation rates of 0, 1, and 2 percent per year.

As shown 1in the table, a depreciation rate of 2 percent per year gives
roughly the same estimated lifetime cost-to-value ratio as the represent-
ative vear calculation reported in Table 3-=18. Even when projects are
assumed to last forever with no diminution in real value, lifetime cost-—
to-value ratios are still above those found for housing allowances.3 Thus,
it seems unlikely that consideration of lifetime costs and values would

remove the finding of substantial excess costs for construction programs,

lzf the inflation rate seems low in the light of recent experience,

it is worth noting that the consumer price index for rent actually only in-
creased at the rate of 6.1 percent per year from 1975 to 1979. In addaition,
the rate of increase for the first five months of 1979 was less than two-
thirds the rate of increase estimated for all goods and services (U.S. De—
partment of Commerce, Table 791). Further, the relevant inflation rate as
the expected rate over the next 40 veras {or the project's lifetime). Final-
ly., vhile projects undertaken today might expect a higher inflation rate,
they would also face much higher interest rates.

It does seem more likely that the inflation rate for cperating costs would
be higher. Higher operating cost inflation rates would increase cost—to-
value raties.

2Given operating costs equal to about half the ainit:al rental value,
these depreciatron rates imply project lifetimes (the period for which rental
value exceeds operating costs) of 69 and 35 years, respectively. It should
be noted, however, that Mayo's calculations indicate ipnitial operating costs
in the order of 85 percent of rental wvalue for recently built Public Housing
projects, Thas 1s the wvalue used in the example of Table 3-19, and helps to
explain why cost-to-value ratios are relatively insensative to inflation.

*For further discussion see Mayo et al. (197%), Part 2, Chapter 3

(Section 3.5}, Chapter 5 (Section 5.4) and Appendix III. The numbers report-
ed in Tabhle 3-192 represent appropriate adiustments to the estimates of Ta-
ble 3-18 and could be faulted on the grounds that the initial estimates over-
project 1975 costs. In Appendix III, however, Mayo examihes capital costs
and values across all programs and finds even larger inefficiencies for 1975
than those reported in Table 3-19. (See Mayo et al., 1279, Part 2, 7able
III-3.}
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Table 3-19

ESTIMATED LIFETIME COST-TO-VALUE RATTIOS FOR
PUBLIC HOUSING UNDER ALTERMNATIVE ASSUMPTIONS

INFIATION =
NO INFLATION DEPRECTATTON 5 PERCENT
NO DEPRECIATION = oP 152 252

Pattsburgh 2.20 -1.45 1.84 2,10

Phoenix 1.79 1.25 1.56 1.78

a. Calculated for a 40-year lafe.
b. Calculated for an infinite 1life.
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Indeed, HUD experience provides fairly direct evidence that new construction
projects are simply not worth what they cost. Mayo points out that gales of
foreciosed Section 236 and Section 221(d) (3) properties have generally
vielded amounts far below the outstanding mortgage principle. Thus, FHA
Actuarial Division data show that sales price of Section 236 units from 1973
to 1976 averaged from 17 to 37 pexcent of the outstanding principal. Even
1f foreclosed properties are regarded as special cases, the losses involved

seem large.

Other direct evadence 1s avallable from the Fair Market Rent schedules set
by HUR for the Section 8 New Construction and Section 8 Existing Housahg
programs.2 These schedules set the maximum rent allowed for units obtained
under each program., Thus they may not accurately reflect actual costs.
Furthermore, actual rents may exceed the Fair Market Rents in special cases.
Nor do total program costs consist entirely of unit rents. Both programs
incur additional administrative expenses, and the New Construction program
involves further costs associated with various other financing and income

tax incentives.

In addition, the Fair Market Rent schedules for the two programs are them-
selves not directly comparable, Whereas the Existing Program has one
schedule of rents by unit size for each area, the New Construction program
has five, depending on building type. The lowest New Construction Fair
Market Rents are usuall& for walk~ups, with higher rents for multifamzly
structures with elevators and for detached or semi-detached structures.
Thus the drfferences in costs depend on the type of unit involved. In
addaition, the Fair Market Rent schedules are projected to different dates.
The New Ceonstructicn schedule reported here, for example, was effective
April 1, 1979 and based on projections to April 1, 1981, while the Exast~
ing Housing schedule was effective March 29, 1980 and based on projections
to Qectober 1, 1980 (six months before the reference date for New Construc-—

tion) .

Given the fact that the two sets of rent schedules are not directly com-

parable and de not necegsarily reflect actual differences in program costs,

1Mayo et al. (1979), Part 2, Chapter 5 {Section 5.3).

2
Thils comparison was suggested to me by James Wallace.
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comparisons are at most suggestive. They do, however, indicate that the

cost drfferences found by Mayo are at least to some extent directly recog-

nized in HUD 1n 1ts regulations for construction and existing housaing pro-

grams.

Table 3-20 presents two comparisons of the Section 8 Fair Market Rent
schedules for Pittsburgh and Phoenix, The first compares the Existing
Program Fair Market Rents schedule with the lowest New Construction Fair
Market Rents schedule (that for walk-ups). Even in this case, New Con-
struction Fair Market Rents were about 45 percent above the Existing Pro-
gram's in Pittsburch and 6 to 13 percent higher in Phoeniz. The second
comparison presents a weighted average of the New Construction Fair Market
Rent schedules, based on the types of units occupied by households enrolled
in the Demand Experiment. Unfortunately, the Demand Experiment data do not

include information on the number of stories in the building or the pres-—

ence of elevators. To be conservative, therefore, all malitiunit struc-
tures are assigned to the walk-up schedule. Detached units are assigned
the scheduled rents for detached (or, absent these, for semi-detached
structures}. On this basis the New Construction schedule rs roughly 50

percent higher than the Existing schedule 1n each site.

These comparisons are admittedly crude and could no doubt be substantially
1mproved by more detailed information on the actual rents under the two
Section 8 programs. Nevertheless, they strongly suggest that HUD estimates
also find that the rents necessary to support the costs of new construction
are often far greater than those paid for existing units in the private
market. What may not have been recognized so clearly before 1is that the
market value of the units obtained are so similar. The higher costs asso-

ciated with new construction do not purchase commensurately better housing.

Sources of Higher Construction Costs

The reasons for these excess costs may not, however, be those that were ex-
pected. Mayo points out that the classic reasons advanced for the expected
higher costs of new construction programs have to do with direct 1nefficien-
cies in the production and maintenance of units. These alleged inefficien~
caes have varliously included high construction costs resulting from Davis-—

Bacon Act requirements on wages paid to construction workers, locational
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Table 3-20

COMPARISON OF FAIR MARKET RENTS FOR
SECTION 8 EXISTING AND NEW CONSTRUCTION PROGRAMS

NUMBER OF BEDROOMS

D 1 2 3 4
EXISTING HOUSING
PROGRAMS
Pittsburgh 200 8243 5286 $329 $373
Phoenix 222 269 317 366 413
NEW CONSTRUCTION
WALK-UPS
Pittsburgh 289 359 414 469 543
Phoenix 235 284 353 415 460
RATIO OF NEW CON-
STRUCTION WATK-UPS
TO EXISTING
Prttsburgh 1.45 1.48 1.45 1.43 1.46
Phoenix 1.06 1.06 1.11 1.13 1.11
NEW CON%TRUCTION
AVERAGE
Paittsburgh Na, 371 422 482 557
Phoenix NA 406 480 545 615
RATIO OF NEW CON-
STRUCTION AVERAGE
TO BXISTING
Pattsburgh Na 1.53 1.48 1.47 1.49
Phoenaix NA 1.51 1.51 1.4% 1.49

a. Fair Market Rents for the Section 8 Existing Housing program are
those effective April 26, 1980, projected to Octoher 1, 1980, and are taken
from the Federal Reglster, Vol. 45, #8680, March 26, 1980, pp. 19885 and 20003.

b, Fair Market Rents for the Section 8 New Construction program are
those effective April 1, 1978, projected to April 1, 1981, and are taken from
the Federal Register, Vol, 44, #1136, July 13, 1979, pp. 41101 and 41135.

¢. 'The average is calculated as the weighted average of the sched-
ules for detached (or semi-detached) and walk-up structures, with wezghts
given by the overall proportion of Demand Experiment enrollees in esach type
of structure (0.183 ain Pittsburgh and 0,494 in Phoenix).
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decisions that placed units in areas with high land costs, excessive archi-
tectural and materials standards, and a multiplication of intermediaries, as
well as inefficient management and administrative procedures. Maye does not
deny these factors, though he does present some evidence that operating cosis
are not unreasonable compared to those found in the private market. What Mayo
suggests 25 that much of the excess cost of new construction programs may
arise not because the government 1is less efficient than the private market 1n
building housing but because the private market w