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Introduction

In the winter of 1973, President Nixon, in a
major address to the Congress on Federal com-
munity development and housing policies, called
for “the development of new policies that will
provide aid to genuinely needy families and elim-
inate waste.” 1

Responding to this directive, James T. Lynn,
Secretary of Housing and Urban Development
(HUD), instituted the National Housing Policy Re-
view, to serve as a wide-ranging study of Fed-
eral, State, and local housing programs; an anal-
ysis of their efficacy; and a series of
recommendations for effective policies to meet
the future housing needs of the Nation.

Contributing to the Review were housing ex-
perts within HUD and other Federal Government
agencies, members of the academic community,
and consultants from private research organiza-
tions and foundations. Together they contributed
more than 150 studies and analyses covering the
entire spectrum of housing and housing-related
activities. Secretary Lynn designated a top-level
task force to review and monitor the work. The
task force was headed by HUD's Assistant Sec-
retary for Policy Development and Research, Mi-
chael H. Moskow, and included William Lilley I,
Deputy Assistant Secretary for Policy Develop-
ment; Rudolph G. Penner, Deputy Assistant
Secretary for Economic Affairs; and James B.
Hedlund, Administrative Assistant.

Study teams, interdisciplinary in approach
and composition, were organized; after they
completed their data gathering and analysis,
chapter teams organized and analyzed their ma-
terial as well as that produced by other outside
contractors. This material was rewritten entirely
and published subsequently in October 1973 as
the final product of the Review bearing the title
Housing in the Seventies. As demand for copies
of the study increased after the initial publica-
tion, that report was republished in a more per-
manent and accessible format in 1975. This vol-
ume, labeled Housing in the Seventies: Working
Papers, reprints the bulk of the contractor pa-
pers prepared for the National Housing Policy
Review, for which there also has been a steady
demand since the completion of the Review.

In soliciting the contractor papers that went
into the Review, every effort was made to obtain
as wide a scope of viewpoint, opinion, and
theory as possible. Accordingly—and predictably
—the findings of the experts represent a decid-
edly nonmonolithic philosophy.

1 State of the Union Message on Community Development, Mar. 8,
1973.

The papers included in these volumes form a
large and representative—but by no means ex-
haustive—sample of the contributions by con-
tractors made to the National Housing Policy Re-
view. They were selected for publication
because, taken together, they represent a com-
posite view of the current thinking among schol-
ars with regard to the Nation’s housing policies
—past, present, and future. They also are indica-
tive of the wide diversity of opinion, noted
above, among these housing experts. Included
here are several papers within each of the Re-
view’s general analytical areas; in many cases
they represent sharply divergent conclusions
about the same subjects. It should be noted that
some information in these papers may be dated,
because of the time lapse between preparation
and publication.

Some contractor papers were omitted from
these volumes (either at the author’s request or
because they were duplicative of papers published
herein); nevertheless a list of all contractor pa-
pers appears at the end of Volume 2. Any of these
papers can be purchased from the National Tech-
nical Information Service (NTIS) of the U.S. De-
partment of Commerce, Washington, D.C. 20036
or read in the HUD Departmental Library in Wash-
ington, D.C. Information on how to purchase in-
dividua! papers from NTIS is included in the list
of papers at the back of Volume 2.

Many of these papers are of a highly techni-
cal nature and may prove somewhat inaccessible
to the lay reader. Each of them represents the
views of the author exclusively and not neces-
sarily those of the Department of Housing and
Urban Development, the National Housing Policy
Review, or other Federal agencies.
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Building Codes

Building Codes and Manufactured
Housing

By David Falk *
Lane and Edson, Washington, D.C.

Summary

Since 1969, with active encouragement from
HUD, 28 States have enacted legislation intended
to permit the State to approve manufactured
housing for compliance with all applicable build-
ing codes with respect to those portions of the
housing fabricated in a factory and to supersede
the authority of municipalities to apply their own
building code requirements to that extent. The
purpose of this legislation was to create regional
and national markets for manufactured housing
and to facilitate the introduction of new technol-
ogies in building materials and construction
techniques.

The purposes for which this legislation was
enacted have not yet been realized. There are a
number of reasons for this. In three States, the
form of the legislation has proven unworkable
because it depends upon the issuance of ap-
provals of manufactured housing by HUD, and

* The factual information in this paper is current only through
June 1973 when the paper was submitted in final form to
HUD. Subsequent State legislative enactments and adminis-
trative regulations have altered some of the specific informa-
tion in the paper on the number of States with industrialized
housing laws and the primary features of their programs. The
latest information on State industrialized housing laws was
compiled and published in September 1974 by the National
Bureau of Standards, U.S. Department of Commerce, as NBS
Technical Note 853 “State Building Regulatory Programs for
Mobile Homes and Manufactured Buildings—A Summary.”
This publication can be purchased from the Superintendent
of Documents, Washington, D.C. 20410; requests should in-
clude the stock number (SD Cat. No. C13. 46:853) and a
check or money order to the Superintendent of Documents
in the amount of $.85 per copy.

Enactment on August 22, 1974, of the Housing and Community
Development Act of 1974 could have a significant impact on
the regulation of the industrialized housing industry. The
National Institute of Building Sciences, established by section
809 of the act. has the potential for becoming a national
body for approving technological innovations, replacing the
present fragmentation of approving authorities. It is hoped
that the Board of the Institute will establish this as one of
the Institute’s major objectives. In addition, title VI of the
new 1974 Federal legislation, federalizing the regulation of
mobile home construction, could serve as a model for federal-
izing the regulation of industrialized housing, which may be
desirable if some of the problems with regulation by the
States, are not resolved.

HUD has not taken the necessary measures to
permit implementation to proceed. In the other
States, the legislation has been generally accept-
able. Likewise, the implementing administrative
mechanisms established by these States have
been generally acceptable, despite some initial
startup problems in several States, insofar as se-
curing building code clearance within that State
is concerned. However, the national objectives of
the legislation have not yet been achieved be-
cause the States have not yet reached agree-
ment on a system of interstate reciprocity. In
general, each State continues to approve manu-
factured housing without regard to whether that
same housing design and production process
may have been approved by other States, with
the result that producers of manufactured hous-
ing still face a multiplicity of regulatory authori-
ties from whom building code clearances must
be obtained.

On the other hand, the States have taken
strides towards realization of these national
objectives. The Western States have accepted
the same building codes, so that if a housing de-
sign is approved in one State, approval by the
other States without further design changes ap-
pears likely. Formal reciprocity agreements
among these Western States could also be a fu-
ture reality. Primarily through the National Con-
ference of States on Building Codes and Stand-
ards, almost all of the States are discussing how
to achieve interstate reciprocity throughout the
Nation. The most practical system, in my opinion,
would rely on independent third-party agencies
to evaluate housing designs and certify factory-
produced units. But agreement on a workable
system of interstate reciprocity is not likely to be
reached in the near future.

On balance, my recommendation for Federal
policy is to support the States in their continuing
efforts to develop interstate reciprocity, subject
to later reevaluation if further progress is not
forthcoming. Specific recommendations to imple-
ment this policy are made in the body of the
report.

Introduction

For three decades, the Federal Government
has played an important role in the formulation
and administration of building code regulations
governing new residential construction.

The Federal involvement is divided into three
phases. The first phase began with the initial
publication by the Federal Housing Administra-
tion in 1940 of Minimum Property Standards for
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Multifamily Structures, followed 2 years later by
the publication of a companion set of Minimum
Property Standards for Single Family Dwellings.!
Although not designed or administered to re-
place locally enacted building codes, and in
many areas adopting the same requirements that
were found in locally enacted building codes,
these Minimum Property Standards for the first
time imposed mandatory requirements, nation-
wide in scope, for all builders wishing to utilize
the FHA insurance programs. The interplay of
Federal requirements and local requirements,
and of Federal officials and local officials, had
begun.

The second phase began in 1954 with the
passage of the Housing Act of 1954.2 The Con-
gress felt that Federal funds should not be ex-
pended for urban renewal unless both the new
construction aided by the Federal programs and
the spontaneous regenerative processes that
were to flow from it were carried out within the
context of a broader community redevelopment
plan, called the Workable Program for Commu-
nity Improvement. One element of this Workable
Program was a set of locally applicable building
codes which would embody minimum require-
ments for the health and safety of the public to
assure sound construction and maintain its value
in the community.

Because each community’s Workable Pro-
gram had to be certified initially by Federal
officials, and recertified every two years there-
after, the Federal Government had suddenly be-
come a judge of the adequacy or inadequacy of
each municipality’s locally enacted building
codes. The Federal Government was not shy in
the exercise of this new responsibility, and the

1*“The Evolution of HUD’s Minimum Property Standards,” HUD
Challenge (July 1971).

268 Stat. 590.

3 The model codes include the following:

UNIFORM BUILDING CODE, published by the International Con-
ference of Building Officials (ICBO), 5930 Workman Mill Road,
Whittier, Calif. 90601.

UNIFORM PLUMBING CODE, published by the International As-
sociation of Plumbing and Mechanical Officials (IAPMO), 5032
Alhambra Avenue, Los Angeles, Calif. 90032.

UNIFORM MECHANICAL CODE, published by IAPMO.

BASIC BUILDING CODE, published by the Building Officials and
Code Administrators International, Inc. (BOCA), 1313 E. 60th
Street, Chicago, I1l. 60637.
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general acceptance by municipalities across the
Nation of the model codes,® and the continual
updating of these model codes, can be traced by
and large to the Federal pressure exerted on
municipalities and on code writers alike to write
and adopt building codes conforming to Federal
Workable Program requirements.

The third phase of Federal involvement
began in 1969 with the initiation of Operation
Breakthrough. Locally adopted building codes,
however adequate for conventional housing,
were no longer considered adequate to meet the
needs of a nascent manufactured housing indus-
try demanding national markets and utilizing new
technologies. One of the early objectives of Op-
eration Breakthrough was to develop ways to
overcome the perceived constraints of local
building codes on the growth of the manufac-
tured housing industry. The strategy selected
was to encourage State legislation to authorize
statewide regulations for manufactured housing
which would preempt locally enacted building
codes, and the success in securing enactment of
such laws is now being claimed as one major
achievement of the program.* v

The purpose of this report is to evaluate this
third phase of Federal involvement in the build-
ing code regulatory system. We will examine the
types of State legislation enacted and the di-
verse manner in which these new laws are ad-
ministered and assess the extent to which they
are achieving the objectives which they were in-
tended to serve. Behind this examination, how-
ever, is the broader question assessing the Op-
eration Breakthrough strategy of relying on
action by the States (as opposed to reform at
the local level) on the one hand, and preemptive

BASIC PLUMBING CODE, published by BOCA.

BASIC MECHANICAL CODE, published by BOCA.

SOUTHERN STANDARD BUILDING CODE, published by the South-
ern Building Code Congress (SBCC), 1116 Brown-Mark Build-
ing, Birmingham, Ala. 35203.

SOUTHERN STANDARD PLUMBING CODE, published by SBCC.

SOUTHERN STANDARD GAS CODE, published by SBCC.

NATIONAL BUILDING COCDE, published by the American Insurance
Association (AlA), 85 John Street, New York, N.Y. 10038,

NATIONAL ELECTRICAL CODE, published by the National Fire
Protection Association, 60 Batterymarch Street, Boston, Mass.

ONE AND TWO FAMILY DWELLING CODE, published jointly by
BOCA, AlA, SBCC, ICBO.

4 Operation: Breakthrough, U.S. Department of Housing and Urban
Development (1973) at pages 5, 32.



Federal action on the other. Was reliance placed
on the most effective level of government in our
Federal system, and, if not, is it too late to
change?

The views expressed in this report are the
personal views of the author only.

Building Code Constraints on
Manufactured Housing

Those who formulated policy for Operation
Breakthrough were convinced that the health of
a growing manufactured housing industry de-
pended on the development of (i) regional and
national markets to absorb the volume of hous-
ing which had to be produced in a factory to
justify its high initial capital costs, and (ii) a
mechanism to achieve a more rapid acceptance
of new technologies in building materials and
construction techniques which were the natural
outgrowth of the entry of larger companies and a
more sophisticated approach to the production
of housing.

Locally adapted and administered building
codes, even when certified by HUD as meeting
Workable Program requirements, were seen as
impeding the realization of these objectives in
~ the following respects:

The Inspection Problem

Manufactured housing utilizing closed wall
construction, whether closed wall panels, three-
dimensional wet cores, or complete modules,
creates an inspection problem for local code en-
forcement officials. While the greater volume of
manufactured housing produced today consists
of open wall panels, which do not create this
problem, the more advanced housing systems,
the more sophisticated production techniques,
and the manufactured .housing systems likely to
be developed in the future, do entail the enclo-
sure in the factory of the spaces between the
walls which contain within them most of the
structural, mechanical, electrical and plumbing
elements of the house. When shipped to the
building site, these enclosed walls, wet cores, or
modules cannot be visually inspected by the
local code enforcement officials for compliance
with the locally enacted building codes. Faced
with the impossibility of making a proper inspec-
tion, local legislative bodies have occasionally
enacted ordinances banning manufactured hous-
ing entirely.> More frequently, local officials have
mwenson, County Court Branch #2, Sheboygan

County, Wis. (May 9, 1972) (unreported); ct. Kyritsis v. Fenny,
66 Misc. 2d 329, 320 N.Y.S. 2d 702 (1971).

required the producers to tear off the walls to
reveal the enclosed elements. Or, to ward off
this consequence, the producer has invited the
official to his factory to inspect the manufactur-
ing process. Either way, the result is uncertain
and costly.

Local Enactment of Building Codes

It is frequently assumed that the states have
delegated complete authority to enact building
codes to their municipalities, and on the whole
this has been a correct generalization insofar as
single family homes are concerned. The situation
with respect to multifamily structures is consid-
erably more complex, because many States have
retained either preemptive or coordinate author-
ity over certain elements of multifamily struc-
tures, such as boilers and elevators, and
occasionally over the entire structure itself. In
addition, there are agencies in some states with
either preemptive, coordinate, or appellate juris-
diction with or over the local authority for all
types of construction. This fragmentation be-
tween State and local authority has compounded
the problems created by the fragmentation of
code enactment authority at the local level.®

A number of problems for the producer of
manufactured housing have stemmed from this
fragmentation, the major one being a lack of a
uniform set of substantive requirements. With
each municipality possessing the authority to
write and adopt its own building code, it is pos-
sible that a manufacturer would have to prepare
a separate design to meet the diverse require-
ments of each locality in which he markets. This
being uneconomical, the manufacturer would al-
ternatively have to design his housing to meet
the most stringent requirements expected to be
encountered in his market area, an equally unac-
ceptable alternative because it results in over-
building and thus overpricing his units.

Again, the true set of facts is more complex.
There are regions in the country, primarily the
West and the South, where for at least the past
15 years, regional model codes have been gen-
erally adopted by all municipalities. A manufac-
turer producing housing for the Pacific States
can anticipate that he will have to meet the Uni-

6 See David Falk, “‘Building Codes and Productivity in Residential
Construction” (September 14, 1971), Appendix at page 9. In
this paper prepared while at HUD for the President’s Produc-
tivity Council, | reviewed the code structure in Kalamazoo,
Mich., where one of the Operation Breakthrough prototype
sites was located, and found that there were seven offices,
four at the city level and three at the state level, from which
building code approvals had to be obtained. The applicable
building codes were also a mixture of city and State codes.
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form Building Code family of codes and the Na-
tional Electric Code in every locality. The prob-
lem in these two regions has been more the
problem of restrictive amendments added to the
model codes by the local legislative bodies.” For
example, the use of plastic pipe has been widely
prohibited even after the model codes had ac-
cepted its use. A related problem was that the
locality would adopt the model code, but not in-
corporate its later revisions which embody more
recent engineering findings and approve newer
technologies.

In the other areas of the country, there have
been wider differences in the underlying codes
adopted by municipalities. For example, a 1951
survey in the Commonwealth of Pennsylvania
found that five communities followed the BOCA
Basic Building Code, eight communities followed
the National Building Code (both being model
codes), and 127 communities, including the larg-
est cities, followed codes that were not based on
the model codes.® These communities also
would enact restrictive provisions aimed at spe-
cific practices and would also fail to update and
revise their codes to permit utilization of new
technologies.

Another side of the local building code en-
actment problem that requires mention is that
each local code enforcement official is virtually
free to make his own interpretation of the code
in his jurisdiction, even if it varies from the inter-
pretation of the identical language by an official
in another municipality. Local autonomy meant
local freedom to interpret the codes as under-
stood by the local official or best suited to his
desires.

Restraints on Acceptance of New
Technologies

A number of factors have been identified as
slowing the process by which new technologies
could be utilized in manufactured housing with-
out substantial risk that the housing would be
unacceptable in the marketplace because of de-
viations from the applicable building codes. We
can list these factors:

7See Report of the National Commission on Urban Problems (the
Douglas Commission), Building the American City (1968), at
pages 254 ff.; Kingsberry Homes Corp. v. Gwinnett County,
248 F. Supp. 765 (N.D. Ga. 1965); Boise Cascade Corp. v.
Gwinnett County, 272 F. Supp. 847 (N.D. Ga. 1967).

8 Pennsylvania Department of Commerce, Bureau of Community
Development, Building and Housing Codes, publication 8
undated), at pp. 55-56. More recent information furnished
by Pennsylvania’s Department of Community Affairs indicates
that the municipalities have swung to adopt the BOCA codes
and that the larger cities, principally Philadelphia, also now
base their codes on the BOCA codes.
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1. With locally enacted building codes, each
local code enforcement official must pass on the
acceptability of the new technology. Thus, the
forums in which a new technology must achieve
acceptance number in the thousands.

2. Most building codes are written in speci-
fication terms, describing in detail how eacn ele-
ment of a housing unit must be built, not how it
must behave. If the new technology does not
conform to the specification, it cannot be ap-
proved even if its performance is better. Even if
the local code has an “equivalency” clause, it
would be difficult for a local code enforcement
official to make a reliable determination that the
new technology is equivalent to that sanctioned
by the specifications of the local building code.?

3. Through the efforts of building supply
manufacturers and dealers and building trade
unions, certain specific newer technologies (such
as plastic pipe) have been specifically outlawed
by some locally enacted codes.

4. Local building code officials are not well
paid, and frequently lack technical training, job
security, and ongoing educational opportunities.
These factors tend to make them conservative in
their approach to new technologies and to build-
ing code reform generally.

Competitive Disadvantages of Manufactured
Housing

Manufactured housing is in direct competi-
tion with conventional, stick-built housing; yet
the applicable rules of the game have all been
shaped in the context of conventionally pro-
duced housing. The situation is like that of a
team of cricket players trying to play their game
in a baseball diamond; the shape of the playing
field keeps getting in the way. In the same man-
ner, the steps that a producer of manufactured

9 The following language from Section 106 of ICBO's Uniform
Building Code is typical of an ‘‘equivalency’ clause:
Sec. 106. The provisions of this Code are not intended to pre-
vent the use of any material or method of construction not spe-
cifically prescribed by this Code, provided any such alternate
has been approved. The Building Official may approve any
such alternate provided he finds that the proposed design is
satisfactory and complies with the provisions of Chapter
23 of the Uniform Building Code, and that the material
method, or work offered is, for the purpose intended, at least
the equivalent of that prescribed in this Code in quality,
strength, effectiveness, fire resistance, durability, and safety.
The Building Official shall require that sufficient evidence or
proof be submitted to substantiate any claims that may be
made regarding its use.

International Conference of Building Officials,
Code Volume | Section 106 (1970 ed.).

Uniform Building



housing must take to assure the success of his
business venture keep running against rules that
operate to thwart the achievement of his objec-
tives, but do not seriously adversely affect the
opportunities of his competitors. While the manu-
factured housing producer never felt himself in
direct competition with his mobile home cousins,
he would look at them with envy since their
products have not been considered housing and,
therefore, whatever other problems they have,
their businesses have not been governed by the
rules governing the production of housing, such
as building codes. To improve the manufactur-
er's competitive position, a restructuring of the
building code regulatory system was essential,
or the manufactured housing industry would
never evolve beyond the state of being auto-
mated lumber yards producing fabricated roof
trusses and prehung doors for conventional
builders.

Virginia’s Fire Marshal, C. Sutton Mullen,
succinctly capsulized in a phrase the basic
objective this restructuring must achieve when
he wrote:

The manufacturer needs a mechanism which will make
it possible for him to go through the evaluation, testing,
inspection and approval wringer one time in a way that
would be acceptable to all state and local building code
jurisdictions.®

These objectives must be borne in mind as
we undertake to assess the measures taken to
date to overcome the building code constraints
on the manufactured housing industry.

Legislative Response

The strategy of Operation Breakthrough in
the building code area was to secure adoption of
10.C. S. Mullen, “Industrialized Building—the Reciprocity Hang-up,”

The Building Official and Code Administrator (May 1972), at
page 22.

States with Manufactured Building Laws (February 1973)

Law & CES state-of=the-art study

Law

Source: National Bureau of Standards, Coordinated Evaluation System (CES) Project,

NBS Technical Note 775 (May 1973).
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state legislation that would provide a legal
framework in which regional and national mar-
kets could be created for manufactured housing
producers, and newer technologies could be
more rapidly introduced to the marketplace. In
terms of sheer numbers, this element of the Op-
eration Breakthrough program has been success-
ful. When the Operation Breakthrough program
was announced, not a single State had a manda-
tory statewide building code regulatory system
applicable to all forms of manufactured housing
that would preempt local municipal regulation.
There are now 28 states with such laws, as illus-
trated by the accompanying map.

The laws enacted by these States fall into
three general types which we will now examine
in more detail:

Reliance on Federal Approvals of
Manufactured Housing

At the beginning of the Operation Break-
through program, it was thought that the building
code constraints on manufactured housing could
be swept away if States would only enact legis-
lation that would authorize reliance on Federal
approvals of industrialized housing systems.
Manufacturers applying for Operation Break-
through were promised that if selected they
would at the end receive a Breakthrough certifi-
cation, a “‘seal of approval” from HUD. The proc-
ess that was to be developed in issuing these
Breakthrough certifications would be the kernel
for a certification program for all manufactured
housing. Since this certification program was to
contain every element essential to quality hous-
ing, States should be happy to discard their own
costly and ineffective processes and rely on the
HUD efforts in this area. All that was needed
from the State was a simple law providing in ef-
fect that any manufactured housing approved by
HUD would be acceptable anywhere throughout
the State and that contrary provisions in local
building codes would be preempted.

This appeared to be a rational system, and
three States—South Carolina, West Virginia, and
Oklahoma—rushed in to pass those laws that
would immediately open up their States to a
flood of manufactured housing, without imposing
any administrative burden on the State
governments.' They were soon to be deeply
disappointed.

In the first place, no Breakthrough certifica-
tion program was ever developed, and this non-
development spelled the doom of any broader

 South Carolina Laws Ann. tit. 36, ch. 5-1 (Supp. 1970).
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attempt to establish a certification program for
all manufactured housing which was to form the
foundation for the implementation of these State
laws. It was therefore necessary to turn to other
ongoing HUD programs to see if there was any
way to fashion some form of HUD approval on
which the States could safely rely.

This process was located in the Structural
Engineering Bulletins which the FHA has been
issuing for a number of years as a means of in-
forming their Insuring Offices that the listed sys-
tems of manufactured housing had been evalu-
ated by the Office of Technical Standards in
Washington and had been found to comply with
all elements of the applicable FHA Minimum
Property Standards with respect to their struc-
tural elements.’> The Insuring Offices were still
to evaluate these housing systems for compli-
ance with all other portions of the Minimum
Property Standards.

The FHA had also instituted an inspection
system. Inspectors from Insuring Offices with ju-
risdiction over areas in which were located fac-
tories producing manufactured housing for which
Structural Engineering Bulletins had been issued,
would make periodic, unannounced spot checks
of those factories to make sure that the housing
units were produced in accordance with the
plans and specifications on which the Structural
Engineering Bulletins had been issued. These
inspections were to be not less frequent than
every 6 months.'#

It did seem then that the basis for a Federal
certification system for manufactured housing al-
ready existed in FHA practice. All that was nec-
essary was to expand the scope of the Structural
Engineering Bulletin to include the other essen-
tial elements of the housing, such as electrical,
plumbing, and mechanical. This expanded form
of FHA approval could be called a Housing Ac-
ceptance Bulletin, and considerable effort was
undertaken in the Office of Technical Standards
to develop a procedure for issuing Housing Ac-
ceptance Bulletins.

| was not present when work on the Hous-
ing Acceptance Bulletins was halted, nor do |
know when this occurred, nor do | know the rea-
sons given by the responsible officials for halting
the work. Nevertheless, | can suggest several
reasons why the system was doomed to failure
almost from the start.

12 FHA Circular 4500.2, Structural Design Acceptance of Manufac-
tured Housing.

13 HPMC-FHA Circular 4030.3, /nspection of Manufactured Hous-
ing. Factory and Field (June 9, 1971); HPMC-FHA Circular
4030.4, Form 2051-M, Manufactured Housing: Factory Inspec-
tion Report (April 7, 1972).
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1. To the extent that acceptance of a manu-
factured housing system depended on an Opera-
tion Breakthrough certification, it would be dis-
criminatory. Originally, only the 26 Breakthrough
finalists would have a chance to be certified, and
only after that process had been completed
would other producers of manufactured housing
have any opportunity to submit their systems for
approval. The time lag promised to be many
months or even several years, and in the mean-
while the Breakthrough-approved producers
would have a free run of the State while other
producers would not.

2. The FHA Minimum Property Standards
were never designed to be a substitute for a
local building code. They were designed to as-
sist in the determination of insurable risks from
an underwriting point of view. The Minimum
Property Standards contain some requirements,
such as site work, that are not found in building
codes, although the converse is generally not
true. HUD was therefore reluctant to see the
Minimum Property Standards substituted for
local building codes.

3. The inspection system developed by FHA
for factories producing housing covered by Struc-
tural Engineering Bulletins was not sufficiently
effective in practice, no matter how well worked
out in Manual Circulars and other instructions to
Insuring Offices, to warrant such complete reli-
ance by States as would be necessarily involved.

4. FHA officials became disturbed by the
thought that FHA would suddenly have to be re-
viewing plans, issuing Housing Acceptance Bul-
letins, and inspecting factories for housing that
would not be covered by FHA insurance under
any HUD program. The workload of the FHA
technical staffs at both Washington and field lev-
els would be significantly increased, at a time
when the administrative personne! available to
man the FHA offices were being reduced. The
workload problem promised to be especially
acute if the volume of multifamily structures be-
came substantial because few multifamily struc-
tures (except garden apartments) are alike, and
each would have to be evaluated individually.

The South Carolina-type law has proven to
be a complete failure. At bottom, HUD has not
been prepared to assume the responsibilities
and associated burdens of developing standards,
evaluating plans, and inspecting factories and
building sites, all of which would be required to
implement the South Carolina-type law. Although

referred to in Operation Breakthrough literature
as positive action by the States, this type of leg-
islation really amounted to a transfer of respon-
sibility from the State to the Federal level of
government, and, pushing all rhetoric aside, this
is a step that HUD has not been willing to sanc-
tion.

State Manufactured Housing Laws

Of the 28 States with building code legisla-
tion affecting manufactured housing, 17 States
have followed the lead of California, which in
June of 1969 enacted the first State law in this
area.lt

Certain common features are found in most
of these 18 laws. In each law, an agency of the
State is authorized to prepare, issue, and admin-
ister rules and regulations to establish a proce-
dure for evaluating the design of manufactured
housing and for inspecting and approving the
housing as it is manufactured in the factory. In
some States, this responsibility has been en-
trusted to a State agency in the line of authority
stemming from the Governor, while in other
States the responsibility has been given to a
building code council whose members are ap-
pointed by the Governors on a part-time non-
salaried basis. The building code council is an
independent agency, out of the direct chain of
command from the Governor. In some of the
State laws relying on State agencies for their
rules and regulations and for enforcement, an
outside advisory committee has been established
to assure input from affected industry groups.

The laws generally provide that the substan-
tive regulations adopted in the rules and regula-
tions must be consistent with the model codes.
Some of the laws, reflecting directly on sugges-
tions from Operation Breakthrough staff, also
have encouraged (but not required) adoption of
standards developed by HUD or by the National
Bureau of Standards. In these instances the in-
tent was to provide a legal basis for the later
use of the Operation Breakthrough Guide Criteria.

All of the laws provide that the State will
issue seals of approval which become attached
to the individual housing units to evidence the
State’s approval. They all provide that local
building code requirements are preempted for all
manufactured housing carrying the State’s seal
of approval to the extent of the elements of the
housing produced in the factory. All site and
foundation work still must comply with applica-

1 Cal. Health & Safety Code Ann. Sec.
1971).

19960 (Deering Supp.
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ble local regulations, and—to allay the appre-
hensions of some legislators—most of the laws
specifically include zoning and other land use
controls within this local reservation.

The State laws generally are split on the
question of whether all manufactured housing to
be sold in the State must be approved by the
State, or whether a manufacturer remains free to
choose between seeking local code approval or
State approval. | suspect that in most cases
these differences reflect an accident of legisla-
tive drafting rather than a conscious choice of
policy. Giving the manufacturer the option to
meet the applicable local building codes is
clearly preferable, for reasons that are reviewed
below.

Some of the laws contain reciprocity provi-
sions. These provide that a State may approve
housing manufactured in another State which is
approved by that other State if the first State
finds (i) that the other State has adopted stand-
ards substantially equivalent to the standards
adopted by the first State and (ii) that the other
State is administering its rules and regulations in
an acceptable manner. We will be examining the
operation of these reciprocity provisions later in
this paper.

All of the laws authorize the administering
State agency to charge fees for evaluating hous-
ing designs and issuing seals of approval, and
many of these laws specifically require that the
State’s program be self-supporting. This require-
ment has led to the imposition of a high fee
schedule in some States. Even with high fees,
however, virtually no State has been able to initi-
ate operations under its law without startup ap-
propriations.

Despite HUD’s initial encouragement of the
South Carolina-type law during the initial phases
of the Operation Breakthrough program, HUD
quickly came to adopt the approach of the Cali-
fornia law. A model industrialized housing law
was prepared by HUD, published by the Council
of State Governments in its Volume of Suggested
State Legislation for 1971, and has been fol-
lowed without substantial change by a number of
States. This approach also formed the basis of
the Model Manufactured Building Act, which
HUD has recently completed in conjunction with
the National Conference of States on Building
Codes and Standards, the National Association
of Building Manufacturers, and several of the
model code groups.

¥ The Council of State Governments, 1977 Suggested State Legis-
lative (1970), at page 54.
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The State manufactured housing laws have
effectively established a legal framework for
erecting an administrative system to preempt
local building codes for manufactured housing
meeting State requirements. The extent to which
these laws have met or failed to meet the objec-
tives for which they were enacted has depended
almost entirely on the manner in which they
have been administered. The only difficulties that
the wording of these laws have created stem
from (1) the requirements of some laws that all
manufactured housing sold within the State must
be approved by the State, thereby preventing a
manufacturer from obtaining local approvals in
lieu of State approvals, and (2) the requirement
of some laws of self-sufficiency in the adminis-
tration of the laws.

On the other hand, State manufactured
housing laws can be criticized on a different
basis on at least two counts. In the first place,
by applying only to manufactured housing, they
create further distinctions between manufactured
housing and conventional housing. Although the
houses are the same after their completion, one
set of rules and procedures applies to manufac-
tured homes and another set of rules and proce-
dures applies to conventional homes. This distinc-
tion in treatment would benefit the manufactured
housing producer in some situations, and in
other situations it could work to his disadvan-
tage. Still, there is no substantial justification for
the distinction in treatment.

In the second place, the enactment of a
State manufactured housing law does not create
the national or regional markets required by the
manufactured housing industry; it is only one
step in that direction. While contradictory locally
adopted regulations have been swept away
within the States, there remains the task of fit-
ting together each nuclear State system into a
national system to meet the essential needs of
the manufactured housing industry. This is a
problem that exists with every attempt to use the
States in the Federal system to solve a national
problem. With this awareness, the States, under
the leadership of the National Conference of
States on Building Codes and Standards, are
trying to fashion a nationwide regulatory system
within the Federal framework. We will examine
later the extent to which they have succeeded.

Mandatory Statewide Building Codes

Distinctions in treatment between conven-
tional housing and manufactured housing disap-
pear when a State enacts legislation authorizing



the adopting of building codes at the State level
and their enforcement by a State agency.' In
effect, these laws, now adopted by seven States,
have withdrawn all delegated authority to munici-
pal governments to enact and enforce building
codes. Any authority that remains at the local
government level is there by virtue of other au-
thority it might have, such as zoning and land
use controls, or by virtue of administrative au-
thority delegated by the State agency to the
officials at the local level who become in effect
the agents of the State for these administrative
purposes.

These laws typically provide that the State
agency or building code council will issue imple-
menting rules and regulations. The rules and
regulations will specify which building codes are
to be followed for all new construction within the
State, with language in some laws urging adop-
tion of the model codes. The State agency is
also responsible for enforcement of these codes
and implementing rules and regulations and is
permitted to delegate some of its enforcement
responsibilities to some local officials. Localities
are permitted to suggest deviations from the
State-adopted building codes in order to meet
specific local requirements, but the deviations
must be approved by the responsible State
agency or building code council and—as a prac-
tical matter—few deviations are.

These laws make no special mention of
manufactured housing, and none seems neces-
sary. The administrators have sufficient latitude
to frame their rules and regulations to meet the
requirements of the manufactured housing pro-
duction process, without the necessity of creat-
ing unnecessary distinctions between manufac-
tured and conventional housing. In the dis-
cussion that follows, all references to the ad-
ministration of State manufactured housing laws
will be understood to include the manufactured
housing regulatory programs of States with man-
datory statewide building codes.

The Administration of State
Manufactured Housing Laws

Because the new State laws enacted since
1969 (except those following the hapless South
Carolina model) simply created the legal author-
ity for establishing a system of building code

1% Conn. Gen. Stat. Ann. tit. 19, Sec. 395g (Supp. 1970).

regulation through State administrative action, it
becomes necessary to examine the adminisira-
tive system that has been created to assess
whether the legislative objectives have been re-
alized. We should again remind ourseives that
the objectives to be achieved by these reforms
in building code regulation were (i) the establish-
ment of regional and national markets for manu-
factured housing and (ii) a means for more rapid
acceptance and utilization of new technologies
in manufactured housing construction.

Although there are variations, each State’s
administrative process follows the same basic
steps which flow from the nature of the manufac-
tured housing production process. These basic
steps can be summarized as follows:

1. Manufacturer prepares plans and specifi-
cations for his housing units and a quality-assur-
ance program for his factory production, trans-
portation, and site installation processes.

2. Plans and specifications and the quality
assurance program are evaluated by the State
agency or by a State-approved private evaluation
agency and are approved as meeting State build-
ing code and quality assurance requirements.

3. Individual units are produced in the fac-
tory in accordance with approved plans and
specifications and under the approved quality as-
surance program, are subjected to periodic
inspections by inspectors from the State or from
a State-approved inspection agency, and are in-
dividually labeled with the State-issued seal of
approval.

4. The labeled units are transported to the
building site.

5. The labeled units are erected on founda-
tions at the building site, and all other necessary
completion work is performed subject to inspec-
tions by the local code enforcement officials to
produce a completed structure for which a cer-
tificate of occupancy is issued.

The accompanying diagram, prepared by the
National Bureau of Standards, illustrates these
steps.

We shall now examine more closely how the
States have handled each of these steps and the
problems that have been encountered. Problems
relating to transportation, however, are beyond
the scope of this report and so will not be dis-
cussed.
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Preparation of Housing Design and Quality
Assurance Program: The Problem of
Selecting State Standards

To inform manufacturers of the standards
the State is imposing to which the manufactur-
er’'s housing must conform, the rules and regula-
tions in all States contain a list of the building
codes which the State has adopted. Certain gen-
eralizations can be made with regard to the
building codes that have been selected:

e All States have adopted the National Elec-
trical Code.

® Most States have adopted one or an-
other of the other model codes for structural,
mechanical, and plumbing elements. When
model codes are selected, they generally are the
same model codes that have already achieved
general acceptance by municipalities in that re-
gion.

® No State has written its own code for
manufactured housing (with the possible excep-
tion of Ohio) although several States have cho-
sen to follow existing State-drafted codes.

The greatest degree of uniformity is in the
West, where every State west of the continental
divide has chosen to follow the ICBO Uniform
Building Code, and the IAPMO Uniform Plumbing
and Mechanical Codes. Manufacturers in the
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West have only a single set of codes to meet;
this is one of the primary prerequisites for devel-
oping a regional market.

There also can be observed the beginning
of a centralized approval system for new tech-
nologies within that region. The rules and regula-
tions in several of these States provide that new
technologies accepted by the Research Commit-
tee of ICBO will be acceptable to the State, and
administrators in other Western States no doubt
give at least some weight to ICBO Research
Commitiee approvals. The result is that a manu-
facturer who wishes to incorporate a new tech-
nology in his housing design for a feature which
is not expressly covered by the applicable Uni-
form Codes makes his submittal, complete with
engineering analyses and test data, first to the
ICBO Research Committee, which can process
his application within only a few months. In
some cases, the manufacturer will find that the
supplier firm had already secured ICBO Re-
search Committee approval as a part of its regu-
lar process of securing national clearance for
new technologies prior to marketing. In effect,
the ICBO Research Committee serves as a single
authoritative body in the West for approving new
technologies falling within the scope of the Uni-
form Building Code and for securing partially
effective—although not mandatory—regional clear-
ance with one approval.



The situation is not so favorable elsewhere
in the Nation. As generalities, it can be said that
the Southern Building Codes prevail in the
Southern States and that the BOCA Codes pre-
vail in the middle-Atlantic and New England
States, but there are too many exceptions to
make these generalities meaningful to a manu-
facturer who seeks a regional or national market.

For example, in the Middle Atlantic Region,
Connecticut, Maryland, Virginia, and—most likely
—Pennsylvania, when its program is imple-
mented, follow the BOCA Basic Building Code
(covering structural and mechanical elements),
and all but Virginia follow its plumbing code. The
District of Columbia’s codes are also based on
the BOCA codes, but with numerous changes.
But in New York State, the New York State
Construction Codes, initially prepared as the op-
tional State code, have been mandated for man-
ufactured housing. And Ohio has developed its
own building codes, some parts of which are
based on the first draft of the Breakthrough
Guide Criteria.

® [tem: A manufacturer speaking: ‘“Can
you imagine, | need smoke detectors in my hous-
ing to qualify in Ohio?”

Indiana, further to the west, follows its pre-
viously drafted State code, based on the ICBO
codes, for multifamily structures, and the One
and Two Family Dwelling Code prepared jointly
by ICBO, BOCA, and Southern (but not approved
by HUD for Workable Program purposes) for one
and two family units.

| do not intend to give here a State score-
card of referenced building codes, but the point
that emerges rather clearly is that uniformity of
substantive requirements among the States has
not been achieved. A Pennsylvania manufacturer
has to prepare separate designs for units in-
tended for markets in New York, Ohio, and Indi-
ana, and possibly variants on his basic design
for units intended for Virginia and the District of
Columbia.

Nor is there any central authoritative body
for securing new technology approvals. None of
the other model code groups has a Research
Committee that functions as effectively and is as
respected and accepted as that of ICBO. Conse-
quently, each new construction material or tech-
nique that is not specifically sanctioned by the
applicable code must be submitted, with full en-
gineering analyses and test data, to the adminis-
trators of each State program. A manufacturer
must seek as many approvals as there are States

within his market area. A manufacturer who al-
ready has approved designs that are selling well
in several States will have to weigh carefully the
possible longrun advantage of changing his de-
signs to introduce a new technology against the
shortrun high cost of securing separate approv-
als from each State. (Alleviation of this problem
by using third-party evaluation agencies is dis-
cussed below.)

To my knowledge, no State has either pub-
lished or referenced a standard quality assur-
ance program. Some of the State rules and
regulations list a number of items that must be
covered by the manufacturer’s quality assurance
program. The New York State Rules and Regula-
tions list 28 items including such generalities as
“procedures for timely remedial and preventative
action for all problems that affect housing qual-
ity’” and “inspection and test procedures includ-
ing accept/reject criteria”.?

The lack of detailed guidance, however,
does not appear to be creating major difficulties.
Manufacturers should be concerned with quality
control of their product, and no doubt some
manufacturers have developed effective pro-
grams. Probably most important, however, is the
fact that most States rely on private third-party
agencies for inspecting units during the produc-
tion process and for authorizing the attachment
of the State seal of approval on completed units.
The third-party agency that is responsible for
inspection naturally has a vital interest in the
manufacturer’s quality assurance program and
as a general rule assists the manufacturer in the
preparation and implementation of that program.
It is the experience of the third-party agency that
is generally reflected in the manufacturer’s appli-
cation to the State agency.

Preparation of Housing Design and Quality
Assurance Program: Problems of
Administration

The State rules and regulations are fre-
quently deficient in that they do not furnish ade-
quate detailed guidance to manufacturers
seeking to secure State approval of their housing.

e |[tem: Almost every application was ini-
tially rejected by New York State’s Division of
Housing and Community Renewal because the
plans included foundations, while the State ad-

17 New York State Building Code Council, Standards, Rules and
Regulations for Factory Manufactured Homes (January 1,
1973), at pages 9-11.
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ministrators wanted plans that show only the fac-
tory-produced elements of the housing. The point
was not mentioned in the rules and regulations.

e |tem: Almost every application was re-
jected by New York State’s Division of Housing
and Community Renewal because the drawings
did not include the applicable reference tests for
each element of the housing, notwithstanding
that such reference tests were shown in an ac-
companying manual. The requirement was not
mentioned in the rules and regulations or in any
other information furnished by the Division.

Many of the States also have not developed
an effective means of informing the manufac-
tured housing industry of changes in policy that
affect them. Maryland’s practice of issuing fre-
quent bulletins to what must be an extensive
mailing list should be followed by other States.

While some of these problems are to be ex-
pected before the kinks can be ironed out of
newly established programs, a more serious
problem is that associated with the required
“level of detail” of the plans and specifications.

This problem has two aspects. First, most
producers of single family manufactured homes
make their sales in lots of one to five units from
a long list of models. To what extent do separate
plans and specifications have to be submitted to
the State for each separate model? What kinds
of changes in plans and specifications constitute
a new model, requiring separate State review
and approval, and what changes can be consid-
ered mere variants on an already approved
model which do not require separate approval?
Second, when a model is approved, and a cus-
tomer wants a change made, does the manufac-
turer have any latitude to make the change, or
must he seek a new approval from the State? If
new approval must be sought, and it would take
more than a few days to obtain, the customer is
likely to cancel his purchase and buy elsewhere.

® |tem: A manufacturer applied for ap-
proval of a single family model from New York
State’s Division of Housing and Community Re-
newal. He then sought to market a model that
was identical in every respect except its overall
dimension, which was increased by 7 feet. The
Division officials told him that he was required to
submit an entirely new application, including the
$1,000 plan checking fee. The Division had at
that time adopted an unwritten policy of not re-
quiring any new approval for a model which is
shrunk by not more than 7 feet. Had he known,
this manufacturer could have initially submitted
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his larger mode!, and avoided duplicate fees for
the smaller model. Even today, the manufacturer
would have difficulty in discovering this policy
because it is written down, not in the rules and
regulations, but in a five-page “Guide for Calcu-
lating Application Fees”, and then only in the
statement that a $400 plan checking fee for “ad-
ditional model approval” is required for “reduc-
tion in exterior length exceeding 7 feet.” '®

If a manufacturer cannot have the flexibility
to introduce new models or change existing
models to meet shifting market demands, he is
put in a serious competitive disadvantage with
respect to his conventional stick-building com-
petitors who do not face similar impediments.
When the State manufactured housing law oper-
ates to freeze the manufacturer into a fixed set
of designs, it hinders, not helps him. His busi-
ness success can become dependent on the
working of a bureaucratic machinery over which
he has no control.

This problem can be avoided in only one to
two ways: Either the state must have adequate
staff to give immediate advice to the manufac-
turer and to process his application, if one is
needed, within a very few days, charging only a
nominal fee or none at all, or a private third-
party agency has to have authority from the
State to issue such additional model or changed
model approvals as a part of its regular job of
supervising the manufacturer's factory produc-
tion.

Evaluations of Housing Designs and
Inspections of Factory Production: By Whom?

The preceding discussion has broached
what is the most controversial issue among pro-
ducers of manufactured housing and administra-
tors of State manufactured housing acts: Should
the regulatory function of reviewing housing de-
signs and inspecting factory production be per-
formed by employees of the State agency with
legal responsibility for the administration of the
law, or by a qualified private third-party agency
which has met criteria established by the State
agency and is subject to its overall supervision?

The practice among the States is mixed.
Some states (e.g., Virginia) authorize approved
third-party agencies to perform both the evalua-
tions of the housing design for conformity with

18 New York State Division of Housing and Community Renewal,
Housing and Building Codes Bureau, ‘‘Guide for Calculating
Application Fees' (January 17, 1973), at page 3.



the State’s adopted building codes and the
inspection and certification of the individual units
as they are produced for conformity with the ap-
proved plans and specifications. In these States,
the third-party agency bears the complete re-
sponsibility for the State seal that is attached to
each individual unit. In effect, it is the third-party
agency that is telling the State that each housing
unit sold and installed in the State conforms to
the State’s building codes.

In other States (e.g., New York) the staff of
the State agency must review and approve the
housing design for each model of the manufac-
turer. Once the design is approved, an approved
qualified third-party agency assumes responsibil-
ity for inspecting the factory production and af-
fixing the State’s seal to the'individual units.

While in most States the inspection function
is performed by the third-party agency, in a few
(e.g., Arizona), there is a staff of State inspectors
who will inspect the units while being produced
in the factory in essentially the same manner as
local code enforcement officials inspect site-built
housing.

Each system has both positive and negative
factors.

Staff: The performance of the evaluation or
inspection functions requires qualified people. To
the extent that these functions are performed by
the State agency itself, it must hire and pay such
staff, and if the program is required by law to be
self-sufficient, the fees charged manufacturers
will tend to be relatively high because of the
high costs they must cover. Many arguments can
be made against the desirability of fostering the
creation of another state bureaucracy: Pay gen-
erally will be low and will attract only mediocre
people; political patronage can interfere with
finding the best qualified personnel; civil service
protections will lead to deterioration in perform-
ance because the staff will have little incentive
to sustained high-level performance or to keep
abreast of new technological developments.

I am not convinced that it is not possible for
a State agency to hire and maintain an effective
body of technicians. | have been impressed by
the overall quality and dedication of the leader-
ship of the State agencies in most States; these
are men who are quite capable of taking on and
supervising a staff capable of quality perform-
ance. Nevertheless, bureaucratic arteriosclerosis
can set in at any time and an effective bureauc-
racy paralyzed almost overnight.

Most States at least have sensed the diffi-
culty of their attempting to undertake factory
inspections, and the reasons would seem appar-

ent, given the wide geographic spread of facto-
ries and the varying schedules of plant produc-
tion of units destined for any individual State.

e |tem: Within 6 months after the effective
date of Virginia's manufactured housing and mo-
bile home law, applications had been received
covering 180 plants located in 21 States and
Canada. Commenting on this situation, Virginia’s
C. Sutton Mullen observed: “Adequate funding
for the development, maintenance and supervi-
sion of the inspection force required for a job of
this magnitude stagger the imagination.” 1°

Of course, the fact that a third-party agency
is a private organization does not necessarily
mean that it can attract and retain competent
staff either. Nevertheless, at least when the
third-party agencies are used, the State agency
provides an available fallback situation if the
third-party agencies fail to perform because of
incompetent staff. Private third-party agencies
also have more flexibility in their personnel poli-
cies, and this should enable them to maintain a
better overall staff.

Characteristics of Third-Party Agencies:
Whether use of a third-party agency can provide
an acceptable substitute for the State agency in
the evaluation and inspection functions depends
largely on how experienced and effective the
agencies are.

This is a situation that is still in flux and is
likely to continue to change during the next few
years. There are presently three larger firms—Un-
derwriter's Laboratories, Pittsburgh Testing Lab-
oratories, and United States Testing Company—
that have been accepted by most States and can
generally provide service on a national basis.
Another national firm, the Product Fabrication
Service, also is experienced in this field, particu-
larly for wood-constructed housing, but it has
not been acceptable to a number of States be-
cause of its interlocking relationship with the
wood industry. The firm is being reorganized, is
severing its relationship with the wood industry,
is gaining competence in other materials, and
now seeks to join the ranks of the major three
companies. Another firm that has been accepted
by a number of States in the East is the Middile
Department Association of Fire Underwriters. The
greater number of remaining firms which have
been qualified by the States are relatively small
engineering firms which can provide primarily a
local service. BOCA is also attempting to spon-

1% Supra note 10, at page 23.
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sor its own third-party evaluation and inspection
service in conjunction with local engineers, but |
do not know whether the BOCA service has
been approved by any State.

On the whole, there would appear to be a
sufficient number of firms interested in this work,
and capable of satisfactory performance, to de-
velop a healthy competition. The disqualification
of any agency by a State for unsatisfactory per-
formance would not be a drastic remedy for the
manufacturer because of the availability of ac-
ceptable substitutes.

On the other hand, the record to date of
these third-party agencies is mixed. Several
Western States, including Arizona and lIdaho,
have been dissatisfied with their performance
and are utilizing their own staffs for both evalua-
tion and inspection functions. Maryland is re-
ported to be less than completely satisfied. Yet
other States continue to express complete confi-
dence in the performance of the agencies they
have approved. To generalize, the performance
of third-party agencies probably has been no
worse than the record of the majority of the
States when they undertake to carry out this
work themselves, but there is certainly consider-
able room for improvement, and one would hope
that pressure would be applied to the third-party
agencies to be constantly reviewing and upgrad-
ing their programs.

Conflicts of Interest: Evaluations of housing
designs by State agencies is always an arm’s-
length transaction. This is not true for third-party
agencies. The practice has developed in which
the manufacturer enters into a contract with a
State-approved third-party agency for the per-
formance of services for the manufacturer in re-
turn for a fee. Yet the third-party agency is certi-
fying the completed housing units to the State.
The potential conflict of interest is apparent.

® [tem: Testifying against a third-party
agency system, a spokesman for the mobile
home industry told the Minnesota Department of
Civil Administration that “such a system puts the
mice to guard the cheese.” 2¢

Supporters of third-party agencies feel that
there are adequate controls over the corrupting
tendencies inherent in this conflict of interest sit-
uation. They might cite the following factors:

® The practice of contracts between manu-
facturers and third-party certifying agencies is

2 Statement of the Mobile Homes Manufacturers Association to
the Department of Civil Administration, State of Minnesota
(April 27, 1972), at page 3.
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well established in other areas, such as in the
electrical appliance field where there have been
many years of satisfactory experience with Un-
derwriter's Laboratories who contract directly
with the manufacturers for the UL seal of ap-
proval. There is no reason why it cannot work as
well in the manufactured housing field.

e Some States require the third-party
agency to be completely independent from all
manufacturers and suppliers of building mate-
rials. In this way, the third-party agency appears
to be a wholly professional organization, free
from any possibility of extra financial advantage
other than its regular fees, paid pursuant to a
published fee schedule. The appearance of in-
dustry self-certification, such as has been
adopted in the mobile home industry, is also
avoided.

e Some States have informally banded to-
gether on a regional basis to conduct joint re-
views of the performance of third-party agencies
which have been approved by their States. The
third-party agency will know that failure to per-
form in one State will be known by the other
States and could lead to wholesale disqualifica-
tions by all and a termination of his business.
With such a potentially effective enforcement
system, no third-party agency can afford to fail
to perform acceptably.

The Commonwealth of Pennsylvania is ex-
perimenting in the mobile home field with switch-
ing the contractual lines of authority from the
manufacturers to the State. Under its program,
the third-party agencies will be qualified by the
State and will contract with the State for their
services. Manufacturers will pay their fees di-
rectly to the State, which will then pay the agen-
cies. The conflict of interest is therefore avoided.
If the Pennsyivania approach leads only to a
change in formal contractual relations, | doubt
whether any substantial improvement in perform-
ance will follow. If, on the other hand, the State
uses its contractual authority to exercise sub-
stantial control over the manner in which the
third-party agency arranges its internal opera-
tions and relates to the manufacturer, the third-
party agency would become more like an exten-
sion of the State’s own staff. With such greater
State control, the potential for creating interstate
reciprocity through third-party agencies would
not be realizable, as discussed immediately
below.

Theoretical Considerations: So far we have
been looking at more practical factors in re-
sponse to the question of whether State agency



staffs or third-party agencies can more satisfac-
torily evaluate housing designs or inspect factory
production. On a more theoretical plane, when
we assess the two systems against the overall
objectives of creating national and regional mar-
kets and facilitating the introduction of new tech-
nologies, the scale tips heavily in favor of using
third-party agencies. The reason is simply that a
third-party agency performing the evaluation and
inspection functions can perform the one-stop
service that is so essential to the manufacturer.

Consider the situation of a single family
manufacturer with a plant in Maryland shipping
units to Ohio, Indiana, New York, and North Car-
olina. His units must meet the requirements of
five different sets of building codes. His third-
party agency will approve his designs for sale in
all five States, insisting on whatever variations
may be required to meet the particular code re-
quirements of any particular State. When the
manufacturer produces his units, it is the same
third-party agency that attaches the State seal of
Maryland or of Indiana or of Ohio, depending
upon the destination of the units. If the manufac-
turer wants to change his design to take advan-
tage of a cost-saving new material, his third-
party agency can, with a single review and
approval, certify that new technology for accept-
ance in all five States. And the third-party
agency is present to evaluate and approve de-
sign changes required to meet the needs of par-
ticular customers.

Consider the alternative if each State
agency insists on performing its own design
evaluations. Every model that the manufacturer
wishes to market must be separately submitted
to each of the five States, with separate fees,
with separate sets of meetings with the agency
staff, and with separate approvals. If he wishes
to make any change in his approved model to
meet a customer’s requirements, or if he wishes
to introduce a new technology, it is necessary to
go back to each State agency individually for the
approval. These are heavy burdens for the manu-
facturer to bear.

The burdens are likewise severe in those
States that perform their own factory inspections
of the units destined for installation within their
borders. The manufacturer bears the responsibil-
ity for organizing his production schedule around
the availability of the State inspector, who must
be present in his plant when the units destined
for that State are being fabricated. Understaffed
agencies or vacation schedules or an unex-
pected illness of a State inspector can play
havoc with orderly planning for factory produc-

tion. If the manufacturer is located out of the
State, he must normally also pay the travel and
per diem expenses of the State inspector as well
as pay the regular inspection fee.

If third-party agencies are essential for State
manufactured housing laws to achieve their ob-
jectives in the Eastern, Southern and Middle
Western parts of the nation, utilization of third-
party agencies in the Western States should be
less necessary. This is because two additional
elements exist in the Western States not present
elsewhere—uniformity of substantive building
codes among the States and availability of the
ICBO Research Committee to furnish approvals
of new technologies. If a manufacturer operating
in the Western States can secure design ap-
proval from one State on the basis of its con-
formity with the Uniform Codes, he can be rea-
sonably assured (even without an express
reciprocity agreement) that his design will be ap-
proved by the other States. If the new technol-
ogy has been approved by the ICBO Research
Committee, he can be reasonably confident in in-
corporating that technology in his units that it
will be acceptable to all of the States within his
market area. For those States (presently includ-
ing California) that permit third-party agencies
for inspections, a manufacturer should have no
difficulty in finding a third-party agency to certify
his units which has been qualified by all those
States. The problem in the West for interstate
reciprocity is created by those States that have
rejected the third-party agency system in favor of
inspections by State-employed inspectors.

Interstate Reciprocity

It should be apparent from the discussion so
far that the geographic limitation of jurisdiction
of any State with a State-enacted manufactured
housing law serves as a major obstacle to the
achievement of the dual goals of regional and
national markets and more rapid adoption of
new technologies. In the last analysis, whether
the system of State-enacted manufactured hous-
ing laws will work will depend upon whether the
States look beyond their parochial problems to
work together to develop a building code regula-
tory system of national scope for manufactured
housing. This problem is known in the world of
building code officials as the problem of “inter-
state reciprocity” and, although it is not entirely
descriptive of the problem, | will retain that term.

There are three requirements for an effec-
tive system of interstate reciprocity:
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Commonly Accepted State Design Stand-
ards: This condition exists in the Western States
where the Uniform Codes and the National Elec-
trical Code are accepted by all of the States
with manufactured housing laws.

However desirable the prospect, States do
not have to adopt the identical set of building
codes for housing manufactured within the State
as long as they are willing to admit that a build-
ing code adopted by another State can be just
as effective in protecting the health and safety of
their citizens, however different from their own
code. This kind of judgment should not be diffi-
cult to make. Even though the model codes are
quite dissimilar from each other—not only in
terms of organization, terminology, and occu-
pancy classifications, but also in substantive
content :'—if the question asked is not “which
code is better,” but “does each code afiord min-
imally acceptable standards for the protection of
the health and safety of the public,” the answer
should be given in the affirmative. Needless to
say, no State has yet agreed to accept another
State’s different code requirements, and it is un-
likely that any State will do so in the near future.

Mutual Respect for and Confidence in State
Code Enforcement Programs: A State into which
a unit is being shipped must feel confident that
the certification processes of the State of manu-
facture can be relied upon. This can be a difficult
determination to make if the State agency in the
State of manufacture performs its own design
evaluations or unit inspections, because then
one State will be passing judgment on the ad-
ministrative processes of another State. And
once a favorable determination has been made,
it would be even more difficult to withdraw that
approval. Indeed, such withdrawals would be
likely candidates for political controversy, partic-
ularly if the political party of the Governor in one
State changes, so that the withdrawal of the
other State’s approval, however justifiable, could
be read as an act of political disapproval, with
quite different motivations. If, on the other hand,
the States utilize third-party agencies for evalua-
tions and for inspections, one State’s approval of
another State’s processes will revolve around the
identity of the third-party agencies approved by
that State, and if both States have approved the
same agencies, then mutuality is virtually assured.

2t Charles E. Schaffner & William H. Correale, Report on A Study
of Performance—Type Building Codes To Determine the Areas
in Which Performance Criteria Are Needed to Expand the Use
of the Performance Approach in the Development of Building
Codes, U.S. Department of Commerce (January 1971), at pages
10-12.

808

Minimize Procedural Complications and Du-
plications of Effort: A manufacturer needs one-
stop service, or some close approximation of it.
Time-consuming and costly separate processing
in each State within his market area can remove
the flexibility he requires to remain a viable busi-
ness enterprise.

These requirements for interstate reciprocity
can be met in one of two ways.

A State can evaluate the administrative proc-
esses of another State and make a determination
that the other State (i) had adopted substantiaily
equivalent standards and (ii} is enforcing those
standards in an acceptable manner. These kinds
of determinations are specifically authorized in
some of the State laws, as we have pointed out
earlier. Such a determination, however, is not
really reciprocal unless the other State makes a
similar determination. These mutual determina-
tions would naturally lead to a bilateral agree-
ment between the two States to accept each oth-
er's seal of approval attached to manufactured
housing units. Reciprocity between these two
States is then established.

If each State were to enter into a number of
agreements with other States, there would de-
velop a network of bilateral agreements through
which interstate reciprocity could be achieved.
While reciprocity through bilateral agreements
sounds theoretically possible, | doubt it will ever
happen. There are too many obstacles in the
way, too many hard determinations to make, too
many agreements to write. While it does appear
that the States of Indiana and lowa have entered
into a cooperative arrangement, and there are
serious discussions between the States of Cali-
fornia and Washington, no other bilatera com-
pacts have been concluded. Indeed, if an effec-
tive system of interstate compacts is to develop
at all, it is most likely to happen in the West,
where the major hurdle has already been over-
come because the States all follow the same
substantive building codes.

The second way to achieve interstate reci-
procity is through reliance on third-party agen-
cies for both the evaluation and the inspection
functions. Initially, the States have to approve
what is essentially a common list of third-party
agencies. The same third-party agency will at-
tach the seals of approval of each State to
which the unit is being shipped, insisting on
such design changes as may be necessary 1o
meet that State’s building codes. If the next unit
on the production line is going to a different
State, the third-party agency will attach that
other State’s seal of approval. From the manu-



facturer’'s point of view, both objectives of the
system of State-manufactured housing laws have
been met.

In short, it is my judgment that as a practi-
cal matter, interstate reciprocity can most readily
be achieved nationally through acceptance of
third-party agencies for both the design evalua-
tion and inspection functions. This is likewise
true for reciprocity to be established on a re-
gional basis although, among the Western States
alone, reciprocity through interstate compacts
may be possible.

Relations Between State Controls and Local
Controls: Problems of Preemption

Preemption of local control is the touch-
stone of the State manufactured housing laws.
But the preemption takes different forms and
readjusts the relationships between the State
government and its political subdivisions in the
regulation of new residential construction.

As pointed out earlier, some of the State
laws make it unlawful to sell or offer for sale
within the State any manufactured housing which
has not been approved by the State. Other State
laws elsewhere provide only that manufactured
housing that is approved by the State will
preempt local building codes to the extent of the
State’s approval. The former kind of law requires
a manufacturer to obtain State approval; the lat-
ter law leaves it to the manufacturer’'s choice.

We have suggested that the latter alternative
is clearly preferable because it permits the man-
ufacturer to go directly to the locality for accept-
ance of his housing; he will want to do this in
the case of sales of insufficient magnitude to
warrant incurring the expense by obtaining State
approval. This need is particularly acute for man-
ufacturers of single family homes who customar-
ily market them in lots of one to five units. The
manufacturer's option also permits the manufac-
turer to compete with conventional builders for
the sale of units in those primarily rural areas
which have no building codes or code enforce-
ment programs. A mandatory State approval re-
quirement can therefore place the producer of
manufactured housing at a competitive disadvan-
tage, and the legislation intended to help him
works against his interests.

HUD has recognized this policy of preserv-
ing the manufacturer’s option in both its original
Model State Industrialized Housing Act and, with
certain limits, in its newer Model Manufactured
Building Act.

® |[tem: The New York Factory-Built Homes
Act authorizes the State Building Code Council
to authorize municipalities to approve manufac-
tured housing which has not been approved by
the State’s Division of Housing and Community
Renewal. Approximately 534 municipalities in
New York State have adopted the New York
State Building Construction Codes, which are the
same codes the Building Code Council imposes
on State-approved manufactured housing. When
the members of the Building Code Council were
asked why they had not authorized any of these
534 municipalities for approving manufactured
housing, the reply was that most inspectors at
the local level were not sufficiently qualified for
their jobs. When it was pointed out in response
that these communities were open o conven-
tional builders, but effectively foreclosed to many
producers of manufactured housing, the Council
members replied that it was not their fault that
the legislation did not also cover conventional
building.

Even though manufactured housing bearing
the State’s seal of approval preempts local juris-
diction to the extent of those portions of the
housing manufactured and assembled in the fac-
tory, there remains plenty for the local code en-
forcement official to do. He must issue the build-
ing permit, inspect the site and foundation work,
inspect the process of erecting the manufactured
portions on the foundations, inspect the utility
connections, and issue the certificate of occu-
pancy following completion of construction.

There are many possibilites for disagree-
ment and conflict among the State and municipal
officials. There could be a dispute over whether
certain elements of the housing are included
within the scope of the State’s seal of approval.
There could even be disputes over whether the
housing was properly included within the scope
of the manufactured housing law, as when a mo-
bile factory is installed away from the building
site, but within the jurisdiction of the municipal-
ity where the site is located. Despite these areas
for potential conflict, however, and while there
have no doubt been instances of conflict, it does
not appear to be a significant problem.

Some of the problems in integrating the
local code enforcement officials within the ad-
ministrative process of a State manufactured
housing program stem from a lack of profes-
sional training and expertise on the part of many
local officials in dealing with many of the more
sophisticated materials and construction tech-
niques employed in manufactured housing. Ad-
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ministrators of a State manufactured housing law
can do little other than offer voluntary training
sessions for the local officials to explain the op-
eration of the State program and perhaps some
rudiments of the manufactured housing process.
On the other hand, an agency administering a
mandatory statewide building code law normally
inherits the corps of local code enforcement
officials as the nucleus of the State enforcement
machinery, with the legal right to insist on mini-
mum standards of professional competence from
the local officials.

e [tem: In Connecticut, local code enforce-
ment officials were told by the State agency re-
sponsible for the administration of that State’s
mandatory statewide building code law that to
retain their jobs they had either to pass a spe-
cial examination on code enforcement or attend
special training courses established at several
State universities.

Note should be taken here of a disturbing
proposal presently before the legislature in Cali-
fornia to transfer the inspection function for
manufactured housing back to the municipalities
where the units are to be erected. If passed, the
proposal would recreate one of the building
code constraints that these State laws were in-
tended to eliminate—a multiplicity of authorities
with inspection powers within a single market
area. The proposal represents a regressive step.

Programs to Improve the Administration of
State Manufactured Housing Laws

Most of the States have been aware of the
inherent limitations of regulating new residential
construction at the State level. They have recog-
nized that there must be cooperative action
among the various State regulatory programs if a
single nationwide market for housing is to be
created and that unless this is accomplished,
pressures would build which would eventually
lead to a movement for a national building code
administered by a Federal agency.

To provide the vehicle for State cooperation,
the States in 1967 founded that National Confer-
ence of States on Building Codes and Standards,
known as NCSBCS (acronymically pronounced
“nix-bix”). Its purpose is frankly stated on its
stationery:

NCSBCS was formed to strengthen and support State
building regulatory services and to maintain the State role
in the American Federal system.
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NCSBCS has been generously supported by
the National Bureau of Standards (NBS), which
has provided invaluable program ideas and sec-
retarial assistance since its foundation. The first
several years of NCSBCS were relatively unpro-
ductive, but with the enactment of the first State
manufactured housing laws in 1969, NCSBCS
formed a Reciprocity Committee of those States
with manufactured housing laws to deal with the
obstacles to effective interstate reciprocity, and
the Reciprocity Committee has proven to be the
most effective and influential of the NCSBCS
Committees.

The Reciprocity Committee has shown a
thorough understanding of the obstacles which
lie in the path of creating meaningful interstate
reciprocity. This is clear from a listing of the var-
ious programs undertaken by the Reciprocity
Committee or by NCSBCS at its urging. These
programs include:

® The preparation of standard documenta-
tion for use in every step of the process of ad-
ministering a manufactured housing program.
This is the Coordinated Evaluation System (CES)
project, which is being carried out and funded
by NBS.:=

® The preparation of Standard criteria for
evaluating and approving third-party agencies for
both the evaluation functions and the inspection
functions. This is called the Laboratory Evalua-
tion and Accreditation Program (LEAP) and is
also being carried out and funded by the NBS.*

® The development of procedures to as-
sure that States set the same effective dates for
adopting the periodic revisions in the model
codes that they have adopted for manufactured
housing.*

® The development of procedures to estab-
lish uniform interpretations of difficult or contro-
versial provisions of the model codes.>?

® The development of procedures to as-
sure that if one State objects to a provision of
the model code which it would otherwise wish to
follow, other States will consider and adopt the
same amendment.2¢

2 National Bureau of Standards, Coordinated Evaluation System
(CES) Project, NBS Technical Note 775 (May 1973).

% National Bureau of Standards, Criteria for Compliance Assur-
ance Agencies for Manufactured Building NBSIR 73-195 (Pre-
liminary Report, April 1973), Appendix B, at page 48.

2t National Conference of States on Building Codes and Standards
(NCSBCS), Reciprocity Committee, ‘‘Procedures for Develop-
ing Recommendations on Uniform Effective Dates” (March
1973).

% NCSBCS, Reciprocity Committee, ‘‘Procedures for Developing
Recommendations on Disputed Interpretations™ (March 1973).

2 NCSBCS, Reciprocity Committee, “‘Procedures for Developing
Recommendations on Uniform State Amendments” (March
1973).
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® The development of a program for joint
committees of States, manufacturers, local officials,
third-party agencies, and the public to monitor the
effectiveness of third-party agencies.*’

Although none of these programs has yet
been completed and implemented, they represent
important steps which lay the foundation for
more effective reciprocity.

Yet NCSBCS (and its Reciprocity Commit-
tee) is severely hampered by its voluntary nature
and its lack of any effective control, other than
persuasion, over its member States. There is no
reason why a State cannot feel free to ignore the
recommendations of NCSBCS, and, indeed, New
York State has chosen to do just that. Indeed,
the achievements of NCSBCS are quite remarka-
ble when its voluntary nature is considered, and
this is attributable in large part to the amazing
dedication of the State code officials themselves,
who have expended thousands of hours of their
own time in pursuit of the objectives of the orga-
nization.

Still, if a balance sheet were to be drawn on
NCSBCS as of the present time, it would have to
be concluded that its effectiveness in creating a
system of interstate recriprocity is a future prom-
ise, not a present reality. There are two core is-
sues on which the Reciprocity Committee has
reached no agreement. These issues are, first,
whether the States could not each adopt the
identical sets of building codes, or alternatively,
recognize that other building codes adopted by
other States, however different, should be af-
forded their acceptance, and second, whether
the States should all move to a third-party agency
system, or, alternatively, afford recognition to the
design evaluations and approvals of other
States. In fairness to the NCSBCS delegates,
these are probably issues over which they have
no authority to speak. Their own State legislation
or principles of municipal law on unlawful dele-
gations of State authority or the desires of their
own State building code councils effectively pre-
vent concessions on these points. Nevertheless,
it is doubtful whether interstate reciprocity can
be created without a common agreement on
these issues by most of the States; the failure of
the States to broach these questions casts in
doubt whether interstate reciprocity can be cre-
ated through purely voluntary State action. Per-
haps this logjam can be broken only with a push
from some other, more powerful source.

27 NCSBCS, Reciprocity Committee, “‘Procedures for Monitoring
State Inspections and Independent State-Approved Inspec-
tions' (February 1973).

Where Do We Go From Here?

Having completed our review of the adminis-
tration of State manufactured housing laws, the
conclusion seems inescapable that although
great strides have been taken, major defects in
the system remain. While statewide markets for
manufactured housing have been created, na-
tional markets have not. While many impedi-
ments to the introduction of new technologies
have been removed, the need for multiple ap-
provals from State to State remains. One might
then reasonably ask, if we were to start all over
again, would it have been wiser to have sought
the creation of a national system of building
code regulation for manufactured housing admin-
istered by the Federal Government?

Centralized authority to solve a national
problem certainly appears to be a logical solu-
tion, and this answer has been proposed for mo-
bile homes by Representative Frey of Florida
with his National Mobile Home Safety Standards
Act of 1972 2% and by Representative Moss with
his Mobile Home Safety Act of 1973.2¢

Before one can unhesitantly embrace this
response, however, it is important to bear in
mind the consequences.

I think that there are two major conse-
quences of imposing a national solution through
the Federal Government.

First, to administer effectively a building
code of national coverage, even if limited to
manufactured housing, the administrative
mechanism within HUD (or any other agency
chosen to administer the program) would have to
be drastically expanded to handle its new re-
sponsibilities. Consider what these responsibil-
ities are. The design of every model of every
manufactured housing unit produced within the
United States would have to be reviewed by Fed-
eral officials. Every single unit produced in every
factory within the United States would bear a
seal of approval authorized by the United States
Government, even if the third-party agency sys-
tem were used. The preservation of the health
and safety of the occupants of all new residen-
tial construction in the nation would become a
Federal responsibility.

% H.R. 14716 (92d Cong., 2d Sess.). Representative Frey reintro-
duced his bill in the present session of the Congress. H.R.
6400 (93d Cong., 1st Sess.) Under this proposed legislation,
HUD would be required to prescribe standards for mobile
homes and to enforce them.

# H.R. 2371 (93d Cong., 1st Sess.) This proposed legislation would
place mobile homes within the Consumer Product Safety Act
and hence under the jurisdiction of the Consumer Product
Safety Commission.
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This is, of course, not a task that with suffi-
cient appropriations cannot be undertaken, just
as the Federal Government has undertaken the
inspection and grading of meat and the inspec-
tion and approval of air frames.

Nevertheless, it does represent an area of
expansion of Federal activity at a time when
HUD is under heavy criticism for its inadequate
administration of its existing housing programs,
and when HUD seems to want to reduce its per-
sonnel or at least not to grow in size.

The second problem is related. Most experi-
ence with the regulation of manufactured hous-
ing is now lodged with State administrators. A
move to the Federal level of government wouid
result in sacrificing most of the acquired experi-
ence at the State level. Unlike many other fields
where proposals are being made to transfer ex-
isting Federal functions to relatively inexperi-
enced State agencies, the problem here is the
reverse.

In short, given the situation as it exists in
1973, | believe that it would be best to continue
to work through the States. | would like to sug-
gest five areas for improvement and some con-
crete suggestions as to ways these improve-
ments might be effected.

Support for Measures to Improve the
Administration of State Manufactured
Housing Laws

The States have displayed a remarkable
self-starting capacity in working together to over-
come what they correctly understand to be the
inherent problems in relying on voluntary State
cooperation to deal with a national problem. If
the expenditure of energy and dedication were
the sole criterion for success, the NCSBCS and
its State delegates would have to be considered
successful. They deserve support in the contin-
uation of their efforts.

This support can take many forms. One form
can be financial, through funding programs the
States have identified as necessary to achieve
interstate reciprocity. Some of these programs
have been described earlier, and the need for
others will develop as the States continue to
work out their mutual problems.

Another form of support can be through
greater public recognition of the achievement of
the States and encouragement for their future ef-
forts. For example, Operation Breakthrough liter-
ature claims credit for encouraging enactment of
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State legislation on manufactured housing,?® but
no credit is given to the States for having taken
the lega! framework provided by the legislation
and fashioning a workable administrative system.

In supporting the States in their efforts to
improve their administrative systems, care must
be taken not to follow the interests of HUD
officials in lieu of pursuing the real needs of the
States. In my opinion, there is an example of re-
cent misdirected expenditures of time and effort
leading to the preparation of a Model Manufac-
tured Building Act. This exercise began under
NCSBCS auspices as the preparation of model
rules and regulations to implement the Califor-
nia-type of State manufactured housing law. With
the argument that mode! rules and regulations
could not be drafted unless based on a suitable
model law and that the original HUD-sponsored
model act was inadequate and in need of revi-
sion, HUD turned the attention of the drafting
group to the preparation of a new model manu-
factured housing law. What HUD failed to under-
stand was that the time was past for revising
model manufactured housing laws. Most of the
important States had already passed legislation,
and they are unlikely to be motivated to revise
these laws. Moreover, the need of the States at
that point in time was for model rules and regu-
lations to assist in developing implementation
programs for recently enacted State legislation.
Had the model rules and regulations been pre-
pared and issued in time, they could have made
a significant impact on the shape of these newly
enacted manufactured housing programs.

Overall, there has been a lack of concern by
HUD for the problems of the States in imple-
menting their manufactured housing faws and a
failure by HUD to engage in meaningful commu-
nication with the States. Perhaps if HUD were
serious in supporting State efforts in this field, it
would approach the State or NCSBCS as their
representative, to inquire just how additional
Federal support could best be utilized.

Measures to Unify Model Codes into a
Single Set of National Building Codes

We have seen that one major impediment to
interstate reciprocity in the West does not exist,
because all Western States have elected to fol-
low the Uniform Code family of building codes
and the National Electrical Code. Likewise, if a
single set of building codes could be adopted
throughout the United States, the major single

% See supra note 4.



obstacle to the achievement of interstate reci-
procity would be removed.

While it would not be impossible to con-
ceive of designating a Federal agency for the
job of drafting a national building code to be ad-
ministered by the States under appropriate State
laws, it would be less of a break with the past to
look to the existing model codes for the source
of a national code. Although | am not an engi-
neer, | am convinced that virtually any of the
model codes would be suitable for adoption as a
national building code. The basically regional na-
ture of the model codes is the product of histori-
cal accident. Today, there is no reason why
there should be four separate structural building
codes and as many plumbing codes. With a dif-
ferent set of historical accidents, all building
codes might have developed towards a single
set of codes, as has been the case in the electri-
cal area with the National Electrical Code.

It is unlikely that the model code groups
can be persuaded to reach agreement voluntarily
on adopting one set of their codes for all of
them. The initial steps in this direction through
the Model Codes Standardization Council pro-
duced no results, and one can realistically ex-
pect little more from the newly formed Council
of American Building Officials. The One and Two
Family Dwelling Code, drafted jointly by ICBO,
BOCA, and Southern, apparently has sufficient
defects to prevent its being approved by HUD for
Workable Program purposes, nor has the code
received any significant acceptance by munici-
palities, nor has a procedure been developed to
keep this code up-to-date. (The Department of
Commerce has also recently dropped its support
of the code because the drafting groups with-
drew it from the established consensus proce-
dures.) Each of the model code groups has its
own built-in constituency, dedicated to the pres-
ervation of the group. More than persuasiveness
is needed. But | would not want to venture a
guess on how much more than persuasion is re-
quired. Perhaps a threat to obtain Congressional
authorization for adoption of a national building
code would suffice.

Of course, the creation of a single set of
building codes creates new problems, such as
the need to prevent illegal restraints of trade
made possible because of the virtual monopoly
position of these nationwide codes. While dis-
cussion of these problems is beyond the scope
of this report, | am certain that workable solu-
tions to them can be developed which would
permit the establishment of a nationwide set of

codes without inhibiting innovation or restricting
competition.

Measures to Require States to Achieve
Interstate Reciprocity

Although, as we have seen, there are a
number of ways to achieve interstate reciprocity,
the goal has not been reached. There are numer-
ous reasons for this. There has been insufficient
time in the 4 years since enactment of Califor-
nia’s manufactured housing law for the States to
have worked out acceptable cooperative ar-
rangements on this complex subject. Some
States feel constrained by their legislation or by
legal principles against unlawful delegations of
State authority to permit them to take the neces-
sary measures to authorize reciprocity. There are
a few States in the Union that do not care about
the effect of their building code regulatory pro-
gram beyond their borders. Whatever the reason,
it would seem advisable to undertake steps that
will speed up this process.

One suggestion is the possibility of securing
congressional enactment, under authority of the
Commerce Clause, of a law requiring that manu-
factured housing approved by one State under
reasonably acceptable minimum standards must
be accepted by every other State in the Nation.
Under this approach, the Federal Government
becomes involved in the regulatory process, at
most, in determining the reasonableness of the
building codes and implementation procedures
adopted by the State of manufacture. This is the
kind of determination that the Federal Govern-
ment has been accustomed to make in adminis-
tering the Workable Program requirement. Even
this determination, however, could be left to judi-
cial decision in the event of a dispute, and | feel
safe in predicting that the courts would rule that
each of the model codes embodies such reason-
bly acceptable minimum standards. This ap-
proach also has the advantage of not mixing
building code questions with other issues as
would be the case if grant-in-aid or revenue
sharing programs were conditioned on accepta-
ble steps by the States towards achievement of
interstate reciprocity.

Measures to Facilitate the Introduction
of New Technologies

An effective system of interstate reciprocity
would have the desirable consequence that new
technologies could be more rapidly incorporated
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in manufactured housing and introduced into the
marketplace. With interstate reciprocity, a manu-
facturer could achieve one-stop approval of his
housing. One approval by one State of his hous-
ing design embodying the new technology would
open up the entire country to him, and he could
feel confident of the justification of incurring ad-
ditional expense in submitting an amended de-
sign to embody a new technological concept be-
cause one approval would be all that need be
obtained.

If, on the other hand, the achievement of in-
terstate reciprocity does not appear to be rea-
sonably possible in the near future, it becomes
necessary to look for some other mechanism
that will relieve the manufacturer of having to
seek multiple approvals of his new technology.
Just as the ICBO Research Committee appears
to operate in the West as a central, authoritative
clearinghouse for new technologies which, by
custom or proven reliability, has gained the con-
fidence of State and local code enforcement
officials, so there apoears to be a need for a na-
tional body which will perform the same function
on a national scale.

The National Bureau of Standards probably
possesses the capibility of performing this func-
tion, provided it has the legal authority and the
funds to carry out such a program. If the NBS is
not to be given this function—and there are
many industry groups which deeply distrust the
NBS and would strenuously oppose the expan-
sion of its functions in this way—I would support
the concept of a National Institute of Building
Sciences.?* Approval of a new technological de-
vice by such an Institute would become the kind
of clearance from a qualified and authoritative
source that would ease the burden on manufac-
turers and suppliers of having to obtain multiple
approvals. The barriers to innovation would be
lowered.

Too much stress should not be piaced on re-
drafting building codes to include performance
criteria, in lieu of specifications, as a means of
facilitating the introduction of new technologies.
All of the model codes contain ‘“‘equivalency”
clauses that permit the authorized code enforce-
ment officials to approve a new technology if en-
gineering analysis and such test data as are re-
quired show that the objectives of the building
code are met32 While performance criteria
might be useful to provide a base line for evalu-
3 See Sec. 711, Revised National Housing Act, S. 3248 (92d

Cong., 2d Sess.) The Senate passed this legislation, but it
was killed by the House Rules Committee in the closing days

of the session.
32 See supra note 9.
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ating such new technologies, the absence of the
incorporation of performance criteria in building
codes has not itself seriously inhibited the adop-
tion of new technologies.®® What is of greater
importance is the establishment of an authorita-
tive institution of national scope for approving
new technologies, and Federal policy should be
directed at creating and supporting such an in-
stitution.

Support for Enactment of Mandatory
Statewide Building Code Laws

Rationalization of the building code regula-
tory system in the United States, and the crea-
tion of parity between manufactured housing and
conventional stick-built housing, cannot be
achieved unless the States adopt mandatory
statewide building code laws, entirely eliminating
municipalities from this field. If the legal entities
with jurisdiction over building code regulation
could be reduced to 50, from the many hundreds
that exist now, the creation of a nationwide sys-
tem of building regulation would be facilitated.
Enactment of such laws would also change the
balance between the model code groups and the
States by undercutting the constituency of the
model code groups. They would be forced to
come to terms with the States and would be
likely to be more disposed to effect mergers and
create a single set of model codes of national ap-
plicability.

If improvements are made in some of the
areas just discussed, it is possible that within a
few years the building code regulatory system
governing manufactured housing will be function-
ing in a manner that will meet the objectives of
those who initiated this reform movement and of
the State legislatures that enacted the authoriz-
ing legislation. Before more drastic measures are
urged, my counsel is to continue to work with
the presently developing system, relying on the
States that are creatively fashioning a national
regulatory system within a Federal framework.
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The Influence of Model Codes
and Their Associations on
Acceptance of Innovative
Technology at the Local Level

By Arthur S. Goldman
Senior Associate, Sedway/Cooke

Summary

Many positive actions have happened since
1968, when the Douglas Commission reported
that “the alarms sounded over the past years
about the building code situation have been jus-
tified. If anything, the case has been under-
stated.” Most conspicuously, an awareness of
problems with codes and standards is evident.
Change has been prompted; some has occurred.

Model codes and the related activities of
their associations do help the implementation of
innovative technologies at the local level. Most
effective when buttressed by complementary
State codes and/or State manufactured housing
laws, the model codes can be an increasing in-
fluence for implementing innovative technologies,
regardless of the present small number of com-
munities that maintain the most current, una-
bridged version of the codes.

Matters concerning model codes and build-
ing standards have improved since the Douglas
Commission Report, despite the fact that model
codes are often revised to suit local attitudes
and are not kept current. But more valid infor-
mation must be made available to local building
departments; some of the decisionmaking burden
should be removed from many building depart-
ments, especially the majority which are under-
staffed and underqualified.

There is wide consensus that if nationally
approved standards and better resource informa-
tion were available, many of the code-related
problems would have less reason to persist. With
these standards and related information readily
available to them, the model code groups then
could service their constituencies much more
quickly and spend more time in important sup-
port activities, such as training. The present
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chailenge is to increase the positive influences
and to decrease the negative aspects of model
codes and their associations, within the abilities
of those codes and associations to perform.

The current speeded-up evolution of positive
change will continue, but indications are that it
will peak out as the resources and procedural
base of the present system prove to be improp-
erly structured to achieve the required change.
The impartial, broad, creative approach now nec-
essary for coordinating all research, testing,
standards, codes, certification, and training in
the building-related fields is beyond the potential
scope of the code associations. Major gaps,
blockages, and problems will not be resolvable
until more of the decisive actions recommended
by the Douglas Commission are achieved.

It is recommended that HUD: 1) Consider
codes as just one element of a series of factors
that must be coordinated and jointly improved;
2) plan a phased approach seeking certain goals
first which, in turn, will enable follow-through ac-
tions; 3) reintroduce legislation pertaining to a
National Institute of Building Sciences; 4) exer-
cise some leverage to encourage the use of na-
tionally approved standards and to curb restric-
tive provisions of local building codes; 5) take a
lead in seeking elimination of unnecessary varia-
tions among the construction standards used by
all Federal agencies; 6) encourage an increasing
role for the States in building codes and related
measures; 7) work closely with the States to de-
fine specifically the extent and specific areas of
codes where local option may be exercised; and
8) work with the States, as an interim measure,
to require that every locality publish a summary
of elements in its local codes which vary from
the model codes generally used in the surround-
ing area.

Introduction

The Department of Housing and Urban De-
velopment has requested an evaluation of the
following statement:

Model codes and their associations have made little
difference as to whether local building departments accept
or reject innovative technology.

The evaluation is to consider the following three
questions:

1. Are model codes generally revised by
local communities to suit their local attitudes,
and if so, do these revisions act as a deterrent
to the introduction of new technology?



2. Do local communities tend to adopt
model code revisions in a timely manner? And if
not, is the use of new materials and technologies
held up?

3. Does a gulf often exist between an
adopted model building code and its administra-
tion and enforcement?

Following assessment of the above state-
ment and questions, recommendations will be
advanced as to whether the building community
(including the professional community, regula-
tors, housing producers, developers, and con-
sumers) is best served by proceeding on the
present course.

The National Commission on Urban Prob-
fems (also known as the Douglas Commission) did
extensive research and analysis  during
1967-1968 concerning all the guide and regula-
tory instruments, including building and related
codes, that affect community development. Nu-
merous research papers and the Commission’s
final report, “Building the American City”’, were
published throughout 1968. Some reports were
not published but were available to the author as
background for this paper.

Anyone who reads about zoning or urban
housing problems is accustomed to seeing refer-
ences to the existence of “thousands of zoning
regulations” or ‘“thousands of building codes.”
But he will search in vain for more specific com-
prehensive figures, backed by meaningful evi-
dence.® The Douglas Commission provided much
of that evidence on codes.

There has been no equivalent research and
analysis updating the comprehensive materials of
the Douglas Commission, to the author's knowl-
edge. Therefore, Commission materials will serve
as a baseline for this paper and for responding
to a fourth question:

4. Have matters concerning the model
codes and building standards improved, deterio-
rated, or remained unchanged during the past
five years?

Methodology

The paper is largely structured from obser-
vations made on the west coast, primarily the
State of California, although some information
does pertain to the East. (It is generally recog-
nized that the building code situation is “better,”

1 Manvel, Allan D., Local Land and Building Regulation, Research
Report No. 6 prepared for consideration of the National Com-
mission on Urban Problems, 1968, U.S. Government Printing
Office, p. 1.

with more adherence to model codes and less
negative political influence, in the West than in
other parts of the country.)

Findings and recommendations are based
on the following: 1) Personal experience gained
with the Douglas Commission (The author was
an Assistant Director of the staff, and Ezra D.
Ehrenkrantz was a Commissioner appointed by
President Johnson); 2) collective recent experi-
ence of two architectural and research firms,
Building Systems Development of San Francisco
and Ezra D. Ehrenkrantz and Associates of New
York; 3) a series of personal and telephone in-
terviews; and 4) a small mail questionnaire sent
to selected San Francisco area building depart-
ments.

Interviews were random. But they provided a
sense of the current situation from a broad spec-
trum of people with direct and indirect interest in
the building field. Twelve personal interviews av-
eraging 2 hours apiece, were completed with
persons representing:

e Development and administration of codes
and standards.

® Drafting and administration of the State
of California Factory Housing Law.

® Private practice of architecture and engi-
neering.

® Architectural education.

e City building inspection and approvals.

® Associations of home builders.

e City councils.

Twelve telephone interviews were completed
with housing producers and developers, nine on
the east cost and three on the west coast. And a
mail questionnaire was sent to the same nine
local jurisdictions in the San Francisco area that
were surveyed for the Douglas Commission by
the National League of Cities in 1967-1968. This
followup survey, to which seven jurisdictions re-
sponded, inquired only about codes now in ef-
fect (edition, adoption date, and changes as ge-
nerically related to new technologies), adoption
in toto of specific sections of the Uniform Build-
ing Code, and existence in the jurisdiction of
housing certified by the State of California.

No attempt has been made to achieve the
same scale of comprehensiveness as that under-
taken with the extensive personnel and financial
resources available to the Douglas Commission.
Statistical validity is not implied in the paper.
Obviously, neither an extensive survey, such as
that conducted for the Douglas Commission by
the Bureau of the Census, nor even a moderate-
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sized survey could be completed within the lim-
ited time and budget available.

Persons interviewed expressed many opin-
ions. And they spoke of “facts,” some of which
have not been confirmed as to their truth or
background. In the latter case, either the source
is identified in some way, or an expression such
as “it is reported that” is used to qualify the
“fact.”

Overview—What Has Happened Since
Publication of the Douglas
Commission Report?

Much has happened since 1968. Most con-
spicuously, an awareness of code and standards
problems is evident. Change has been prompted;
some has occurred. But it is also still obvious
that major gaps, blockages, and problems will
not be resolvable until more of the decisive ac-
tions recommended by the Douglas Commission
are achieved. In summary:

® The overall rate of ‘“change” in codes,

standards and related processes has been
speeded up.
® Model codes themselves have been a

force, but not an extensive influence nationally in
getting new technologies accepted at the local
level. (That is not a primary function of a model
code.) It is the combination of mode! codes with
a host of other factors that are jointly working to
the potential benefit of new technologies.

® The fundamental processes of develop-
ing and approving building standards remain
basically the same.

® Concepts related to a national framework
for building standards, research, testing, and
training, and to the development of a National
Institute of Building Sciences were considered
by Congress in 1971 (S. 1859), but not enacted
into law.

e HUD, on occasion, assumed a much
stronger stance in seeking compliance by locali-
ties with certain standards accepted by the
model codes (e.g., plastic pipe in San Fran-
cisco.)

® HUD generated national interest in indus-
trialized housing with the Operation Break-
through program. It also developed ‘guide
criteria” (not standards) for the construction of
housing built under the program.

® Many States have passed factory hous-
ing laws. Complementary relationships of those
laws with specific model codes were often ex-
pressed.
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e More State building codes have been
adopted and new ones—e.g., Massachusetts—
are in process. “Opportunities,” or loopholes for
local options in some State codes—e.g., Califor-
nia and New York—are considered excessive by
many persons.)

® Testing labs with a primary orientation to
new materials and technologies have been in-
creasing, e.g., the Texas State Building Materials
and Systems Testing Laboratory. (For further in-
formation: Secretariat, Texas Building Materials
and Systems Testing Laboratory, Division of
Housing, Texas Department of Community Af-
fairs, P.O. Box 13166, Capitol Station, Austin,
Texas 78711. Phone: 512/475-3383.)

e The Council of American Building
Officials was formed; coordinating standards and
procedures among the major code groups is one
of its purposes.

® Code groups have increased their atten-
tion to educational programs. More training pro-
grams are being made available to local building
inspectors, although the influence has been neg-
ligible on a nationwide basis.

e Organizations like the Industrialized
Housing Council of the Associated Homebuilders
of the Greater Eastbay (Berkeley, Ca.), as well
as the States, are becoming increasingly in-
volved in the related issues of codes, standards,
and new technology.

e FHA is developing and reviewing with in-
terested persons portions of its new Minimum
Property Standards. (FHA’s MPS tends to be a
model code itself.)

® Some localities have achieved means
other than building codes to inhibit manufactured
housing, e.g., ordinances regulating the size of
items which may be moved through the streets.

® | egislation for the National Institute of
Building Sciences was included in the proposed
Housing and Urban Development Act of 1972
(not enacted into law.)

Are Model Codes Revised to Suit the
Local Attitudes of Communities?

Are model codes revised to suit the local at-
titudes of communities? The Douglas Commis-
sion reported a decisive ‘‘yes.” The data speak
for themselves, and even if a new nationwide
survey were taken, a shift of a few percentage
points would not make a significant difference.

The question may be slightly loaded to the
negative side, however. Actually, there are both
negative and positive reasons why localities
make modifications in a model code. Negative—



politics, excessive influence of labor, or exces-
sive influence of subcontractors. Postive—Ilocal
physical conditions that are not adequately cov-
ered by the code, honest difference with an ele-
ment of the code, lack of faith in a standard, or
addition of a factor not covered by the code. De-
pending on the specific subject, certain of the
potentially “positive” factors can become ‘“nega-
tive” if the intent is to increase unduly the re-
strictive aspect of the code. Note that there
should be ways to accommodate unique local at-
titudes for living (such as allowing sleeping lofts
in lieu of bedrooms) or for design (such as re-
quiring all orange tile roofs.) Problems—when
do local options become too restrictive? How are
a locality’s particular firefighting abilities or avail-
able water supply to be reflected in its code?

Who Changes the Codes?

There is considerable opinion that the
“filter-down” process from both the Basic Build-
ing Code and the Southern Standard Building
Code to the local codes is not working. One ac-
tive participant in the codes process commented
that “about only 60 percent of the SSBC recom-
mendations are accepted in turn by SSBC com-
munities—in contrast to about 99 percent by
communities using ICBO’s Uniform Building
Code.” Another person, noting that votes are not
recorded at SSBC meetings, spoke of persons
who he knows voted for certain actions at a
code meeting. But in their own communities,
where political pressures were different and their
model code vote could not be identified, those
same persons voted against the code element.

Code Amendments and Effect on Technologies
Seven San Francisco Area Code Jurisdictions

Code Code Not Effect on

in Use Amended Amended Technologies
Uniform

Building

Code 7 0 7 - “‘no change”
National

Electrical 4 - “no change”

Code 5 2 1-"“easier”
Uniform

Plumbing 6 - “no change”

Code 6 1 1-"“more

difficult”

The comment about the high filter-down rate
among UBC communities was clearly verified by
the current mail questionnaire for this paper. All
seven of the San Francisco area communities re-
sponding use three model codes—The Uniform

Building Code, the National Electrical Code, and
the Uniform Plumbing Code. The building inspec-
tors were asked if any amendments or modifica-
tions were made to each of the codes, and, if
“yes,” whether the changes make implementa-
tion of innovative building technologies in their
community ‘“‘easier,” “more difficult,” or *no
change.” Only one building inspector reported a
belief that amendments to a model code made
innovative technologies more difficult to imple-
ment in his community.

The building inspectors’ opinions that code
modifications effected ‘“no change” on innovative
technologies tend to be substantiated by re-
sponses to additional questions concerning five
specific sections of the Uniform Building Code.
All seven reported that the following four sec-
tions of UBC had been adopted verbatim, and
not modified in any way:

e Section 106 (Alternate Materials and
Methods of Construction).

e Section 107 (Tests).

® Section 305 (c) (Approved Fabricators).

® Section 402 definition of “approved.”

On the other hand, the communities all mod-
ified Section 204 (Board of Appeals), an adminis-
trative section of the code. Regardless of an-
swers just described, however, more indepth
questioning is needed to find out the total impact
of code changes in implementation of innovative
technologies.

Subcontractors were identified by one archi-
tect as a major influence in model code modifi-
cation on a national basis. They are the *“vil-
lains,” he reported, because unlike labor, they
are the persons who now sit on all the local
boards, attend Junior Chamber of Commerce
meetings, etc.

Current Examples of Modifications: Local
and State

A developer in California who specializes in
construction from stock plans cited two current
examples of modifications from the Uniform
Building Code in UBC communities. In Upland,
Calif., for installation of a roof-pack heating and
air conditioning unit (a relatively new practice),
the developer was required to use 2-hour con-
struction for the duct from the roof to the dwell-
ing unit below, whereas the building as a whole
was only 1-hour construction. UBC requires only
1-hour construction in this instance. In several
other cities, the developer has been required to
vent clothes dryers horizontally, whereas UBC
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permits vertical venting. Although the latter
is not an expensive factor if known early, it is
the kind of item typically not discovered until the
plan check stage. And for this stock-plan
builder, the changes, like the clothes dryer vent-
ing and others required due to ‘““code findings”
at the plan check stage, cost about $100 per
unit.

Many California cities (including Mountain
View, Palo Alto, Santa Cruz, Santa Clara, Napa,
and Fresno) reportedly all have sprinkler ordi-
nances in excess of UBC requirements.

The new 1973 edition of UBC permits cer-
tain high rise buildings to use the innovative
method of compartmentation as an alternate to
sprinklers. Anticipating the new 1973 code edi-
tion, which will be effective shortly, Orange
County and Los Angeles County, Calif. (both
UBC-territory), already have adopted ordinances
which prohibit compartmentation as an alternate
method.

In a situation unrelated to new technology,
but involving State conflict with UBC, the Califor-
nia State Housing Act requires fire alarms in all
apartment buildings containing 15 or more units.
The 1970 edition of UBC had no requirement for
alarm systems in apartment occupancies.

Based on surveys and information sources
of the Associated Home Builders of the Greater
Eastbay, an official of AHB reports that the num-
ber of localities that amend the model codes is
generally increasing.

Architects in New York report that they are
finding it difficult to use post-tensioning in many
New York communities because local codes will
not approve it, although the model codes do.

In the continuing plastic pipe controversy,
the Chief Building Inspector of San Francisco
stated that he has consistently fought everyone,
including HUD, on using plastic pipe in situations
approved by UBC. He has “a complete lack of
faith in the plastic pipe standards” and maintains
that neither he nor anyone else has any solid ev-
idence to hang his hat on. The inspector said he
has repeatedly asked for the evidence he re-
quires—and commented that to his knowledge
HUD is just now requesting the same kind of in-
formation he has been seeking for years. As a
very active person in ICBO proceedings, Mr.
Goldberg commented that ‘approval of the
model code group is not sufficient evidence.” In
another case, the city of San Bruno has just
abolished the use of plastic pipe after 5 years of
being an accepted code item in San Bruno. Be-
cause technical reasons reportedly were not
cited, the person commenting on the situation
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believed that politics was the prime motive for
the exclusion. He also agreed, however, that if a
more substantial information base were avail-
able, items like plastic pipe would be much less
politically vulnerable.

How Much Local Option?

The City of Fresno recently required the in-
stallation of sprinklers in many buildings for
which the UBC does not require sprinklering.
The city indicated that this action would save
the taxpayers money, as well as increase public
safety, while acknowledging that builders’ costs
and consequently housing costs would increase.
Where is the higher public objective?

If building codes establish a minimum level
of performance, is a maximum level also im-
plied? What are acceptable levels of “safety haz-
ard” or “property hazard?” It is now becoming
more evident, as the trend increases toward
State building codes and State certification of
building tecnologies, that States must delineate
the extent and specific subject areas where local
option will be permitted in codes. There is a vast
range between the extremes of no local option
and total local option.

Inconsistency in Standards Used by Federal
Agencies

Douglas Commission documents established
that Federal agencies are no better than local
governments in the extent to which ‘“local op-
tion” is exercised in the standards field. For ex-
ample, there was no indicated effort at coordi-
nating standards among the several Federal
agencies dealing with housing. Recent discus-
sions with architects reconfirm this problem.

One architect noted that standards used
only within the Occupational Safety and Health
Administration (Department of Labor) are “stag-
gering in their inconsistency.” And within the
Department of Health, Education and Welfare, he
noted the requirement to use a 1969 NFPA
standard in work for the Health Services and
Mental Health Administration, and a 1967 NFPA
standard (on the same subject) in work for the
Social and Rehabilitation Service. Keeping track
of who is using what standard, and why, is
costly and is a nuisance.

Are Model Code Revisions Adopted on a
Timely Basis?

Douglas Commission documentation again
shows a negative response. As of 1968, and on a



national basis, localities were not quick to adopt
either the latest edition of a model code or the
annual revisions recommended by code groups.
Communities adopting or basing their local codes
on the Basic Building Code or the Southern
Standard Building Code still are reported to be
the slowest in responding to recommended code
changes, in marked contrast to Uniform Building
Code communities.

Results of the mail questionnaire for this
paper show reasonable response in the San
Francisco area, but still laggard in some cases.
All seven jurisdictions have adopted the 1970
edition of the Uniform Building Code and the
1970 edition of the Uniform Plumbing Code, with
adoption dates ranging between 1971 and 1973.
One community had gone from the 1964 to the
1970 edition without adopting the 1967 edition,
as had the other communities. But only four of
the seven jurisdictions are using the latest edi-
tion of the National Electrical Code.

Code Editions and Adoption Dates
Seven San Francisco Area Jurisdictions

Edition in Year of

Use Adoption

Uniform Building Code 1970 1971-4
19721

1973-2

Previous Adopted Edition of 1967 1968-5
UBC 19691
1964 19651

National Electrical Code 1971 1972-2
1973-2

1968 1969-1

1971-2

Uniform Plumbing Code 1970 1971-5
1972-5

1973-1

Variations due to different code editions are
a great nuisance to housing producers and de-
velopers. One manufactured housing producer in
California has received State approval for a
kitchen-bathroom-core unit. The housing using
these units is to be built in four areas with
slightly varying codes and four varying interpre-
tations of the code.

Santa Ana 1970 UBC, but using fire and life
safety standards of 1973 UBC
Long Beach 1970 UBC

Garden Grove 1967 UBC, with elements from
other codes
local City code somewhat based

on UBC, but with many revisions.

Los Angeles

Code adoption and amendment is part of
the political process. Amendment, especially,
can be very slow within that process. One Cali-
fornia city councilman referred to the great ‘“po-
litical game” concerning the interrelationships of
building codes, zoning ordinances, and develop-
ment policies in many cities. Very often, he
commented, cities don’t want to keep their code
revisions up to date, or to keep their zoning and
planning elements up to date, or most impor-
tantly, to keep all essential elements of the de-
velopment process in phase with one another.
Gaps are intentionally created to give cities the
opportunities to wheedle and get what they want
out of developers.

Gaps in keeping up to date are typical not
only of the filtering down process from model
codes to local codes, however. Model codes
themselves often are not up to date in reflecting
the most currently accepted standards. One ar-
chitect commented that model codes are good
when they refer to the most current standards.
When they do not, he favors local modification to
the model code.

The National Fire Protection Association’s
1969 standard for the storage and handling of
flammable liquids, for example, is published in
the 1969-70 edition of the National Fire Code.
This is clearly more relevant to current issues
for industrial safety than NFPA’s 1959 standard,
which is referenced in the 1970 edition of the
Uniform Building Code.

Does a Gulf Often Exist Between an Adopted
Model Code and Its Administration and
Enforcement?

Yes, a gulf often exists between an adopted
model code and its administration and enforce-
ment. The Douglas Commission solidly confirmed
that building code inspectors and administrators
are poorly paid on a nationwide basis. Any poor
pay attracts lesser qualified persons than are de-
sirable and needed for today’s complex building
problems and potential. In several interviews, nu-
merous comments pointed to confrontations with
local building code officials (as well as fire mar-
shals and zoning officials) ‘“who have no knowl-
edge, training or competence for making
judgments related to construction.”

All the blame for problems obviously should
not be placed on officials who, through no fault
of their own, may be unqualified to make the full
range of decisions required of them, and for
whom a conservative approach is often the
“safe” approach. Even inspectors who are ex-
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ceptionally qualified in one field—say, structural
engineering—cannot be expected to be expert
also in the dozens of other subjects for which
decisions must be made.

A building department becomes more quali-
fied in direct proportion to the resources and in-
formation it has available. Therefore, more infor-
mation must be made available to local building
departments, or some of the decisionmaking bur-
den must be removed. State and national certifi-
cation for building systems and subsystems is a
major step in removing some of the decision-
making burden from local officials.

The acceptance of a model code by a com-
munity is no guarantee that alternate materials
and innovative processes can be implemented in
that community. Much depends on personnel
qualifications, as previously discussed, and on
attitudes and procedures of the building depart-
ment (and possibly other local departments).

One California developer recently proposed
the use of post-tension slabs in a project. There
was no question of code acceptance by the
County. But building department personnel,
never having seen post-tensioning in use, re-
quired the developer to pay an outside (non-
county) inspector for continuous inspection at all
times when post-tensioning was in process. The
developer does not mind paying the fees, which
will run $500-$1,000 for 27 slabs, but he firmly
objects that no one in the county building de-
partment will have learned anything from the
process or his expenditure. Even the outside
inspector knew nothing about the Prescon Cor-
poration system, so even he had to be briefed
fully by the manufacturer. What happens in the
next project, and how many times will the devel-
oper have to pay for training that would be bet-
ter directed to county inspectors? How should
responsibilities be allocated among manufactur-
ers, developers, professional consultants, code
groups, and local code officials?

Variation does exist in interpretation of the
same code. A housing producer commented that
interpretations of UBC vary widely in the four
different State, county, and city agencies with
whom he is working in two States. The differ-
ences primarily concern fire safety.

Actually, interpretive variations must be ex-
pected. As a case in point, the Chief Building
Inspector of San Francisco discussed how inter-
pretations vary among his 17 city inspectors.
Meetings are held to discuss cases where opin-
ions vary, and a decision is made.

If interpretations vary within one city con-
cerning one code, they must be expected among
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several jurisdictions using the same code. As in-
dicated by the San Francisco procedure,
discussions among building officials obviously
help to clarify issues. The practice should be
greatly broadened—and there is present evi-
dence that code groups are making progress in
that direction.

Do Model Codes and their Associations
Influence the Acceptance of Innovative
Technology?

The Douglas Commission worked exten-
sively with an advisory committee of the Homes
Manufacturers Association in assembling data on
code problems, added costs resulting from local
building regulations, and firms engaged in pre-
fabrication. One theme constantly emerged from
all  meetings—'‘uniformity in standards is
needed.” Although rationalized standards were
stressed, the need for uniformity was given more
importance. For the mobile home manufacturer
or housing producer with a present or potentially
broad-ranging market area, the larger the area
with uniform standards, the larger his potential
market area for a product. (Uniformity, per se, is
somewhat less critical to many other participants
in the building process.)

As reported by the Commission:

The most significant information was revealed in an
analysis of the problems of one manufacturer who must ad-
just his product to all codes in the region within which he
operates.

. . . Within a relatively small (east coast) market area
of 25 code jurisdictions, cited by the manufacturer, there
are reported 75 different code requirements considered to
be excessive. The reported excessive code items for each
one of the 25 individual code jurisdictions ranged in num-
ber from one to 13, with extra costs ranging from $50 to
$520 per house within each jurisdiction.

If the single manufacturer attempted to produce a
standard product which would meet the code requirements
of the 25 areas, he would have to introduce 75 separate
extra factors in materials and/or methods of construction
exceeding the normal requirements in model codes and
FHA regulations. The cost of each basic home would thus
be raised by $2,492.2

From the points of view of home manufacturers—
and consumers—the case for uniformity in stand-
ards was made. Lack of uniformity, whatever its
extent does reduce the producers’ market area
for a given product—and raise the final prices to
the consumer.

Model code standards have the potential of
being implemented over broad areas. And that
potential increases in proportion to the number

2 National Commission on Urban Problems, Building the American
City, 1968, U.S. Government Printing Office, pp. 262-263.



of communities that adopt the most current
standards without modification. Based on Doug-
las Commission findings, however, ‘“only about
15 percent of all the municipalities and townships
above 5,000 in population had in effect a na-
tional model building code which was reasonably
up to date; about 85 percent of the units either
had no code, did not use a model code, or had
failed to keep the code up to date.” 3

Model codes and the related activities of
their associations do help the implementation of
innovative technologies at the local level, how-
ever, regardless of the small number of up-to-
date model code communities. Of the 12 housing
producers and developers recently interviewed,
nine stated, one way or another, that model
codes have been a great help wherever they
have been adopted. (Of the remaining three, one
directed most of his attention to the need for
uniformity in standards. One commented that the
model code has not specifically helped, although
it has not been a hindrance. And the main theme
put forth by the last producer was that the “New
York State BOCA-based code is far too specific
and limits innovation.” (See Appendix C for com-
ments by all producers.)

Model codes tend to be most effective when
buttressed by complementary State codes
and/or State manufactured housing laws. Prob-
lems occur, as previously noted, when State
codes permit unlimited local option, and when
State manufactured housing laws become either
so restrictive or administratively cumbersome
that they inhibit rather than promote innovative
approaches.

Thus, model codes are and can be an in-
creasing influence for implementing innovative
technologies at the local level. The challenge is
to increase the positive influences and to de-
crease the negative aspects of model codes and
their associations, within the abilities of those
codes and associations to perform.

Because standards are the primary element
of codes—the administrative aspects being
wholly secondary—major attention should be
placed on the quality of those standards and the
complementary methods for their research and
approval.

There was considerable consensus among
all persons interviewed for this paper. All agreed
that nationally approved criteria or standards are
needed for the benefit of the entire building in-
dustry. All agreed that better information is
needed as a base upon which to make deci-

2 Ibid., p. 257.

sions. Nearly all agreed that there is no existing
public, quasi-public, or private group which has
the financial, professional or personnel qualifica-
tions and lack of self interest to do the job
called for. And, except for some of the housing
producers who were not familiar with the pro-
posal, almost everyone else was familiar with
and endorsed the concept and functions of a Na-
tional Institute of Building Sciences, as initially
proposed by the Douglas Commission. These
concepts have broad-based support, regardless
of other attitudes which vary concerning model
codes,* uniformity of standards, and local option
in codes.

Basically, there is considerable feeling that
if nationally approved standards and better re-
source information were available, many of the
code-related “problems’” would have less reason
to persist. With these standards and related in-
formation readily available to them, the model
code groups then could service their constitu-
encies much more quickly and spend more time
in important support activities such as training.

Some of the Code-Related Problems of the
Code Associations: Problems with code associa-
tions, as reported by the Douglas Commission,
were repeatedly signaled during recent inter-
views:

The contents of the four national model building codes—
BOCA, ICBO, Southern and National—are more up-to-date
and progressive than is generally assumed. Most of the
controversial materials and methods of production are now
included under their provisions.

This is not to say that there are no serious defects in
model codes. The system for adopting new products and
methods has shortcomings . . ..

The system is often far too slow. A product which Is
accepted by one code group is often not accepted by an-
other until a producer has complied with a second or third
set of procedures.

Another very proper complaint is that decisions are
made by the building code officials and not by a more rep-
resentative group of the industry, let alone of the general

ublic.
P Furthermore, there are no uniform objective standards
or tests, or groups of certified agencies for testing, which

would make the acceptance of a product or method a
question of objective analysis.®

Current references to the above-listed prob-
lems will not be cited, to assure reasonable
brevity of this paper. Collectively, the experiences
again indicate that the approvals processes are

4For example, the Chief Building Inspector of San Francisco
commented: “If San Francisco adopted the Uniform Building
Code, safety would go down and costs would go up. San
Francisco is unique as a larger city and does not relate to
the norm to which UBC is directed. UBC should not try to
meet every unique situation because the code would then be
too cumbersome for most of its users.

5 National Commission on Urban Problems, op. cit.,, p. 265.
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excessively cumbersome, confusing, slow, and
costly—s0 much so that innovative processes and
potential innovators tend to be inhibited.

The code associations have reacted to criti-
cism of their problems, obviously concerned that
some code group functions could be shifted be-
cause of Federal actions. The newly formed
Council of American Building Officials (CABO) is
considering coordination of standards and prod-
uct approval among all code groups. The latter
could result in a “nationally approved research
card,” possibly resembling a function proposed
for a National Institute of Building Sciences.

These actions to eliminate differences
among code groups are commendable. But, as
noted earlier, there is serious doubt that pres-
ently constituted or even reorganized code
groups can get at the real problems. Code
groups’ constituencies are limited. Financial re-
sources are limited. Major work is done on a
voluntary nonpaid basis. And, most importantly,
the impartial, broad, creative, (rather than reac-
tive) approach which is now necessary for coor-
dinating all research, testing, standards, codes,
certification, and training in the building related
fields is considered to be beyond the potential
scope of the code associations.

Recommendations

Five years ago the Douglas Commission re-
ported:

The facts disclosed by the exhaustive inquiries of this
Commission at the local, State, and national levels, and the
problems faced by producers, builders, and professional
people in the building industry, show unmistakably that
alarms sounded over the past years about the building
code sijtuation have been justified. If anything, the case has
been understated. The situation calls for a drastic overhaul,
both technically and intergovernmentally.®

This paper began with the observations that
much has happened since 1968. Most conspicu-
ously, an awareness of codes and standards
problems is evident. Change has been prompted;
some has occurred. But it is also still obvious
that major gaps, blockages and problems will
not be resolvable until more of the decisive ac-
tions recommended by the Douglas Commission
are achieved.

The following actions are therefore recom-
mended for consideration by the Department of
Housing and Urban Development:

® HUD should consider codes as just one
element of a series of factors which must be co-

¢ Ibid., p. 266.
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ordinated and jointly improved. These include re-
search, testing, standards development, codes
development, certification processing, and train-

ing.

If significant improvements are to be made
in areas where gaps, blockages, and honest dif-
ferences of opinion are to be eased, the whole
fabric of interdependent factors must be consid-
ered together.

e HUD should anticipate that code and re-
lated problems cannot be resolved all at one
time or too quickly. Therefore, plan a phased ap-
proach, seeking certain goals first which, in turn,
will enable follow-through actions.

There has been modest improvement in
codes and related factors, with noticeable
buildup in the speed of “change” during the past
5 years. Indications are that the evolution will
continue, but will tend to peak out as the re-
sources and procedural base of the present sys-
tem prove to be improperly structured for
achieving the required major changes. As a first,
and major, step:

® HUD should reintroduce legislation equiva-
lent to Section 711 of the proposed Housing Act
of 1972, S.3248 (not enacted), pertaining to a
National Institute of Building Sciences.

The proposals recommended in Section 711
sought resolution of problems and realization of
opportunities that are appropriately coordinated
and achieved on a national basis. Originally pro-
posed by the Douglas Commission, the concepts
have been extensively discussed. Now there is
considerable agreement that the objectives of
NIBS would benefit the entire building industry,
and that there is no existing private, public, or
quasi-public group appropriate or qualified to do
the job. A better information base for decision-
making is required. National standards, espe-
cially, are sought regardless of varying personal
positions on codes (as distinct from standards),
uniformity, and local options in the codes process.

The Senate Committee on Banking, Housing
and Urban Affairs described section 711 as fol-
lows:

Sec. 711.—States the feeling of the Congress that
there is need for a single nationally recognized institution
to evaluate and make recommendations concerning use of
new technology in housing and building regulation. Such
an organization could provide a national solution to present
problems of inconsistency and inefficiency which result
from purely local efforts to regulate building practice and
to utilize technological advances. Care would have to be



taken to encourage and utilize present efforts in this direc-
tion by various private and governmental groups. With this
consideration in mind, the Government, with the advice of
the National Academy of Sciences-National Academy of En-
gineering-National Research Councii (to be referred to as
the “Academies-Research Council”) and various other
groups, would create a non-governmental instrument to
serve the function described above.

Authorizes the establishment of a nonprofit, nongovern-
mental instrument to be known as the National [nstitute of
Building Sciences. The Academies-Research Council and
other knowledgeable organizations will assist in its forma-
tion and in the development of an organizational framework
which would encourage the participation of groups now en-
gaged in related activities. Efforts would be made to include
in the Institute's operations the widest possible variety of
interests and experience, and to obtain recommendations
and assistance from entities presently operating in the field.
The Academies-Research Council need not itself assume any
function or operation of the Institute.

Subsection (¢) would provide for a Board of Directors
of the Institute of between 15 and 21 members, appointed
by the President with the advice and consent of the Sen-
ate, and would establish the conditions under which mem-
bers would serve. An effort would be made to fairly repre-
sent diverse geographical areas and interests. A
Consultative Council would be established with members
from interested private and public bodies, to serve as a
connection between these groups and the Institute.

Sets limitations on the financial and political activities
of the Institute.

Describes the responsibilities of the Institute to include
the areas of: development and promulgation of nationally
recognized criteria which might be adopted by regulating
bodies; of evaluation of new and existing technology; ap-
propriate investigation; and dissemination of information. As
much as possible of this work should be delegated to or-
ganizations capable of performing it, and the Institute
should promote coordination of its efforts with other pro-
grams being carried on in the public interest, and use of
its findings and recommendations.

Provides that the Institute may accept grant and dona-
tions, and may establish fees and other charges for its
services in addition to its initial appropriation.

Provides that all federal agencies involved in building
and construction should be encouraged to make use of the
Institute’s work, as should all Federally assisted projects
and programs. Such agencies would be authorized to con-
tract with or request grants to the institute for support and
services. Efforts would be made to encourage or assist
states to modify laws to conform to the Institute’s findings,
and to develop training programs for building officials and
technical advisers.

Authorizes an appropriation for initial capital of
$5,000,000 for each of the first two years after enactment,
$3,000,000 for each of the next two and $2,000,000 for the
fifth. After this five-year period the Institute would be finan-
cially self-sustaining.”

e HUD should exercise some leverage to
encourage the use of nationally approved stand-
ards and to curb restrictive provisions of Jocal
building codes.

7U.S. Senate Committee on Banking, Housing and Urban Affairs,
Report on the Housing and Urban Development Act of 1972
to Accompany S. 3248, February 28, 1972, pp. 113-114.

This approach was recommended by the
Douglas Commission and has been practiced to
some extent by HUD.

Considerable agreement does exist concern-
ing the need for some type of sanctions—but
there is much less agreement about how and
when the sanctions should be applied.

If HUD is to apply the ‘“stick’ approach, it
should improve its testing and resource base.
People involved in several different aspects of
the building-related industry sincerely believe
that great gaps exist in the present data base—
and that in applying that existing resource mate-
rial, HUD is not operating from a position of
strength.

Before extensive sanctions are applied,
therefore, it will be appropriate to assure that
the standards and related data proposed for
NIBS will be forthcoming.

HUD and other Federal sanctions probably
would be best applied in relation to direct loan
or grant programs. For revenue sharing, sanc-
tions probably would be better applied by the
States, e.g., by withholding revenue sharing
“pass-through’ funds.

e HUD should take a lead in seeking elimi-
nation of unnecessary variations among the con-
struction standards used by all Federal agencies.

This is another endorsement of previous
recommendations by the Advisory Commission
on Intergovernmental Relations and the National
Commission on Urban Problems.®

® HUD should encourage an increasing
role for the States in building codes and related
procedures. This should include the adoption of
State building codes; the mandating of building
code uniformity, especially within metropolitan
areas; and the strengthening of State supervision
over building code administration.

This is an endorsement of recommendations
by the National Commission on Urban
Problems.?

In the process of achieving the above rec-
ommendation:

® HUD should work closely with the States
to define specifically the extent and specific areas
of codes where local option may be exercised.

3 National Commission on Urban Problems, op. cit., NCUP recom-
mendation No. 2(c).
9 |bid, NCUP recommendations No. 3 and No. 4.
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Most special regional or local requirements
can be covered within the model codes. Certain
other requirements might well be determined by
the States to be appropriate for regional or local
option and/or addition to a code, such as re-
quirements which are unique to one or a few
areas, so that their addition to the model code
would make the code unduly cumbersome for all
other users—provided the modification or addi-
tion will not restrict the introduction of innovative
technologies or be otherwise unduly restrictive.

e HUD should work with the States, as an
interim measure, to require that every locality
publish a summary of elements in its local codes
which vary from the model codes generally used
in the surrounding area.

These summaries would considerably ease
the problems and costs faced by designers, de-
velopers, builders, and manufactuers in ferreting
out the unique variations in every local code
from the model codes generally in use.
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preciated, to those listed below.

Personal Interviews
Carlisle Becker Landscape architect; Tibur-
on, Calif.

Architect and professor at
University of California; Berk-
eley, Calif.

Architect and participant in
codes activities; San Francis-
co, Calif.

Architect employed by Des-
con-Concordia; Los Angeles,
Calif.

Richard Bender

Elmer Botsai

Visscher Boyd
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Housing Standards Coordina-
tor State of California Depart-
ment of Housing and Com-
munity Development, Division
of Building and Housing
Standards; Sacramento, Calif.
Consulting civil and structural
engineer, and active partici-
pant in codes and standards
activities: Sacramento, Calif.
Chief Building Inspector; San
Francisco, Calif.

Architect involved in systems
work; San Francisco, Calif.

Arthur Dreyer

John Dunlop

Alfred Goldberg

Martin Gutteling

David Pellish Architect, New York State
ubDC
Andy Sabhlok Director of Technical Ser-

vices, Associated Homebuild-
ers of the Greater Eastbay,
Inc.; Berkeley, Calif.
Assistant Staff Vice President,
National Association of Home
Builders; Washington, D.C.

Milton Smithman

Anonymous City
Councilman San Francisco Bay Area

Housing Producers and Developers Interviewed
by Telephone

Echo Module Systems; Quincy, Mass.

Fontaine Modular Structures; Northampton,
Mass.

Fredericks Development Corp.; Fullerton, Calif.
Hodgson Houses; Hartford, Conn.
Housing Systems, Inc.; Penfield, N.Y.
Scholz Homes; Toledo, Ohio
Unitized Systems Co.; South Hill, Va.
Anonymous; California

Anonymous; California

Anonymous; Connecticut
Anonymous; New Hampshire
Anonymous; New York

Building Department Jurisdictions
sponded to Code Questionnaire

Daly City, Calif.

Marin County, Calif.

Martinez, Calif.

Menlo Park, Calif.

Newark, Calif.

Pittsburg, Calif.

San Mateo County, Calif.

that
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Appendix B. Responses By Local Jurisdictions to Questionnaire ' (June 1973)

Model Building Code

Names

Edition

Date adopted

Any amendments or modifications?

If yes, do the changes make
implementation of innovative
buitding technologies in the
community easier, more difficult,
no change?

Name, edition, and adoption date
of code immediately preceding the
one now in effect.

Model Electrical Code

Name#

Edition

Date adopted

Any amendments or modifications?

If yes, do the changes make
implementation of innovative
building technologies in the
community easier, more
difficult, no change?

Modei Plumbing Code

Names

Edition

Date adopted

Any amendments or modifications?

If yes, do the changes make
implementation of innovative
building technologies in the
community easier, more
difficult, no change?

State Approved Technology
Has any construction been
completed in the
Jjurisdiction that involves
a building system, subsystem,
or other technology that has
been approved by the State of
California Department of
Housing and Community
Development in accordance
with the State's “Factory
Built Housing™ Law?
(Continued on p. 828.)

Daly City

U.B.C.
1970

Oct. 1971
Yes

No Change

U.B.C./1967/
August 1969

N.E.C.
1968

Qct. 1971
Yes

No Change

U.p.C.
1970

Cct., 1971
Yes

More
Difficult

Yes

Marin County

U.B.C.
1970

Apr., 1972
Yes

No Change

U.B.C./1967/
1968

N.E.C.
1971
Apr. 1972
Yes

No Change

U.P.C.
1970

Apr., 1972
No

Yes

Martinez2

U.B.C.
1970
1971
Yes

No Change

U.B.C./1967/
1968

N.E.C.
1968
1969
Yes

No Change
u.rp.C.
1870

1971
Yes

No Change

Yes

Menlo Park=

U.B.C.
1970

July, 1971
Yes

No Change

U.B.C./1967/
1968

N.E.C.
1971

Sept., 1972
No

U.P.C.
1970

July, 1971
Yes

No Change

No

Newark (City)

U.B.C.
1970

Feb., 1971
Yes

No Change

U.B.C./1964/
July 1965

N.E.C.
1968

Feb., 1971
Yes

Easier

U.P.C.
1970

Feb., 1971
Yes

No Change

Pittsburg

U.B.C.
1970

Jan., 1973
Yes

No Change

U.B.C./1967/
1968

N.E.C.
1971

Jan., 1973
No

U.P.C.
1970
1971
Yes

No Change

No

San Mateo
County

U.B.C.
1970

Jan.,, 1973
Yes

No Change

U.B.C./1967/
June 1968

N.E.C.

1971

March, 1973
Yes

No Change

U.p.C.
1970

Jan., 1973
Yes

No Change

Yes
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Appendix B—Continued

Daly City Marin County Martinez® Menlo Park® Newark (City) Pittsburg San Mateo
County
If no, is any in process or
in the approved stages? . o o o No No o
Sections of the Uniform
Building Code
Has section 106 (Alternate
Materials and Methods of
Construction) been
adopted verbatim, or
modified to any extent? Adopted Adopted Adopted Adopted Adopted Adopted Adopted
Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim
Has section 107 (Tests)
been adopted verbatim,
or modified to any extent? Adopted Adopted Adopted Adopted Adopted Adopted Adopted
Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim
Has section 204 (Board of Appeals)
been adopted verbatim or modified
to any extent? Modified Modified Deleted/ Deleted/ Adopted Modified Deleted
Substi- Substi- Verbatim
tution tution
Has section 305(c)
(Approved Fabricators)
been adopted verbatim, Adopted Adopted Adopted Adopted Adopted Adopted Adopted
or modified to any extent? Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim
Has the definition of “approved”
in section 402 been adopted
verbatim, or modified to any Adopted Adopted Adopted Adopted Adopted Adopted Adopted
extent? Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim Verbatim

1 A questionnaire was sent to nine jurisdictions in the San Francisco Bay area. These same jurisdictions responded to a survey in April 1968 conducted for the National Com-
mission on Urban Problems by the Department of Urban Studies of the National League of Cities, namely, Marin County, San Mateo County and the cities of Berkeley, Daly City,
Martinez. Menlo Park, Newark, Pittsburg, and Woodside. Written responses were received from four localities. Responses from three additional localities were received from a
followup telephone inquiry.

2 Responses from followup telephone inquiry.

3 Uniform Building Code (U.B.C.)

4 National Electrical Code (N.E.C.)

5 Uniform Plumbing Code (U.P.C.)




Appendix C. Comments About Model
Codes from Housing Producers

® “Model codes are a help not a hin-
drance, but they should be adopted more univer-
sally and should be reduced in number to one.”

(Connecticut producer of high rise system
using precast concrete panels.)

e “When adopted by local authorities,
model codes have been a help to us and our
systems. When a model code is in effect locally,
the local officials require fewer variances for the
systems approvals than when a unique local
code is in effect.”

“Many local authorities recognize that they
have inadequate building codes, and although
they have not yet adopted a model code, they
will approve a new technology without delay if it
has the approval of a model code group.”

(Echo Module Systems, Inc., Quincy, Mass.
Producer of high rise housing precast concrete
boxes and panels.)

e “Virginia has a manufactured housing
law which supersedes all local codes. For other
states, we have found it expeditious to get UL,
labor, and BOCA approval; this helps in getting
local approvals.”

(Unitized Systems Co., South Hill, Va. Pro-
ducer of two-story limit wood frame box system
and six-story limit steel and concrete box sys-
tem.)

® “Wherever BOCA has been adopted, it
has been a help to us. BOCA is quite adequate
as a code in terms of relating to new technolo-
gies.”

(Fontaine Modular Structures, Northampton,
Mass. Producer of low rise wood-frame box sys-
tem.)

® “Our experience has
wherever we've worked with
have adopted a model code.”

“BOCA approval has been especially help-

been favorable
localities which

ful.”

“New York State has a BOCA-based code
which is very good. However, it costs about
$7,000 to get approval from New York and it
takes two months. It's a very stringent and pre-
cise code.”

(Hodgson Houses, Hartford, Conn. Producer
of low rise wood-frame panel system and one-
story wood-frame box system.)

® “The New York State BOCA based code
is far too specific and limits innovation.”

(Producer of low and high rise site-con-
structed concrete box system in New York State.)

e “BOCA code is quite acceptable and
helps get approvals.”

(Producer of wood-frame panel system in
New York State.)

. e “We're in favor of getting model codes
accepted across the country. They help compa-
nies like ours.”

“In the area of multifamily housing, BOCA
needs revisions and updating.”

(Producer of wood-frame panel system and
wood-frame box system in New Hampshire.)

e “Model codes in local areas are a defi-
nite help.”

“Our system is designed to conform to
BOCA and SSBC.”

“Somewhat often in localities which do not
have a very sophisticated code, or which do not
have a code which accommodates prefrabricated
products, we only have to show our BOCA ap-
proval to circumvent having to meet the local
code.”

“We supply 33 states. Four model codes are
too many.”

(Scholz Homes, Toledo, Ohio. Producer of
wood-frame pane! system.)

e “Uniformity of standards is more impor-
tant especially for developers like us who make
extensive use of stock plans.”

(Fredericks Development Corp.,
Cal)

e “UBC has not specifically helped us, al-
though it has not been a hindrance . ... CBO
requirements are very tight under the ‘alternate
clause’. . . . Breakthrough approval has been
helpful.”

(West Coast housing producer.)

Fullerton,

Appendix D

“Summary Highlights” From Local Land and
Building Regulation, Research Report No. 6, Na-
tional Commission on Urban Problems.

Summary Highlights

The statistics in this report supply a factual
background on many aspects of local planning,
zoning, and building regulation activity. Follow-
ing are a few highlights, to be more fully and
critically examined, with related recommenda-
tions for appropriate public action, in the forth-
coming final report of the National Commission
on Urban Problems.

Planning and regulatory activities are wide-
spread, directly affecting a high proportion of the
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Nation’s population, and involving many thou-
sands of local governments.

Most of the regulating governments are rela-
tively small—apparently too small in most
instances to engage any full-time employees for
such work. This, of course, is a reflection of the
prevailing atomized pattern of local government
under which, for example, one-third of all the in-
corporated municipalities in metropolitan areas
have fewer than 2,500 inhabitants and one-half
are less than one square mile in area.

Even among the regulating governments that
do have any full-time employees for such work,
pay rates generally average low, and only the
largest governments have top-ranking jobs pay-
ing enough to attract and hold well-trained pro-
fessional or technical people.

Local expenditure for these planning and
regulatory activities is not insignificant—some
$300 million annually. However, this sum is far
less than 1 percent of all urban government ex-
penditure, and is even more strikingly dwarfed
by the property values which are affected by
such activities—much more than $1,000 billion
worth of urban real estate, and over $50 billion
annually of new urban construction.

Similarly, local government employees en-
gaged in these activities number only 33 thou-
sand (full-time equivalent) persons, compared
with some 3 million persons employed in the
construction activities affected by their work.

Despite growing Federal Government con-
cern with urban problems, less than one-twen-
tieth of local expenditure for these planning and
regulatory activities is being financed from Fed-
eral aid.

Local “community improvement programs,”
although promoted and encouraged by the Fed-
eral Government, now operate in less than one-
tenth of all the Nation's municipalities, and do
not apply to areas with the bulk of the popula-
tion of metropolitan suburbia. (See Appendix A.)

Control of land use through local zoning or-
dinances and subdivision regulation is wide-
spread and expanding. Of all zoning ordinances,
a large proportion originated since 1950, and
many have been condiderably revised in recent
years. Also, most zoning governments have re-
portedly prepared “master plans” of prospective
land use.

A significant number of zoning ordinances
include provisions—for example, as to minimum
lot sizes and minimum floor-areas—that may pre-
vent or severely limit the provision of low- or
moderate-income housing.
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Zoning governments deal with large num-
bers of requests for rezoning and ‘‘zoning vari-
ances,” and on the average reject less than
one-fourth of such requests.

Nearly all municipalities in metropolitan
areas and a majority elsewhere have a local
building code, but a considerable fraction of
these codes have not been materially changed in
recent years.

Of the cities and towns of 5,000-plus that
have building codes, about two-thirds report that
their local provisions are based upon a national
or regional “model” code. However, only about
one-fourth of these have recently adoptied at
least 90 percent of the updating changes recom-
mended by the model code organizations.

There is great diversity in local code regula-
tion of particular residential building practices.
The survey asked about 14 specific building
practices, including 13 approved by all applica-
ble “model” codes, and one practice accepted
by some but not all the “model” codes. Of these
14 practices, one is prohibited by over half the
municipalities of 5,000-plus which have building
codes, 4 others are prohibited by more than
one-third, 3 by about one-fourth, and each of the
remaining surveyed practices is rejected by
some of these governments. Similar proportions
of rejection appear for the municipalities whose
local codes are reportedly based upon some na-
tional or regional “model” code.

Great variation appears also in local fire
safety regulations, with differing standards used
for fire-resistance ratings, exit corridor dis-
tances, and other fire-safety features.
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Housing Subsidies and
Housing Markets

Housing Subsidies and Housing
Starts

By Craig Swan

Associate Professor, Department of
Economics, University of Minnesota

Introduction

This paper examines the impact of Federal
housing subsidy programs on housing starts. The
Federal Government has been involved in subsi-
dizing a large number of housing starts in recent
years. Have these starts been a complete add-on
to unsubsidized starts? If the subsidy programs
had not existed, would housing starts have been
the same? How much larger is the U.S. housing
stock because of the subsidy programs?

It is important to know the impact of hous-
ing subsidies on housing starts. In bad times it is
often argued that housing subsidies should be
increased to stabilize homebuilding and/or to
stabilize general economic activity. In good
times it is argued that any reduction in subsidy
programs will be catastrophic for homebuilding.
Without even discussing the desirability of stabi-
lizing homebuilding, it is important to know
whether housing subsidy programs have any im-
pact on homebuilding. It is not sufficient to cite
the number of subsidized starts as proof of their
ability to increase housing starts.! The subsidy
programs could merely increase prices with no
impact on total quantity. A model of housing
activity is needed to separate price effects from
quantity effects.

The paper develops a quarterly model of
housing starts, borrowing heavily from the work
of Ray Fair (1971) and Fair and Dwight Jaffee
(1972). Estimates of the model are presented, as
well as simulation performance both within and
outside the estimation period. Finally, the impli-
cations of the model for the impact of housing
subsidies on housing starts are discussed.

It should be made clear at the outset that
housing subsidy programs have several goals and
that stimulating housing production is only one of
them. Even if it turns out that subsidy programs
have little or no impact on total starts, that is not

1See Downs (1972), p. 9, for an example of this error.

sufficient grounds to dismiss the programs. The
more important issue on which the subsidy pro-
grams should be judged is their ability and effec-
tiveness in providing certain segments of the
population with increased access to decent
housing.2

Table 1 presents data on the magnitude of
the subsidy programs. From 1960 through 1972,
subsidized starts have totaled almost 2 million
units. As a percent of total private starts, subsi-
dized starts have varied from just under 3 per-
cent in the early 1960’s to just over 30 percent
in 1970. Over the past 3 years, with the 235 and
236 programs in full force, subsidized starts have
averaged almost 400,000 units a year. According
to Downs, over half of all subsidized units cre-
ated in the last 37 years have been produced
since 1968.

The Model

The model presented is a quarterly version
of a disequilibrium model of housing starts.
The overall structure of the model is derived
from Ray Fair's monthly disequilibrium model
of housing starts.® The model views housing
starts as potentially determined by either of
two functions. It is a disequilibrium model be-
cause, as discussed below, prices do not adjust
to clear the market every period. The first func-
tion, called the demand for housing starts, refers
to the number of housing starts that individuals
and builders would like to build if mortgage
financing, labor, and materials were readily avail-
able. The second function, called the supply of
housing starts, refers to the supply of mortgage
financing for housing.

Housing starts could conceivably be limited
by a third function—that is, by the availability of
labor and materials. It is assumed that this real
supply function is never a constraint on the num-
ber of starts.* Wages, material costs, and inter-

2 For more detall on the specifics of the subsidy programs them-
selves, see Henry Aaron, Shelter and Subsidies; The Eco-
nomics of Federal Subsidy Programs, a compendium of papers
prepared for the Joint Economic Committee; and Housing
Subsidies and Housing Policies, hearings before the Sub-
committee on Priorities and Economy in Government of the
Joint Economic Committee.

3See Fair (1971). For an earlier version of the quarterly model
presented here and a brief discussion of its differences vis-a-
vis Fair's monthly model, see Swan (1972).

4 This assumption of a very elastic real supply of houses is based
on econometric evidence and industry studies. For econo-
metric evidence see Muth (1960) and Cassidy and Valentini
(1972). For exampies of industry studies see Dunlop and Milis
{1968), Mills (1972) and Swan (1971). Dunlop and Mills suggest
that there may be a cyclical element to the supply of labor
to residential construction.
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Table 1. Subsidized Starts

Total
Subsidized
Starts as
Total Total HUD Section Section Percent of
Subsidized Subsidized 235 236 Total Private
Starts Starts Starts Starts Starts
1960 32,400 28,800 _- - 23
1961 36,162 30,341 - - 2.8
1962 38,896 27,242 _— - 2.7
1963 47,625 33,897 - - 3.0
1964 55,094 43,515 _- — 3.6
1965 63,686 48,176 . - 4.3
1366 70,941 48,484 - - 6.1
1967 91,370 64,869 - - 71
1968 165,218 137,355 637 . 11.0
1969 199,933 167,813 28,127 10,168 13.6
1970 429,797 372,013 116,073 105,160 30.0
1971 430,052 355,414 133,222 108,335 21.0
1972 340,257 247,819 83,282 81,418 14.4
Source: HUD, Division of Research and Statistics
The data on subsidized starts includes programs for new units.
The data excludes programs for acquiring or rehabilitating existing units. It also excludes FHA and VA mortgage insurance

and guarantee programs. Specific subsidy programs include 235, 236, low rent public housing—conventional, turnkey, and
leased—202, rent supplement, 221(d)(3) BMIR, uninsured state projects and college housing.

est rates are assumed to determine construction
costs independent of the volume of construction.
That is, given wages, material costs, and interest
rates, the construction supply curve for housing
starts is assumed to be horizontal. There is no
implication that the demand for housing is not
sensitive to construction costs, but it is likely
that construction costs have most of their impact
on the size and quality of units built rather than
on the number of units. Our model of housing
starts uses the mortgage rate as the price varia-
ble that eventually equilibrates the demand and
supply for housing starts.

The Demand for Housing Starts

The structure of the model and variable
names are presented in Table 2. More detailed
information about data definitions and sources is
presented in the data appendix. The demand for
housing starts depends on the mortgage rate,
the vacancy rate, the stock of houses, and the
size of the subsidy programs. It is expected that
the mortgage rate will have a negative sign in
the demand curve. The variable used is the nom-
inal mortgage rate. One might argue that the rel-
evant variable should be the real rate, that is,
the nominal rate corrected for inflationary expec-
tations. The argument for the real rate suggests
that if nominal rates rise because of the expecta-
tion of increases in house prices, there is no
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change in the real mortgage cost. While the
higher nominal rate entails higher expenses,
these expenses are offset by the increased value
of the house. As Poole points out, however, the
increased mortgage costs from higher nominal
rates are incurred immediately, while the in-
crease in house value is only realized when the
house is sold sometime in the future.® This
asymmetry leads to what Poole calls a financing
gap and suggests that simply subtracting infla-
tionary expectations—if one knew what they
were—from the nominal interest rate is not cor-
rect. When estimating the model, | experi-
mented with several proxies for real morigage
rates—primarily a variety of lags on past in-
creases in construction costs. These experiments
led to inconclusive or puzzling results and were
consequently abandoned for this paper. This is
an important area for further research.

The vacancy rate is included to reflect the
demand pressures of low vacancy rates (or the
lack of pressure from high vacancy rates). The
particular formulation of the variable deserves
some discussion. Census data on the number of
households—which are by definition equal to oc-
cupied housing units—and data on the aggre-
gate occupancy rate are used to derive esti-
mates of both the number of vacant units and
the total number of housing units. Given the na-

5 Increases in house value will also mean higher taxes and in-
surance payments that also must be met currently.



Table 2. The Model

HSD = f (LAGRM, LAGVAC, STOCK, SUBSIDY) (1)
HSS = g (LAGRM, LAGFUNDS, TIME) (2)
HS = min (HSD, HSS) (3)
A RM = vy (HSD — HSS) (4)
where

HSD —demand for housing starts

HSS —supply of housing starts

HS —actual housing starts

LAGRM —lagged mortgage rate

LAGVAC —estimate of deviation from
“normal” number of vacant units

STOCK —stock of houses

LAGFUNDS —Ilagged net savings inflows at S&L’s
and MSB's plus lagged change in
FHLB advances

SUBSIDY —number of subsidized starts

ture of the census data, these numbers should
not be interpreted literally but should be viewed
as rough approximations. The estimates of the
number of vacant units are then subtracted from
an estimate of normal or equilibrium vacancies
to get an estimate of the shortfall or excess
number of housing units.

The definition and measurement of the num-
ber of equilibrium vacancies is a difficult task by
itself and depends among other things on the
cost of holding a vacant unit, interest rates, and
mobility patterns. The concept used here is a
simple 10 percent equilibrium vacancy rate or a
90 percent occupancy rate. A 10 percent va-
cancy rate may seem high when one is used to
rental vacancy rates of 5 percent and owner-
occupied vacancy rates of 1 percent. The data
used here have to do with all housing units, and
what are called vacant units include units for
rent and sale, units sold or rented awaiting oc-
cupancy, seasonally vacant units, and units held
off the market for other reasons. The 10 percent
vacancy figure is consistent with postwar experi-
ence. Further, if one is willing to assume a con-
stant equilibrium vacancy rate, which rate one
chooses makes little difference for the econo-
metric results.

The stock of houses is included to pick up
any systematic depreciation patterns. Housing
starts are the gross flow of new units which in-
cludes any net increase, as well as the replace-
ment of units that have worn out or been de-
stroyed, a number expected to increase with
increases in the stock. The use of the stock is
clearly an approximation. The necessary data for
alternative approaches do not exist in a usable
form for our model. The size of the coefficient on
the stock variable in Table 3 seems quite large.

As a mechanical matter, the magnitude of the
coefficient is influenced by the assumed normal
vacancy rate, and the variable may be acting as
a generalized time trend. Attempts to include
measures of family or household formation were
not successful and were abandoned. Our inabil-
ity to isolate the impact of household formation
may be a reflection of the inadequacies of the
data.® The evidence that does exist suggests
that family formation is at higher rates now than
the early 1960’s. The time trend character of the
stock variable may also be picking up some in-
fluence of the time trend history of family forma-
tion.

The last variable in the demand function is
the number of subsidized starts. Given the way
the programs work, there is some question as to
exactly how the subsidy variable should enter
the model. Typically, a subsidy is associated
with the unit, not with an individual. A builder
will get a commitment from FHA that makes his
units eligible for a subsidy program. One might
argue that—given the FHA commitment—the
subsidy programs work to shift the construction
supply curve of houses. Our model is consistent
with this interpretation, because the assumption
of a perfectly elastic real supply of new units im-
plies that there will always be builders willing to
build units, subsidized or nonsubsidized.

When we look at the total number of starts
we still must determine the demand for new non-
subsidized units. We do that by subtracting the
number of subsidized starts from total starts.
That is, it is assumed that subsidized units do
not decrease the demand for new nonsubsidized
units. This seems to me to be the most favorable
assumption one can make about the subsidy pro-
grams. The ultimate effect of the subsidy pro-
grams on actual starts, not just the demand for
starts, will be determined by the interaction of
the demand and supply curves.

A brief word should be said about the meas-
urement of the subsidy variable. | had originally
hoped that a quarterly time series on subsidized
units would be available. For most programs, how-
ever, only annual data are available before 1968;
and one is forced to some sort of interpolation
for a quarterly series. Several types of interpola-
tions were tried. There were essentially no dif-
ferences in results using the different interpola-
tions.

8 The Census Bureau reports figures on the stock of families and
households. Small errors in estimating the stock turn into
large errors when estimating the change in the stock.
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The Supply of Housing Starts

The supply function for housing starts de-
pends on mortgage rates, savings flows at thrift
institutions, and a time trend. The coefficient of
the mortgage rate is expected to be positive be-
cause higher rates are expected to induce finan-
cial institutions with portfolio flexibility to allo-
cate more of their funds to mortgages.
Theoretically, one would expect that the relevant
interest rate variable for portfolio allocations is
not the absolute mortgage rate but, rather, rela-
tive rates. Attempts to include appropriate alter-
native interest rates were not successful—coeffi-
cients on alternative rates were typically not
significantly different from zero.

Savings inflows at thrift institutions plus
Federal Home Loan Bank advances are included
explicitly in the equation because of the close
link between the thrift institutions and the mort-
gage market. A predominant portion, if not vir-
tually all, of their deposits are held as mort-
gages, and they account for a substantial portion
of residential mortgage holdings. The actions of
other private lenders and the asset flexibility of
the thrift institutions are accounted for by the
mortgage rate. The time trend is included in the
equation to deflate the increasingly large nominal
deposit flows into real housing starts.

While FHLB advances are included, the sup-
ply equation does not explicitly include the ac-
tions of other government agencies in support of
mortgage markets, primarily mortgage purchases
or sales by the Federal National Mortgage Asso-
ciation (FNMA). Attempts to include such
measures were unsuccessful. Coefficients were
often insignificant or of the wrong sign. The
countercyclical nature of FNMA activity works
against its explicit inclusion in our equation.
While FNMA actions may be exogenous in an
economic sense, they are not exogenous in a
statistical sense. That is, FNMA actions are
themselves reactions to developments in housing
and mortgage markets. This feedback and reaction
work against the simple inclusion of a FNMA vari-
able in a housing-starts equation.”

Estimation of the Model ®

The structure of the model implies that
housing starts are alternatively determined by

TFor a complete discussion of policy reaction functions and their
imp ications for estimation see Goldfeld and Blinder (1970).
For an attempt to estimate reaction functions for FNMA and
FHLB see Silber (1972).

8See Fair and Jaffee (1972) and Fair and Kelejian (1972) for a
complete discussion of alternative techniques of estimating
disequilibrium models.
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demand or supply factors. Thus, simply including
all the observations when estimating either the
demand or supply curve would be incorrect. Cer-
tain observations trace out the demand curve
while other observations trace out the supply
curve. Equations (3) and (4) assume that one can
use changes in the mortgage rate to identify
demand- and supply-determined points. If the
mortgage rate rises, starts are assumed to be
supply constrained; if the mortgage rate falls,
starts are assumed to be demand constrained.

One could use the information from changes
in the mortgage rate to divide the sample into
demand-determined and supply-determined pe-
riods. One could then estimate each function
with a subset of observations. We have chosen
an alternative procedure that is more efficient,
gives us more degrees of freedom, and, in the
first step, gives us two separtate estimates of 3.
The closeness of these two estimates can be
used as a check on the model.

‘As mentioned above, one can use observa-
tions when the mortgage rate is falling to esti-
mate the demand curve. But what about observa-
tions when the mortgage rate is rising? We know
that at such times starts are supply-contrained.
From equation (3) we can substitute HS for HSS
in equation (4) and solve for HS.

1
HS = HS" — ; AR, 5

Remember that equation (5) is only relevant when
the mortgage rate is rising. We know the demand
for starts exceeds their actual number—that is
why the mortgage rate is rising. By itself HS?

1
exceeds HS, but subtracting the term — AR,
Y

makes the adjusted demand—adjusted for mar-
ket disequilibrium—equal to actual starts. Thus,
including the change in the mortgage rate when
it is positive will enable us to estimate the de-
mand equation using all the observations. Analo-
gous considerations for the supply curve lead to
the inclusion of AR,, when it is negative.
Separate estimates of the demand and sup-
ply curves will yield two separate estimates of 8.
Separate ordinary least squares estimates are
presented in the first two columns of Table
3.? Note that coefficients of all independent var-
m ignore the simultaneity of the model. From
equation (4), the change in the mortgage rate is correlated
with the error terms in equations (1) and (2). The model is
estimated with data through 1969:4 so that the model's pre-
dictions can be checked against actual experience outside
the period of estimation. Estimation through either 1970:4,
1971:4, or 1972:3 does not alter the demand curve in any
significant way. There are some changes in the supply curve,
but the elasticity of the supply curve with respect to the

morigage rate drops which reduces the impact of subsidies on
total starts.



iables have their expected sign. In particular, the
mortgage rate has a positive coefficient in the
supply equation and a negative coefficient in the
demand equation. Note also the closeness of the
absolute values of §. Columns (3) and (4) are
reestimates of the coefficients imposing the con-
dition that both estimates of § are equal. Only
one set of summary statistics is reported be-
cause only one equation is estimated.®

Figure 1
Simulation Results
1960:1 — 1972:3
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Figure 1 gives an indication of how well the
model tracks housing starts and the mortgage
rate both within and outside the sample period.*!
One simulation was performed over the period
1960:1 to 1972:3. Two separate simulations, one
within and one outside the estimation period,
gave virtually identical results because the
model is tracking so closely in 1969. This simula-
tion is a dynamic simulation; that is, the model
predicts the mortgage rate for this period, which
is then fed into the starts equation for the next

10 The equation was estimated by stacking variables in the manner
described by de Leeuw (1965), p. 523. The standard error of
estimate and t statistics reported in Table 3 are based on
the implicit assumption that the variance of the errors for both
the demand and supply equations are equal. The separate ordi-
nary least squares estimates suggest these variances are not
equal and that the stacked equation is heteroscedastic not
homoscedastic. As a consequence, the equation was also esti-
mated by a two-step, generalized least squares procedure to
correct for heteroscedasticity. The estimates correcting for
heteroscedasticity were virtually indistinguishable from the
uncorrected estimates. When rounded to 2 decimal points all
coefficients were identical. Eleven out of 15 coefficients were
identical to 4 decimal points. As was to be expected there
were minor changes in the t statistics for all coefficients.

1 The model was estimated with seasonally unadjusted data. For
the plot the errors of the model have simply been subtracted
from a seasonally adjusted series on housing starts.

period. For the whole simulation the root mean
squared error (RMSE) between actual and simu-
lated housing starts is 141.3 thousand units. The
squared correlation coefficient between the two
series is .955. For the mortgage rate simulation,
the RMSE is 43 basis points and the squared
correlation coefficient is .885.

Subsidies and Starts

To investigate the impact of the subsidy pro-
grams on total housing starts, it is a simple pro-
cedure to simulate the model with a different
value for the subsidy variable. At this point the
manner in which most subsidy programs work is
relevant. Note that the subsidy variable is as-
sumed to shift only the demand curve; the sup-
ply curve is unchanged by changes in the sub-
sidy variable. Congressional appropriations for
subsidized starts are used to subsidize interest
payments; they do not provide mortgages. Indi-
viduals constructing subsidized units must
usually find mortgage financing in the private
market. While these mortgages may be attractive
to lenders because of assocated government in-
surance or guarantees, they are made in place
of mortgages on unsubsidized units.

It is true that a substantial proportion of 235
and 236 mortgages end up in the FNMA portfolio
and that these purchases make up a substantial
proportion of FNMA purchases.’? But the rele-
vant question is not the size of FNMA purchases
but, rather, what FNMA purchases would be in
the absence of the subsidy programs. Would
FNMA purchases have been reduced, or would
FNMA have purchased nonsubsidized mort-
gages? As with all counterfactual questions, it is
easy to speculate and difficuit to find hard evi-
dence. The subsidy variable was included in the
supply equation to see if subsidized starts had
induced an expansion of mortgage credit. The
coefficient for the subsidy variable was of the
wrong sign and statistically insignificant. One

12 Precise estimates of FNMA purchases by program are difficult
to come by. The numbers presented below for FNMA
purchases are only estimates. In 1971 FNMA purchased $691
million of 236 and 221(d)(3) mortgages; these purchases were
38.3 percent of total 236 and 221(d)(3) mortgages insured by
FHA in 1971. FNMA purchased $989 million of 235 mortgages;
these purchases were 41.3 percent of total 235 mortgages
insured by FHA in 1971. Total FNMA purchases of subsidized
mortgages were 47 percent of total FNMA purchases. There
is a systematic bias in these numbers that tends to under-
state FNMA's role in financing 235 and 236 mortgages. The
figures for FNMA purchases represent the purchase of a
mortgage on a completed project. The figures for FHA insur-
ance often represent commitments for projects yet to be
built. The rapid build up in the magnitude of the programs
and the lag in the completion of projects work to understate
FNMA's role.
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Table 3. Regression Results for Quarterly Disequilibrium Model

of Housing Starts (1960:1 to 1969:4)

Unconstrained Estimates

HSD HSs
Constant 3.726 .238
(6.06) (1.38)
—.224 —.208
S1 (4.82) (—5.71)
416 .368
s2 (9.00) (9.57)
254 .206
s3 (5.43) (5.75)
—.699 114
LAGRM (7.28) (3.03)
.054
LAGFUNDS (10.54)
—.0042
TIME (2.68)
1.165
LAGVAC (7.34)
1.0
suBSIDY .
.031
STOCK (3.99)
—.924 9.60
CHGRM (—3.99) (2.20)
R—2 .868 918
D/W 1.30 1.20
SEE 101 .080

Constrained Estimates

HSD Hss
3.720 282
(6.85) (1.22)
—.224 —.208
(—5.39) (—5.07)
17 367
(10.09) (8.82)
254 207
(6.10) (5.09)
—.699 114
(—8.15) (2.69)
054
(9.45)
—.0042
(2.43)
1.166
(8.24)
1.0
031
(4.19)
—.930 930
(4.87) (4.87)
895
1.26
.090

t statistics in parentheses
* coefficient imposed a priori

might argue that FNMA’s support of subsidy pro-
grams really started with the 235 and 236 pro-
grams. A variable measuring only the number of
235 and 236 starts was also tested with similar
results: wrong sign and statistically insignificant.
As a result, the simulation results reported below
assume that the supply curve is unaffected by
changes in the subsidy programs.

When discussing the impact of the subsidy
programs on starts, one needs to distinguish be-
tween the equilibrium impact and the adjustment
path. Consider first the equilibrium response.
Using the estimates in columns 3 and 4 of Table
3, Figure 2 illustrates the longrun demand and
supply curves for housing starts. Note that the
demand curve is very elastic, while the supply
curve is quite inelastic. Using mean values for
1971:1 to 1972:3, the demand elasticity is 2.4,
while the supply elasticity is .40. The large de-
mand elasticity is not at all surprising; after all,
the demand for housing starts is the flow de-
mand for a very long-lived asset.’* The very low
supply elasticity indicates the importance for
housing of savings flows at thrift institutions. The

13 See Brownlee (1968).
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very low supply elasticity also means that a
change in the subsidy programs will have little
impact on actual starts. Changes in the mort-
gage rate will act to eliminate or encourage non-
subsidized demand. For example, an increase
(decrease) in the subsidy programs of 300,000
units per year—approximately the size of the ex-
isting programs—will eventually raise (lower)
starts by only 42,000 and will raise (lower) mort-
gage rates by 37 basis points.1*

1 These results, as well as the time paths discussed below, are
based on a ceterus paribus assumption that savings inflows,
vacancy rates and the stock of houses do not change. This
paper does not offer any systematic way of incorporating any
of these effects. However, consider the induced effects follow-
ing an increase in subsidized starts. (Analogous conclusions
hold for a decrease.) As increased starts lower the vacancy
rate, the effect is to shift the demand curve to the left,
offsetting the increase in the subsidy program. As increased
starts raise the stock of houses, there is a tendency for
more starts. But given the steepness of the supply curve, the
magnitude of both the vacancy rate and the stock effect must
be quite small. The increase in subsidized starts does work
to raise mortgage rates. If this increase gets transmitted
to other market rates, then deposit inflows are apt to decline
as market securities are now more attractive. This effect
could be quite strong given the sluggish adjustment of
deposit rates and effective deposit rate ceilings. The decline
in deposit inflows works to shift the supply curve to the left,
offsetting the impact of the increase in the subsidized starts.
In sum, relaxing the ceterus paribus assumption is most likely
to reduce the impact of a change in subsidies on total starts.
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Figure 2
Equilibrium Relationship
Quarterly Disequilibrium Model of Housing Starts
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As indicated before, the time path of adjust-
ment to a change in subsidies depends upon
whether starts are demand- or supply-con-
strained. When starts are supply-constrained, as
in 1969-1970, changes, especially increases, in
the subsidy programs will have only very minor
immediate impacts on starts. Only when starts
are demand constrained will changes in the sub-
sidy programs have substantial shortrun impact

and then only as long as any increase in subsi-
dies does not make the supply constraint opera-
ble. Even when starts are demand-constrained,
however, the dynamics of the model suggest that
the magnitude of the shortrun effects damp down
fairly quickly.

Table 4 shows the time path of adjustment
for housing starts and the mortgage rate follow-
ing an increase and a decrease in subsidies of
300,000 units. Table 4 is based on the assump-
tion that before the change in subsidies both the
demand and supply for housing starts are equal.
Thus an increase in subsidies has no initial ef-
fect on the number of starts because starts are
immediately supply-constrained. The excess de-
mand raises the mortgage rate, which increases
starts as one moves up the longrun supply
curve. The negative numbers for quarters 4, 5, 6,
and 12 reflect the dynamic structure of the
model that gives rise to an adjustment path of
damped cycles. A decrease in subsidies, which
makes starts demand-constrained, has an imme-
diately shortrun impact. However, the induced
decline in the mortgage rate stimulates the de-
mand for nonsubsidized units quite quickly.

Table 5 shows the effects of holding subsi-
dies at their 1969:1 level of 175,227 units. Over
the period 1969:2 through 1972:3, the reduction
in subsidized units totals 593,000 units, while the

Table 4. Simulations of the Response to a Change in Subsidy Programs

Increase by 300,000

Decrease by 300,000

Change in Change in Change in Change in

Starts Mortgage Starts Mortgage
(000) Rate (000) Rate

Quarter (Annual Rate) (Basis Points) (Annual Rate) (Basis Points)

1 0 32 —300 —-32
2 12 55 —224 —55
3 34 62 — 96 —62
4 —48 50 — 58 —50
5 —91 34 - 65 —34
6 —42 23 — 56 —23
7 42 24 — 47 —-24
8 32 32 —108 —-32
9 32 42 —112 —42
10 40 46 — 70 —46
11 22 42 — 48 —42
12 -1 37 -~ 52 -37
13 8 34 — 50 —34
14 36 32 — 46 —32
15 42 35 — 60 —-35
16 41 38 — 66 —38
17 42 40 — 55 —40
18 38 40 — 46 —40
19 29 37 — 47 —-37
20 30 36 — 47 —36
Final 42 37 — 42 —37
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reduction in actual starts is only 70,000. The
drop in demand from the reduction in subsidized
units reduces the mortgage rate, which in turn
encourages the demand for nonsubsidized units.
Note that through all of 1969 and the first three
quarters of 1970, there is virtually no impact from
the reduction in subsidized units. This is a period
when mortgage rates were rising and, with or
without the subsidized units, starts were supply-
constrained. It is only by 1970:4, when the large
upsurge in savings flows had released financial
constraints, that the position of the demand curve
becomes relevant for determining starts. By then,
while the decline in subsidized units is at an an-
nual rate of 258,000, the decline in the mortgage
rate works to increase nonsubsidized units sub-
stantially, so the net effect in 1970:4 is a reduction
of only 121,000 units.15

Table 5. Effects of Holding Subsidy Programs
at 1969:1 Level

Reduction in Change in
Subsidized Housing Change in
Units Starts Mortgage
(000) (000) Rates
(Annual Rate) (Annual Rate) (Basis Points)
1969.1 0 0 0
2 — 8 0 -1
3 - 17 0 - 2
4 — 25 - 1 — 4
1970.1 — 83 — 4 —12
2 —141 - 6 —-21
3 —200 - 3 —32
4 — 258 —-121 —41
1971.4 —257 — 45 —42
2 — 256 + 9 —35
3 — 255 + 18 —29
4 —254 — 45 —25
19721 —230 — 42 —20
2 — 206 — 26 —23
2 - 182 — 12 —22
Conclusions

The analysis of this paper suggests that
while the size of the housing subsidy programs
has been substantial, the impact of the subsidy
programs on actual starts has been relatively
minor. There are three factors that lead to this
conclusion. One, the elasticity of the demand for
new units with respect to the mortgage rate is
quite high. Two, with existing institutions, the
supply of mortgage credit depends to a large
extent on the inflows of funds to thrift institutions

13 The positive responses in 1971 are a result of the dynamic
structure of the model.

840

and is quite unresponsive to changes in the
mortgage rate. Third, existing subsidy programs
have not provided mortgage financing directly.
The result of these three factors is that while in-
creases in the subsidy programs increase the
demand for new units, they do not expand the
volume of mortgage financing. Competition to
finance more units increases the mortgage rate,
which in turn. reduces the demand for nonsubsi-
dized units.

There are several implications for policy
that should be made explicit. The major implica-
tion is that housing subsidies should not be used
as a technique to increase or decrease housing
starts. The temptation is to increase subsidies
at precisely the time they have least effect on
total starts, when mortgage credit is tight. The
cyclical pattern of starts is primarily a reflection
of the cyclical pattern of savings flows. The way
to stabilize starts is to stabilize the flow of funds
to thrift institutions.’® Housing subsidies should
be used to solve distributional problems—not in
attempts to influence the total nhumber of starts.
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Data Appendix

HS—Total private housing starts. Source: Con-
struction Review.

LAGRM—Simple average of the conventional
mortgage rate on new homes in the three pre-
ceding quarters. Source: 1960-1964 FHA; 1965—~
1972 FHLBB.

LAGFUNDS—Simple average over the two pre-
ceding quarters of the net change in savings at
savings and loan associations and mutual sav-
ings banks plus FHLB advances to savings and
loan associations. Source: Federal Reserve, Flow
of Funds.

LAGVAC—Simple average over the three pre-
ceding quarters of the following: ((.9—-occ)/occ)
HH,) where occ—occupancy rate. Source. Current
Housing Reports, H-111. HH-linear interpolation
of the number of households. Source: Current
Population Reports, P-26.

STOCK—Estimate of stock of housing units,
computed as HH/occ.

SUBSIDY—Number of federally subsidized units.
While these units are primarly private starts with
Federal subsidies, the numbers do include public
starts. Public starts have averaged only 40 million
units a year over the sample period, with little
year to year variance. Consequently, the inter-
cept of the regression equation will adjust for
their inclusion. Source: HUD.

TIME—Time trend, equals 100 in 1971:4.
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Introduction

The literature dealing with filtering consists
mainly of a collection of descriptive narratives
that examine the process of adjustments in the
existing housing stock that takes place in re-
sponse to factors affecting housing supply. It is
clear that opinions on the subject of filtering
center around the single question, “Are there
any benefits realized by lower income house-
holds as a result of filtering?” This question is of
obvious importance, particularly in light of the
increasing commitment by government to hous-
ing improvement that has occurred in recent
years.

The purpose of this paper is to develop a
position on the question of filtering and low in-
come households with special reference to sup-
ply-oriented subsidized housing programs. The
development of this position is based on the
contents of this study paper which is presented
in six sections. The first section of this paper
provides a brief review of various definitions of
filtering and descriptions of the filtering process
which have been advanced in the housing mar-
ket literature. The filtering process is then ana-
lyzed using elementary microeconomic theory so
that what is alleged to occur as a resuit of filter-
ing may be better understood. In the second
section, a number of popular misconceptions of
filtering are presented, analyzed, and shown to
be inaccurate as to the benefits claimed to ac-
crue to low income households in the housing
market. In the third section certain conditions re-
garding supply impediments in the housing mar-
ket, which must exist if filtering is to provide any
long run improvement to low income households,
are specified. Empirical studies on whether, in
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fact, these market impediments exist, are ai.>
discussed at length in the third section. The fourth
section contains an examination of dynamic in-
fluences on housing market behavior. Problems
in interpreting the effects of shifts in housing de-
mand and population on empirical work done on
supply impediments are pointed out. Empirical
work done directly on the filtering process using
the chain of moves methodology in analyzing
housing turnover, is summarized in the fifth sec-
tion. In addition to the summary in the fifth sec-
tion, criticisms are offered with regard to the
chain of moves methodology, and an alternative
method of measuring housing improvement in re-
lation to price changes is suggested. The paper
concludes with general observations relating to
filtration and public policy.

A “Benefits” View of Filtering

The term “filtering” appears to have been
coined by Ratcliff ! in his description of a market
response to a condition of excess housing sup-
ply. Beginning with the assumption that excess
supply, usually brought on by overconstruction,
occurs in a housing market where the distribu-
tion of housing values and housing quality are
positively related to income of households, and
where demand is constant, a series of adjust-
ments in the housing market begins. According
to Ratcliff, a condition of oversupply results in a
decline in rents and prices in the existing hous-
ing stock that enables successively lower income
households to obtain better quality dwellings at
lower prices. More specifically, “This process is
described as ‘filtering down’ and is described as
the changing of occupancy as the housing that
is occupied by one group becomes available to
the next lower income group as a result of the
decline in market price, i.e., sales price or rent
values.”2 Eventually this process of housing
turnover reaches low income households that
are able to acquire better housing at a lower
price.

While filtering, as viewed by Ratcliff, is ex-
pected eventually to aid low income families, any
condition of oversupply is obviously only tempo-
rary and sporadic in occurrence. Therefore, as
he observes, filtering as an integral part of the
normal operation of the housing market *“. . . is a
totally inadequate remedy to the acute problem
of substandard housing.” 3

1 Richard U. Ratcliff, Urban Land Economics, 1949, p. 320.
2 |bid., p. 321.
2 Ibid., p. 333.



Because of Ratcliff’s initial observation that
benefits might accrue to low income households
as a result of filtering, and its implications for
public policy, a discussion of filtering has contin-
ued in the housing market literature for some
time. Fisher and Winnick modified Ratcliff’'s defi-
nition by observing that households do not have
to change occupancy to be affected by falling
rents and prices, since filtering involves housing
units and not households. They redefine filtering
“. .. as a change over time in the position of a
given dwelling unit or group of dwelling units
within the distribution of housing rents and
prices in the community as a whole.” ¢+ This re-
formulation simply means that all housing prices
and rents respond to changes in supply and de-
mand. Therefore, any decline in housing prices
occurs throughout the entire housing stock and
would not be limited to households changing
housing occupancy.

Grigsby concurs with the Fisher-Winnick
definition of filtering, but added Ratcliff's quality
component as a necessary condition for filtering
to occur. According to Grigsby “. . . filtering only
occurs when value declines more rapidly than
quality so that families can obtain either higher
quality and more space at the same price, or the
same quality and space at a lower price than
formerly.” 5

The importance of these modifications to
Ratcliff's definition lies in the fact that filtering is
a process that involves housing price and quality
changes. Hence, the focus of filtering should be
on housing units. Households improve housing
condition as a consequence of a differential rate
of change between housing price and quality. Al-
though the final effect of filtering on households
is of obvious importance, the analysis of filtering
should center on the price and quantity of the
commodity in question.

A Critical Analysis of the Benefits View

It is in connection with the apparent “bene-
fits” of filtering—that is, the possibility of a dif-
ferential rate of decline between price and hous-
ing quality, which enables lower income
households ultimately to experience an increase
in housing quality for the same housing expendi-
ture or maintain existing housing quality at a
lower housing expenditure—that confusion and
controversy arise over what exactly filtering is

4Ernest M. Fisher and Louis Winnick, ““A Reformulation of the
‘Filtering’ Concept,” Journal of Social Issues, 1951, pp. 47-59.
These authors, however, make no statements concerning a
difference between the price of housing and housing quality.
5 William Grigsby, Housing Markets and Public Policy, 1963, p. 95.

and what it is expected to do. Clearly, if there
are any benefits associated with filtering, promo-
tion of the process would reduce substandard
dwellings and improve the lot of lower income
households inhabiting them.

Whether these benefits are more apparent
than real can be explored by applying micro-
economic theory in a partial-equilibrium analysis
to the housing market and to the question of
filtering.6 The framework for analysis used is a
purely competitive market for housing service,’
with absolutely no market impediments.

Beginning with the assumption that the
housing market is in longrun equilibrium—that is,
the supply and demand for housing service at a
particular time determine a price which is equal
to the industry’s minimum longrun average cost
of production—a one-time condition of excess
supply in the market should yield the following
results. Initially, prices and rents decline
throughout the stock of housing, and succes-
sively lower income households seeing ‘‘bar-
gains” will take units containing larger quantities
of housing service at reduced prices. This condi-
tion will not exist in the long run, however,
producers of housing service, faced with declin-
ing rents and prices, will reduce the quantity of
service supplied by following a policy of reduced
maintenance, alteration, or repair.® The reduc-
tion of expenditures by suppliers eventually re-

8 For an extended microeconomic analysis of the housing market,
seg: Edgar O. Olsen, YA Competitive Theory of the Housing
Market,”” American Economic Review, 59, September 1969, pp.
612-622.

7 Housing service is defined more extensively in Edgar O. Olsen,
op. cit, pp. 612-613. Because housing represents a com-
bination of space, quality, and other attributes the term hous-
ing service is used to reduce these attributes to a common
denominator. Housing service represents an unobservable,
homogeneous commaodity which represents anything in a
dwelling unit to which consumers attach value. By using this
abstraction, the housing market can be reduced to a discus-
sion of the market for housing service, and differentiation
among dwelling units—such as apartments, single family
dwellings, renters, owners, location, and the like—can be
avoided. Since this paper is a discussion of a general
market response to oversupply and supply-oriented subsidy
programs, rather than the determination of housing values,
the use of an abstraction, such as housing service, merely
enables us to translate many housing attributes into one
commmodity and apply accepted microeconomic theory to the
analysis.

The concept of housing service has been used in other important
studies in housing, see: Richard F. Muth, Cities and Housing,
1969, passim; ‘‘The Demand for Non-Farm Housing,'"” The
Demand for Durable Goods, ed. Arnold C. Harberger, 1960,
pp. 29-96; Henry J. Aaron, Shelter and Subsidies, 1872, pp.
45-47; “Income Taxes and Housing,"” American Economic
Review, December 1970, pp. 789-806.

8 For homeowners, the reduction would come about through a
decrease in imputed return on equity capital. For a discussion
of imputed rents, see: lra S. Lowry, "Filtering and Housing
Standards: A Conceptual Analysis," Land Economics, Novem-
ber 1960, pp. 362-370; Henry J. Aaron, Shelter and Subsidies,
1872, pp. 53-54.
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duces the quantity of service per housing unit,
and eventually the original price and quantity of
housing service is restored. Therefore, in the
long run, any condition whereby units providing
housing service at a price less than production
cost is eliminated. The same quantity of housing
service in existence prior to the excess supply is
again restored. All households pay the same
price per unit of housing service. Producers earn
an equilibrium return on capital investment.

If one is willing to accept the strenuous
conditions imposed by the assumption of a
purely competitive housing market, then, as
Olsen puts it, filtering ““. . . merely represents a
process by which the quantity of housing service
yielded by a particular dwelling is adjusted to
conform to the pattern of consumer demand. The
profit incentive leads producers to make these
adjustments.” ¢

When filtering as viewed by Ratcliff is reex-
amined in terms of a perfectly competitive hous-
ing market, the following conclusion is reached:
The alleged “benefits” referred to in Ratcliff's
definition are really price changes that provide
better housing for lower income households in
the short run. This condition exists only until
producers of housing service are able to reduce
the quantity of housing service supplied. Produc-
ers will continue to reduce supply until the equi-
librium price that existed prior to the excess
supply is attained. Therefore, if the housing mar-
ket is competitive, any benefits enjoyed as a re-
sult of oversupply that might occur in the normal
operation of the housing market are only short-
run in nature.

Popular Misconceptions of the
“Benefits” View

Because, as Lowry ' observes, the term
filtering has become an oral tradition, some pop-
ular views on filtering have apparently developed
that seem related to the benefits view, but differ
over the original impetus to the process. Accord-
ing to Lowry, there appears to be a view held by
various observers of filtering that—because the
quality of housing units decreases with age—
households in higher income categories eventu-
ally find their existing units are no longer ade-
quate. In order to maintain quality standards,
they obtain newly constructed housing. Under
the assumption that demand for housing in the
local market remains constant, these writers

® Edgar O. Olsen, op. cit., pp. 615-616.
 [ra 8. Lowry, op. cit., p. 364.
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would argue that units released by high income
households “form a price depressing surplus in
the adjoining quality strata,” which eventually re-
sults in a filtering down of all units, shifts in
housing occupancy, and a betterment of all suc-
cessively lower income groups who improve
housing quality.!

Unfortunately, what these writers fail to un-
derstand is that even when supply and demand
for housing service are in equilibrium (again as-
suming competitive markets), the quantity of
housing service supplied decreases in an
amount equivalent to the amount of deterioration
per time period, because houses decline in qual-
ity with age as the stock of housing deteriorates
or becomes obsolete. If the quantity of housing
service demanded remains constant, an increase
in the quantity supplied will result (in response
to replacement demand) in an amount equal to
the amount of deterioration per time period.
Therefore, housing released by households mov-
ing into new construction exhibits a reduction in
quality because of deterioration or obsoles-
cence; this accounts for the reduction in price
and value. Lowry maintains that if this relation-
ship between decline in quality and value did not
exist, and for some reason landlords faced de-
clining rents in relationship to the quality of units
provided, undermaintenance would occur, caus-
ing an acceleration in the decline in the quality
of units. The results in this case would be the
same as results obtained in the case of excess
supply analyzed above.

Another common misconception with regard
to filtering is that filtering takes place in any
housing market in which new construction
occurs.’? As new construction takes place and
households change occupancy, somehow this is
filtering, and it ultimately will provide better
quality units to successively lower income
households. Clearly, this observation is based on
a lack of knowledge concerning supply and de-
mand relationships. If, for example, an increase
in the quantity of housing service supplied
through new construction comes about as a re-
sult in an increase in income (or any other de-
terminant of demand), then one would expect the
price per unit of housing service to increase
throughout the entire stock of housing.® Al-
1 This is a view which seems to be held by several researchers

of filtering. The question of filtering and new construction is

developed later in this paper when the chain-of-moves
methodology is analyzed.

13 Assuming a positively sloped housing supply function, see
Richard F. Muth, “The Demand for Non-Farm Housing,’ The
Demand for Durable Goods, ed. Arnold C. Harberger, 1960,

pp. 29-96 on this point.
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though the distribution of housing service may
change in accordance with the change in the
distribution of income, there is no reason why fil-
tering, in the benefit context, should occur.

Therefore, filtering, as construed in the ben-
efit view, must be a process that is endogenous
to the operation of the housing market, or must
result from temporary resource misallocations,
as in the case of excess supply. Although adjust-
ments in the housing stock will take place in re-
sponse to increases in supply and demand re-
sulting from changes in exogenous variables
(i.e., income, population), the way in which these
adjustments take place should not, in and of
themselves, result in any change in housing ben-
efits if the housing market is efficient.

In summary, the issue of filtering analyzed
thus far narrows down to two views: The “bene-
fits”” view of filtering sees the possibility of dif-
ferential rates of decline in housing prices and
quality, enabling households to acquire better
dwelling units at lower prices particularly when
conditions of excess supply exist; the second
view treats the differential rate of decline be-
tween housing prices and quality as only tempo-
rary, which cannot persist in the fong run, given
a competitive housing market. Eventually, a
transformation in the quantity of services yielded
per unit will be made by suppliers, eliminating
any differences between price and resource cost.
This latter view sees filtering as a process of ad-
justment in housing service provided by dwelling
units that takes place in a competitive market in
response to changes in supply and demand. This
view treats housing like any other durable good
that may require “shifting-about” among different
households as its relative usefulness decreases
or increases.'t

It becomes clear, in light of the above anal-
ysis, that welfare questions associated with
housing turnovers come about only if the reallo-
cation of housing service, in response to market
forces, takes place efficiently or inefficiently. If
reallocation of housing service takes place
efficiently, filtering in response to deterioration
of housing quality or a temporary misallocation
of resources may well leave aggregate as well
as individual housing welfare unchanged, assum-
ing a perfectly competitive market. If reallocation
does not take place efficiently, there can be a
change in housing welfare as a result of impedi-
ments to the allocation process. If the latter case

1 This is not a particularly new observation regarding the market
for housing. See Wallace F. Smith, Filtering and Neighborhood
Change, 1964, p. 14.

is an accurate description of housing market op-
eration, government policy affecting the supply
of housing and the encouragement of filtering
may be justified.

Market Impediments and Other
Conditions Affecting Filtering

A relevant question concerning housing pol-
icy in light of the above discussion should center
on whether the benefits view of filtering—that is,
a differential rate of decline in housing price and
quality enabling households to acquire better
quality housing (more service) for the same
housing expenditure—is possible in the opera-
tion of a housing market and, if so, under what
conditions? Clearly, this is an important question
from the point of view of housing subsidy pro-
grams, for if government subsidizes housing, via
the supply route, with the intention of improving
housing quality of households indirectly through
the filtration process, it may be that ceteris pari-
bus, (1) no longrun quality improvement will be
realized by those households indirectly affected,
and (2) the quantity of housing services in dwell-
ings contained in quality strata below the level
at which the supply of subsidized housing ap-
pears may actually decline over time.’s In other
words, the stock of housing in lower quality
strata may actually increase in its rate of deteri-
oration because of price declines facing produc-
ers, brought on by the added supply of subsi-
dized housing.

However, if impediments exist in the housing
market that result in an inefficient reallocation of
housing service, in turn resulting in persistent
economic profits to suppliers of housing service
to low income households, then price declines
without corresponding reductions in housing
quality are theoretically possible. Clearly, how-
ever, a condition of persistent economic profits
must be shown to exist before any reliance may
be placed on filtering, as an indirect result of a
subsidized supply of housing, to achieve a
wealth transfer from producers to consumers of
housing service. Various impediments to the sup-
ply of housing service have been alleged to
cause persistent economis profits in the housing

151t should be pointed out here that indirect improvement means
possible secondary benefits beyond those direct benefits
realized by occupants of subsidized housing units. Secondary
benefits would be housing price reductions caused by the
supply of subsidized housing, which are realized by house-
holds through the filtration process. It is the possibility of
these secondary benefits accruing to households not occupy-
ing subsidized housing units that is the primary focus of this
paper.
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market, particularly for suppliers of small bun-
dles of housing service. These impediments will
now be discussed.

Supply Restrictions

The analysis of filtering thus far has been
made under the assumption that the market for
housing is competitive and free from impedi-
ments. No realistic analysis of the market for
housing can be made, however, without recogni-
tion of certain supply restrictions that might alter
competitive conditions and, therefore, influence
the filtering process.

For example, if a perfectly competitive hous-
ing market existed, we would observe a distribu-
tion of households consuming a desired quantity
of housing service from given incomes. Some
households with very high incomes would be oc-
cupying housing units with very large bundies of
housing service, and low income households
would be consuming very small bundles of serv-
ice. If the majority of households (those not con-
suming small bundles of service) take action to
remove substandard dwellings because they do
not like its appearance, fear a general decline in
housing values because of it, or for other rea-
sons, it follows that certain adjustments will take
place in the housing market.

Condemnation of Housing Units: To the ex-
tent that a community systematically destroys or
restricts the supply of substandard housing,'®
holding all other variables constant, low income
households demanding small bundles of service
will be forced to overconsume housing relative
to other goods. This will result in an increase in
the price of housing service for units containing
the minimum standard quantity of service.

If the market for housing is competitive, this
condition would not exist in the long run. As
higher prices are charged by suppliers of mar-
ginally standard units, suppliers of housing in
slightly higher quality ranges would allow units
to “filter down” by being able to provide smaller
quantities of service for the same price. This
process eventually would lead to shortages in
higher quality ranges, and eventually filtering
down would result in new construction. In the
long run, an equilibrium price would be

18 Destruction could come about as a result of urban renewal and
highway construction as well as enforcement of building code
violations leading to condemnation. Restrictions could come
about through zoning and deed restrictions.
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restored.’™ However, if market imperfections
exist which prohibit the filtering down of units,
and it is not more costly to suppliers to produce
small bundles of housing service, it is possible
that producers of housing service in small quan-
tities could begin to earn economic profits.

The question of above-normal rates of return
to producers is an important consideration in the
context of filtering and public policy. If produc-
ers of housing service in small quantities earn
above normal rates of return consistently, it is
possible that increasing the supply of housing
service, through government subsidy or other-
wise, could cause a decline in rents with no de-
crease in the quantity of service supplied. The
net effect of the subsidy would be to promote fil-
tering and to effect a wealth transfer from pro-
ducers of small bundles of housing service alleg-
edly earning economic profits to consumers of
housing service.'® Theoretically, this transfer
should stop at a point where price per unit of
housing service is equal to longrun average cost
of production.” If no economic profits are
earned by suppliers, reliance on filtering to
achieve secondary benefits from a subsidized
supply of housing is incorrect and may actually
result in a quality decline in the remaining hous-
ing stock.

Building Codes, Zoning, Deed Restrictions:
Aside from enforcement of restrictions against
violation of building codes through demolition of
substandard housing, other market imperfections
that constrain the operation of the housing mar-
ket, and are alleged to contribute to the perpe-
tuation of economic profits, include: Building
code restrictions that constrain suppliers at-
tempting to alter dwellings in order to change

17 Exactly how long it would take for this process to work out is
difficult to estimate. Muth estimates that the elasticity of
the supply of new construction with respect to price is very
high. See: Richard F. Muth, op. cit.,, pp. 164-165.

It should also be pointed out that there will be a persistent in-
centive for producers of housing service to allow units to
filter down to substandard levels ‘“‘in violation of the law’’
because of increased returns available due to such a short-
age. How effective local authorities will be in preventing this
from occurring depends on how rigorously building codes and
the like are enforced. In any event, forcing overconsumption
of housing relative to other goods by simply demolishing
substandard dwelling units is obviously only a short run,
symptomatic solution to the problem of substandard housing.

18 This analysis also provides some insight into the order of
magnitude by which one could expect rents to fall if filtering
were encouraged through a subsidized supply of housing.

¥ This process wouid be similar to government regulation of
producers in an imperfectly competitive market, where in-
stead of taxing or regulating excess profits, government in-
creases the supply of subsidized units and indirectly reduces
price. Unfortunately, it must be pointed out that government
action, via zoning, building codes, etc., partially may have
caused economic rents to develop in the first place.



the quantity of service supplied; zoning ordi-
nances that restrict areas of ghetto expansion by
limiting the areas in which dwellings yielding
small bundles of housing service may be lo-
cated; and deed restrictions that specify mini-
mum square footage requirements for new con-
struction, which—when coupled with building
codes and zoning—insure that new construction
will be provided for upper income households in
the housing market.2 These impediments are
viewed as restrictions on the ability of suppliers
to transform the quantity of housing service pro-
duced in small bundles to meet consumer de-
mand.

Technological Impediments: Although crea-
tion of the definition of the homogeneous good,
housing service, makes for ease in analyzing
housing market behavior, this simplification also
makes the supply of housing service appear to
be much akin to problems faced by suppliers of
a continuously manufactured product. This may
be a naive view indeed. In fact, it may be more
difficult for a supplier of housing service to re-
duce or increase quantity supplied because of
physical constraints and the time required to
alter factor inputs to effect changes in supply. In
other words, faced with a decline in rents, a
supplier of housing service will take action to re-
duce quantity supplied per unit of stock, but it
may take time to realize (1) that the rent decline
is permanent, (2) that alteration may be profita-
ble by packaging services in “smaller bundles,”
and (3) because of physical contraints,?' or be-
cause of zoning, building codes, and the like, al-
teration may not be possible. These lags and im-
pediments in the transformation of housing
service are also alleged to allow excess profits
to persist.

Discrimination in Housing: In addition to the
above-mentioned supply restrictions, discrimina-
tion in housing is alleged to result in economic
profits to suppliers of small bundles of housing
service. By charging higher rents for the same
quantity of service, suppliers supposedly earn an
above-normal rate of return only on the basis of
being willing to rent to minority groups.

The question of housing discrimination has
resulted in what has been called ‘the-poor-pay-

2 For an analysis of zoning and its effects on housing, see:
Martin J. Bailey, ‘“Note on the Economics of Residential
Zoning and Urban Renewal,” Land Economics, 35, August
1959, pp. 288-292.

2t For example, a building might have enough space to be con-
verted into two units. Because this may be physically im-
possible to accomplish, however, the owner simply may leave
the space unchanged but completely eliminate maintenance.
Eventually the unit will filter down into a desirable rent range.

more” hypothesis. This hypothesis implies that
because of supply restrictions poor households,
which are normally demanders of small bundles
of housing services, pay more for housing per
unit of service than other households. If this
proposition is true, and it is not more costly to
provide housing in small quantities, then sup-
pliers of housing service in small bundles would
earn economic profits.

Do the Poor Pay More? There have been
many case studies and much empirical research
that have investigated the possibility that sup-
pliers systematically earn above normal rates of
return from nonwhites, or on properties located
in ghetto areas.?? Although studies are too nu-
merous to detail here, most of them have gener-
ally consisted of using either sample or census
data to explain differences in housing expendi-
ture of families living in ghetto versus nonghetto
areas. Using multiple regression techniques,
these researchers attempt to remove the effects
of housing quality and location from housing ex-
penditure. Then, by using dummy variables, rep-
resenting either predominantly white or non-
white (ghetto) census tracts, they attempt to
determine whether a significant relationship ex-
ists between the race (or ghetto) dummy variable
and housing expenditure. A significant relation-
ship implies that occupants in ghetto areas (pri-
marily black) systematically pay more for
housing, holding housing quality constant. The
majority of studies find a significant relationship
between being black (or living in a ghetto) and
housing expenditure.2? Estimates of the so-

2 For examples, see: Martin J. Bailey, “Effects of Race and
Other Demographic Factors on the Values of Single Family
Homes,”" Land Economics, 42, May 1966, pp. 215-220; Robert
A. Haugen and A. James Heins, ‘A Market Separation Theory
of Rent Differentials in Metropolitan Areas,” The Quarterly
Journal of Economics, November 1969, pp. 660-672; John F.
Kain and J. M. Quigley, ‘“Housing Market Discrimination,
Homeownership and Savings Behavior,” American Economic
Review, June 1972, pp. 263-277; ‘‘Measuring the Value of
Housing Quality,’" Journal of the American Statistical Associ-
ation, June 1970, pp. 532-548; Luigi M. Laurenti, “Effects of
Non-White Purchasers and Market Prices of Residents,” Ap-
praisal Journal, July 1952, pp. 312-329; Chester Rapkin,
““Price Discrimination Against Negroes in the Rental Housing
Market,"”” in Essays in Urban Land Economics, 1966, pp. 333—
345; Ronald G. Ridkir and John A. Henning, “The Determi-~
nants of Residential Property Values with Special References
to Air Pollution,” The Review of Economics and Statistics, 49,
1967, pp. 246-257; George Sternlieb, The Tenement Landlord,
1869; and Richard F. Muth, Cities and Housing, 1969, passim.

2 Two studies do not support these findings. One study shows
no significant relationship between race and housing value,
see: Martin J. Bailey, loc. cit. The other study finds a signifi-
cantly positive relationship between race and housing value,
but attributes higher prices to the possibility that it may
cost more to operate housing units in ghetto areas, see:
Richard F. Muth, loc. cit. .
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called ‘“discrimination markup” range from be-
tween 5 and 10 percent.**

Studies dealing with housing discrimination
and “rent markups” are very important to the
issue of filtering, primarily because they provide
the only statistical evidence on the question of
whether above-normal rates of return are earned
by suppliers of small bundles of housing service.
A review of these studies, however, indicates
that it is not clear whether rent markups result
solely because of race differentials or other in-
fluences. For example, in each of the studies
cited above, an attempt is made to remove all
housing quality influences from housing expendi-
ture and “pickup” the discrimination markup by
using a dummy variable. Obviously, if all quality
influences were not removed and some system-
atic influence affecting housing expenditures ex-
ists in ghetto census tracts but not in white
tracts, this systematic influence would be
“picked up’’ in the dummy variable. Such a sys-
tematic influence could be a shortage of housing
units containing small quantities of housing serv-
ice caused by supply impediments, or a combi-
nation of both racial influences and shortages. If
the extent to which shortages exist could be
considered, perhaps by looking at the number of
abandonments or vacancies in the areas studied,
this question could be partially resolved. Clearly,
if a substantial number of abandonments or va-
cancies existed in an area, a shortgage would
not be evident. If, after giving consideration to
the number of vacancies and abandonments and
the dummy variable representing racial differ-
ences still appeared significant, then the rent
markup on racial grounds would be strength-
ened. Unfortunately, when a situation of few va-
cancies and abandonments is coupled with a
significant relationship between racial difference
(ghetto location) and housing expenditure, the
question remains.

Clarification and further study of this prob-
lem would appear to be important on the consid-
eration of subsidies that increase the supply of
housing, with indirect filtering effects in mind as
secondary objectives. Clarification is important,
because if above-normal rates of return are
being earned solely because of race, then the

% In one recent study, however, an estimate of housing expendi-
tures by blacks was made taking into account discrimination
against homeownership, the consequent tax loss and loss in
imputed return on equity. As a result, they estimate hous-
ing expenditures could be as much as 30 percent higher for
nonwhites, given housing quality. See: John F. Kain and
J. M. Quigley, “Housing Market Discrimination, Homeowner-
ship, and Savings Behavior,” American Economic Review,
June 1972, pp. 263-277.
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probability of a reduction in rents coming about
as an indirect result of a housing subsidy would
not be very great. If, however, above-normal
rents are charged because shortages exist due
to impediments in the supply of housing in small
service bundies—which are primarily demanded
by poor, nonwhite households—then rents might
fall in the wake of the increased supply without
corresponding reductions in housing service.?

Market Dynamics and Filtering

Although the preceding section provides
some evidence that the poor pay more for hous-
ing service, there are other considerations deal-
ing with changes affecting the demand and sup-
ply of housing service that must enter the
analysis of filtering before statements regarding
excess profits for suppliers of housing to the
poor can be safely made. To illustrate, the stud-
ies referred to in the previous section, like all
empirical studies using regression analysis, as-
sume that the overall market supply and demand
for housing service are in equilibrium at the time
of study. The price, or housing expenditure, ob-
served and used in the analysis is assumed to
be an equilibrium one. The question of whether
this assumption is valid in light of dynamic influ-
ences affecting housing markets is an important
one.
Shifts in demand, particularly due to
changes in population and income, that charac-
terize rapidly growing urban areas, would ob-
viously affect the price of housing service in a
given community. For example, if low income
families migrate to an area at a faster rate than
other households in a given income distribution,
clearly the demand for housing service in small
bundles will increase relative to the demand for
housing service in larger bundles. This increase
in relative demand will force prices up on small
bundles of service because of a short supply.
Therefore, if rental markups due to racial consid-
erations or supply impediments exist in a given
market at a time of relative change in population
and income, the question of how much of the
markup is attributable to supply impediments
and how much is attributable to a shift in de-
mand immediately arises.

Increases in the price per unit of housing
service in ghetto areas is also related to shifts in

% |t would be very difficult to understand how rent markups due
to race alone could persist in the face of prolonged vacan-
cies in an area. Because of this, it would seem that
premiums probably exist because of racial discrimination,
but only when coupled with a shortage of available units.
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demand in other segments of the housing mar-
ket. For example, if the number of middle in-
come households increases relative to lower and
upper income families in a given community, the
price of housing service in bundles desirable to
middle income households will increase. This
would lead to a shortage of units of the size de-
sirable to middle income households. To the ex-
tent that it is profitable, units containing smaller
quantities of service would be refurbished and
allowed to “filter up” to serve the needs of mid-
dle income households. Filtering up would result
in a shortage in units for lower income house-
holds and an increase in rents. Eventually, the
process of adjustments will ultimately lead to
new construction, and because of competition
everyone would eventually pay the same price
per unit of housing service. The point is, in the
short run, that middle income households will be
absorbing all units filtering down from higher in-
come households and causing some filtering up
of units occupied by lower income occupants.
This series of events may result in a long period
of time between the initial increase in demand
by middle income households and new construc-
tion, and the rate at which units are allowed to
filter down to fill the housing shortage experi-
ence by low income households. This sequence
of events might also explain part of the rent
markups observed in ghetto areas.

Some solace may be found in the fact that
studies on “discrimination markups’” were made
in different cities and yielded fairly consistent re-
sults. The probability that all of the cities studied
would be undergoing the same underlying shifts
in demand by households in ghetto areas rela-
tive to nonghetto areas seems unlikely. It is
clear, however, that housing markets are subject
to frequent changes in demand, and in any em-
pirical work involving housing markets this prob-
lem is always present and difficult to deal with.

A Note on Housing Abandonment

The idea of looking at housing abandonment
and vacancy in an area was briefly discussed in
connection with a test suggested in regard to
discrimination markups in the previous section.
The existence of housing abandonments and/or
vacancies in particular urban areas has recently
been reported 26 and may be of considerable im-

®Frank S. Kristof, ‘‘Federally Subsidized Production, Filtration
and Objectives, Parts | and [I,” Land Economics, November
1972, pp. 309-320 and May 1973, pp. 163-174,

portance to the encouragement or discourage-
ment of filtering from a public policy viewpoint.

If a housing market is experiencing signifi-
cant abandonment or vacancy, this would
indicate that a shortage of substandard units
does not exist. It follows that the probability of
economic profits on substandard units is very
low. If it is observed that households are still
inhabiting substandard units when such a con-
dition exists, it is more than likely because of
a lack of effective demand.z” Clearly, encour-
agement of filtering by increasing the supply of
subsidized housing would have little, if any, bene-
ficial secondary effect. If migration out of a
ghetto in an urban area is causing abandonment
or vacancy, this would also reduce the probabil-
ity of the existence of excess profit on sub-
standard units. Under these circumstances, it is
also obvious that additional subsidized housing
would have little effect on low income house-
holds as far as filtering is concerned.

Empirical Studies of the Filtering
Process

It is apparent from the preceding sections
that the benefits view of filtering is possible if
economic profits persist because of impediments
to transformations in supply of housing. Empiri-
cal studies on the “poor-pay-more” hypothesis
indicate that economic profits probably exist,
but, as indicated in this paper, it is not abso-
lutely clear that racial characteristics are the
sole cause. Rather, as pointed out here, there
appears to be considerable room for argument
that rental markups exist because of impedi-
ments in the supply of housing units yielding
housing service in small bundies, or possibly be-
cause of an increased demand for the units. In
any case, the preceding section points out that
analysis of housing markets is a very complex
problem.

Because of the problems associated with
trying to develop testable hypotheses in specific
housing markets, particularly in light of the con-
tinuous changes occurring in the market and be-
cause of the lack of adequate housing data, at-
tempts to study filtering have generally used
field survey techniques, or what might be called
the “chain-of-moves methodology.”

27 Basically what could be done in a situation such as this, would
be to use housing allowances or direct payments to house-
holds so that eventually the existing stock of housing would
be upgraded.
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This methodology was used in Hartman 23 in
studying the relocation patterns of households
displaced by urban renewal programs. Subse-
quently it was used by Kristof2¢ in examining
the turnover of moves by households in a hous-
ing market in response to new construction. Es-
sentially the method involves tracing, through a
series of interviews, the movement of households
by interviewing occupants of new dwellings, de-
termining the location of their prior dwelling, in-
terviewing those occupants, and continuing the
process. This process continues until the
‘“chain” or sequence of moves ends due to a
new family formation, demolition, condemnation
of a unit in the chain, conversion, or other
causes. The principal objective of the technique
is to gather socioeconomic information on all
households in the chain and to determine the
quality of the units contained in the chain in
order to answer basic questions concerned with:
(1) the number of households improving housing
quality *¢ at the same or lower rent (essentially
the benefits view of filtering), (2) the number of
households directly affected in the chain of
moves, (3) the number of low income households
in the chain of moves, and (4) whether any dif-
ferences exist in the chain of moves associated
with different types of new construction, i.e.,
apartments versus single family units.

Information gathered in these types of stud-
ies is intended to provide evidence as to
whether filtering (described here as the benefits
view of filtering) has actually occurred. By exam-
ining data on rents before and after a move—in
relation to qualitative measures such as
changes, crowding, rating of physical structures,
and attitudes of occupants toward their dwelling
before and after the move—some judgment con-
cerning welfare changes experienced by house-
holds changing occupancy is attempted.

The New York Study

A chain-of-moves study conducted by
Kristof 1 was undertaken in New York City in
the summer of 1963. Beginning with a sample of
64 newly constructed units, interviews with suc-

2% Chester Hartman, ““The Housing of Relocated Familles,” Journal
of the American Institute of Planners, 30, November 1964,
pp. 266-286.

® Frank S. Kristof, ‘‘Housing Policies and the Turnover of Hous-
ing,”” Journal of the American Institute of Planners, 31,
August 1965, pp. 232-245,

% The term housing quality customarily appears in the housing
market literature. Improved housing quality would be the
same as obtaining an increase in housing service as it has
been defined in this paper.

3 Frank S. Kristof, loc. cit.
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cessive households were carried out in the chain
of moves, or housing turnovers, starting with the
occupants of the new units. A total of 154 units
(including the new units) was surveyed, which in-
dicates that 2.4 households changed occupancy
for every one new unit constructed. Survey re-
sults showed that average income per household
decreased in each position in the chain, indi-
cating that successively lower income families
were affected in the series of moves. Of the 154
households interviewed, six moved from sub-
standard to standard units (as rated by those in-
terviewed), and the majority of households indi-
cated a preference toward their present unit
when contrasted with their former dwelling.
Common reasons given for wanting to move were
a change in income, family size, or employment.
The survey results also indicated that the major-
ity of households increased their monthly rental
payment in order to acquire better housing. The
main conclusion reached by Kristof as a result
of this study was that families were generally up-
grading the space and quality of their accommo-
dations, while noting that they did so at an in-
creased rent.

The Lansing, Clifton, and Morgan Study

This study 32 is by far the largest study
undertaken to date utilizing the chain-of-moves
methodology. It was the first study of housing
turnovers done on a national, rather than re-
gional, basis.

In order to obtain data on the chains of
moves started by new construction, the authors
sampled building permit data for new single fam-
mily units and apartments completed in 17 stand-
ard metropolitan statistical areas in the United
States during late 1965 and 1966. The sample
consisted of 1,133 units, approximately equally
divided between new single family units and
apartments in various price and rental ranges.
Occupants of sample units were interviewed, as
were families who took units released by sam-
ple occupants, and so on, until each sequence
originated by the sample units came to an end.
Interviews were taken in various parts of the
country in order to follow chains of moves in
cases where families migrated. A total of 3,039
interviews were completed by the end of 1967.

Survey results showed that housing values
encountered in the successive stages were, on
the average, lower. Beginning with a mean value

32J. B. Lansing, C. W. Clifton, and J. N. Morgan, New Homes
and Poor People: A Study of Chains of Moves, 1969, passim.



of $26,000 for all new single family units in the
sample, units with lower values were encoun-
tered in successive stages and eventually
reached $17,300 in stage six. All sample apart-
ments had a mean rental of $135 per month, and
as units were traced by stage, rents declined
and eventually reached a mean rental of $100
from stage three on.

The study also focused on the extent to
which the lowest income groups are reached in
the turnover process. Using one measure of low
income as $1,000 plus $500 per individual in a
family, survey results showed that an average of
333 low income families made adjustments in
housing condition in the chain of moves for
every 1,000 new housing units constructed. Data
presented in the study concerning improvements
that households realized when they changed
housing units showed that they generally experi-
enced a reduction in crowding by moving to a
larger unit, and expressed favorable attitudes re-
garding their new dwellings when compared with
their old ones. These improvements, however,
did not come at a reduced price. Surveys indi-
cated that the average rental expenditure in-
creased in each position in the chain of moves.

The study provided data regarding the ex-
tent of participation of blacks in the turnover of
housing. Findings strongly indicate that the hous-
ing market is segmented by race. In areas where
blacks represent about 11 percent of the total
population and 8.43 percent of all families in the
same income groups occupying new housing,
only 5 percent occupied newly constructed
dwellings. Interview data showed that in only 3
percent of the total units surveyed did blacks
take units vacated by whites and in only 1 per-
cent of the cases did whites take units vacated
by blacks. In 94 percent of the cases, housing
units were passed to households of the same
race.

Based on findings from this study, the au-
thors generally conclude that poor families bene-
fit from new construction if they move into new
housing or if they occupy any positions in the
sequence of moves begun by new construction.

The Columbus, Ohio Study

This study is the only turnover study done to
date that is specifically related to federally sub-
sidized housing.3* Essentially, the objective of

3 William B. Brueggeman, Ronald L. Racster, and Halbert C.
Smith, ““Multiple Housing Programs and Urban Housing Pol-
icy,"” Journal of the American Institute of Planners, May 1972,
pp. 160-167.

this study was to ascertain what effects subsi-
dized housing programs had in a local housing
market in terms of its effect on housing rents
and prices.

The study centered on federally subsidized
programs which were categorized as moderate
income programs (FHA Section 235, Section 221
(d) (3) BMIR, and Public Housing Homeowner-
ship) and low income programs (Public Housing
Lease, Acquisition and FHA Section 221 (d) (3)
BMIR-RS). Because moderate income programs
were estimated to require less subsidy per
household than programs for very low income
households, to acquire standard housing, an-
other topic of interest was: With a fixed amount
of subsidy dollars, would more units show a de-
cline in rents by injecting subsidies at moderate
income levels or at lower income levels? The
methodology used in the study was similar to the
New York and Lansing studies.

Survey results showed that the number of
housing units affected in the chain of moves ini-
tiated by moderate income programs was greater
than the number started by low income pro-
grams. A greater percentage of housing units
linked to moderate income programs were lo-
cated in areas outside the inner city and were in
better physical condition than those linked to the
low income programs. Generally, households
viewed their new residence as more desirable
than their former residence. The average monthly
rent on units showed no appreciable change by
position in the chain of moves. The rents
charged on units in the turnover of housing were
generally the same for occupants at the time of
the study, compared with rents charged to prior
occupants. This finding suggested that house-
holds moving to units linked to subsidized units
were acquiring units of better quality at the
same rents.?*

The primary conclusion reached in this
study was that more households were affected
with a fixed amount of subsidy dollars by inject-
ing them through moderate income programs
(e.g., Sec. 235, Sec. 221(d) (3) BMIR). In addi-
tion, more low income families (defined as any
household that could qualify for public housing)
improved housing quality with subsidies directed
at moderate income programs than low income
programs. However, when the magnitude of ben-

* By ‘‘same rents” Is meant that the rents charged by owners of
units had not changed appreciably from time of subsidy until
the survey date. This does not mean that households paid
the same rent for units which they acquired when compared
to their former units. In this respect the study referred to
here differs from findings in Lansing, et al., loc. cit. and
Kristof, loc. cit.
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efits from subsidies made directly to fewer low
income families through public housing programs
was examined in relation to a larger number of
households indirectly affected by moderate in-
come subsidy programs, the improvement in the
latter situation appeared to be relatively meager.

A Critical Analysis of Chain-of-Moves
Studies

Use of the chain of moves methodology ap-
proaches the problem of filtering with the objec-
tive of determining whether price changes have
occurred in a series of housing turnovers, in
order to make a judgment concerning changes
in housing condition by lower income house-
holds. This is a direct approach to an examina-
tion of the filtering process, but leaves consider-
able room for improvement.

A first concern with chain-of-moves studies
generally is the lack of a framework for analysis
which would indicate on theoretical grounds
whether filtering (in the benefits sense) is ex-
pected to occur. With regard to the New York
and Lansing Studies, specifically, no hypothesis
was advanced as to why filtering (in the benefits
sense) was expected or not expected to occur
as a result of the new construction traced in
each study. Both studies approach the question
of filtering by simply tracing moves started by
new construction. It has been pointed out in this
paper that in order for a differential between
housing price and the quantity housing service
per unit to exist in the long run, and for filtering
to effect wealth transfers between producers and
consumers, impediments to supply must exist
which result in the persistence of above normal
rents and prices. The studies referred to make
no mention that this condition does, or is as-
sumed, to exist.

The Lansing study seems to imply that the
quantity of new construction which occurs an-
nually may not be exactly equal to demand and
that therefore excess supply could result. This
assumption is the same as Ratcliff's initial obser-
vation concerning filtering, which has been
shown in this paper to be a shortrun phenome-
non. Furthermore, there is no evidence that a
condition of excess supply existed during
1966-1967. In fact, as has been suggested in this
paper, if the new construction traced in the New
York and Lansing studies was simply a result of
a shift in demand (i.e., income or population
change), these studies amount to no more than
tracing adjustments made in the existing housing
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stock in response to an increase in demand.
Admittedly, the distribution of housing service
among households may change in response to
shifts in demand, and these studies may very
well reflect how the redistribution of service
takes place, but unless certain conditions (e.g.,
supply impediments, shortages, etc.) can be
shown to exist in a given housing market, asser-
tions regarding longrun benefits from filtering are
extremely difficult to make.

Because the Columbus study focused on
subsidized housing in a local market, it does not
suffer from quite the same shortcomings evi-
denced in the other studies, with regard to the
general market condition assumed to exist. It
does, however, share with the other two studies
the same limitations of the methodological ap-
proach of the chain-of-moves survey method.

Methodological Considerations: Because the
chain-of-moves methodology examines the distri-
bution of rents and prices in the turnover of
housing at one point in time (at the time of sur-
vey), a general shortcoming of the technique is
that only shortrun effects are observed. For ex-
ample, if a downward price adjustment in the
chain of moves occurs as a result of a new sub-
sidized unit or excess supply, and households
appear to improve their quality of housing, this
may only be a shortrun effect. In order to verify
that they have in fact experienced a longrun im-
provement, a longitudinal study would be re-
quired to observe the condition or quality of the
unit over time. If quality were to decrease rap-
idly, it would be apparent that the improvement
initially observed was only shortrun in nature.

Another problem with the methodology is
that price changes are observed only on units
directly affected in the chain of moves. If the
housing market is reasonably competitive, price
changes will be evident on all competing units in
the housing market. Therefore, any generaliza-
tion concerning changes in housing condition in
the chain of moves understates the total market
change considerably.

Finally, a problem with the chain-of-moves
methodology, as used in studies to date, is that
primary focus is directed to improvement in

"housing quality made by households. The typical

quality indexes used in these studies are
changes in crowding, rent-to-income ratios, and
dwelling quality as perceived by households or
interviewers. The relevant focus in filtering
should not be on households, but whether the
rent or price and quality dimensions of the
dwelling unit have changed. For example, the



relevant data necessary to measure rent change
would be rent-per-unit before and after an injec-
tion of a subsidy in a local market, not changes
in rents paid by households as they move from
dwelling to dwelling. If declines in rents and
prices occur, households, depending on their rel-
ative price elasticities, will automatically bid for
better quality at the lower prices.

The chain-of-moves methodology is not to-
tally devoid of value, however. In a field as di-
verse as housing market research, studies utiliz-
ing this methodology have served to add to the
meager body of knowledge on how housing mar-
kets operate. In addition, findings such as those
contained in the Lansing study, with regard to
racial mobility in the housing market, are valua-
ble insights that could not be obtained any other
way. Examining the relative lengths of the chain
—that is, how soon they end due to in migration
and new family formation—gives some indication
of how tight the market is due to increased de-
mand. Examining locational patterns developed
by tracing movements has value in that it may
provide evidence as to whether a household ob-
tains the same or better quality of housing con-
dition for the same housing expenditure but ex-
periences a real improvement due to a reduction
in transportation costs or amenities present at
the new location.

A Suggested Alternative

It would seem from the foregoing criticisms
of the chain-of-moves methodology that it must
be supplemented with additional methods of
analysis in order properly to examine the filter-
ing process. One suggested alternative would be
the development of a ‘“hedonic” price index.’s
This index would be based on a procedure simi-
lar to that used by Kain and Quigley *¢ in at-
tempting to measure the value of housing qual-
ity. Basically, the technique involves regressing
market price per unit on individual quantity and
quality measures one would expect to influence
housing value. The coefficients for each of the
variables expected to influence value represent
the contribution each makes to total value.
These coefficients can then be combined as
weights to form a hedonic price index.

3 For a discussion of a hedonic price Index see: Zvi Griliches,
“"Hedonic Price Indexes Revisited: Some Notes on the Art,”
1967 Business and Economics Statistics Sectlon Proceedings
of the American Statistical Association.

% John F. Kain and J. M. Quigley, '‘Measuring the Value of Hous-
Ing Quality,”” Journal of the American Statistical Association,
June 1870, pp. 532-548.

The usefulness of such an index lies in
measuring the responsivness of price and rents,
before and after an injection of a subsidized
supply of housing in a local housing market,
while controlling for quality. In order to accom-
plish this task, sample data on housing charac-
teristics and price would be gathered before and
after housing subsidies were made. A dummy
variable would then be used to pick up the
change in price over time. The coefficient on the
dummy variable would indicate the direction and
magnitude of the price change from the time of
the subsidy until data collection, which would in-
dicate whether price has decreased more rapidly
than quality. This process could be repeated as
part of a longer-range longitudinal study.

This suggested methodology would not be
without its shortcomings. It does not get around
the aggregation problem—that is, estimating how
many units in a given market are undergoing
change indirectly as a result of the supply of
subsidized housing.

Although the methodology suggested does
not completely solve the problem of studying fil-
tering, it does provide a measurement of housing
quality that has been totally lacking in studies of
housing turnover. With this quality measurement,
statements concerning improvements in housing
quality could be made with more reliability than
the generalizations that have been made in stud-
ies to date.

Filtering and Public Policy—
Conclusion

Government housing policy traditionally has
been based on a filtering strategy with the ex-
pectation that it will provide adequate housing for
lower income households. As Aaron?® has
pointed out, government—through tax policies
which favor homeownership and allow liberal de-
preciation writeoffs for apartment owners—has
consistently encouraged new construction. Most
of the housing subsidy programs implemented to
date have been designed to provide new housing
units for moderate income households with the
secondary objective of encouraging filtering.®
Based on the amount of funds available for
housing subsidy and the number of households

37 Henry J. Aaron, Sheiter and Subsidies, 1972, passim, and “‘In-
come Taxes and Housing,”” American Economic Review, De-
cember 1970, pp. 789-806.

3 Public housing and the FHA Section 235 and 236 programs are
the best examples of supply oriented programs. As to the
policy encouraging filtering see: President’'s Committee on
Urban Housing, A Decent Home, 1968, p. 95.
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occupying substandard housing, the strategy of
trying to aid as many households as possible,
rather than expending more funds on a few, has
obviously been the course of action adopted
thus far.

The question that arises with regard to filter-
ing and public policy does not center on the
issue of whether or not filtering will occur as a
result of government housing subsidies. It is
clear that regardless of the form of subsidy used
—uwhether it affects the supply of housing units
directly or increases demand with housing allow-
ances—filtering will occur. The more important
question centers on what the longrun effects of
adopting a specific subsidy policy will be on the
existing housing stock, and to what degree
households improve housing conditions because
of it. Based on an examination of the influence
that a subsidy policy has on these questions, ac-
tion can be taken to encourage or discourage fil-
tering, as the case may be.

In order to determine the influence of a par-
ticular subsidy policy, certain conditions must
exist in a given housing market in order for filter-
ing to alter the distribution of housing service
and improve housing conditions for those who
need it. If a filtering-down strategy is being con-
sidered by increasing the supply of housing in a
given area, this paper has reiterated that
longrun improvements in housing conditions by
households indirectly affected by subsidies will
result only if it can be ascertained that supply
impediments have existed in a market that has
allowed consistent economic profits to be made
by suppliers of housing to the poor. Filtering will
only be effective to the extent that economic
profits are eliminated. Any filtering encouraged
beyond this will most likely result in a detrimen-
tal effect on the remaining stock of housing.

The order of magnitude in the amount of
price reduction that filtering can cause before
economic profits are eliminated is not clear. If
empirical studies dealing with rent markups al-
legedly due to racial discrimination are partially
indicative of restrictions in supply, it may be that
a maximum reduction in rents and prices might
only be from 5 to 10 percent. Considerably more
research must be done on the measurement of
housing quality and its sensitivity to price
changes before any statistically reliable estimate
can be made on this point.

This paper has also pointed out conditions
under which a filter-down strategy would be in-
appropriate. Evidence of significant housing
abandonment or prolonged vacancies in areas
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would tend to indicate that the probability of the
existence of economic profits is slight. Additional
filtering down resulting from increasing the sup-
ply of subsidized housing would appear ques-
tionable in such a case. In fact, if evidence of
significant abandonment and vacancy exists, it
may be that a “filtering up” policy is in order,
and direct assistance payments to increase
effective demand may be the most efficient way
to achieve this.

Another observation that must be made re-
garding filtering is that additional research must
be undertaken in a general economic equilibrium
framework, rather than the partial equilibrium
framework used here, to ascertain whether the
source of subsidy funds (provided either through
capital markets via government guarantees or by
tax collections) used in housing, displaces or
causes reductions in housing activity in the pri-
vate sector. If increases in subsidized housing
cause reductions in private construction (be-
cause of government competition for a relatively
fixed quantity of funds, for example), then ques-
tions can be raised concerning how much of a
net increase in supply actually results from
housing subsidies.?*

Finally it should be said that if a filter-down
strategy were employed, even assuming supply
impediments, no guarantee could ever be made
that all households might eventually occupy a
standard housing unit because of filtering. Al-
though some rent and price reductions may be
possible, holding housing quality constant, the
magnitude of reduction may not be great enough
to enable households with low incomes to bid
for a quantity of housing service that would con-
stitute socially acceptable standard housing.
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Social Aspects of Federal
Low Income Housing Programs

By Georges Vernez
Rand Institute, and Robert K. Yin
Rand Corporation

Introduction

This report summarizes the existing re-
search regarding (a) the attitudes of the public,
particularly low income households, toward
homeownership and residence in public housing;
and (b) the secondary effects of homeownership
and residence in public housing. It was prepared
for a single purpose: To provide supplementary
information to HUD Task Force Team 2 in its as-
sessment of Federal housing programs.

The second section of this report summa-
rizes the research findings dealing with the issue
of homeownership. First, it covers consumer
housing tenure preferences as they have been
revealed by attitude surveys. Second, it dis-
cusses the impact of homeownership on people’s
satisfaction, behavior, and mobility. Third, it re-
views the evidence on the presumed relationship
between housing maintenance and homeowner-
ship and the incentives for better maintenance
provided by ownership, particularly as they apply
to low income households. This section con-
cludes with a review of some social impacts of
managerial actions—owner selection, services,
and housing type and site selection—in subsi-
dized homeownership programs for the poor.

The third section of the report summarizes
research on the public housing program, includ-
ing the amount of popular support for this pro-
gram, the impact of public housing on other
social conditions, and the impact of three man-
agerial initiatives that can affect public hous-
ing: Site selection, architectural design, and ten-
ant selection. Appended to the end of this report
is a group of research summaries requested spe-
cifically by the HUD Task Force Team 2 that
provide additional details on individual studies.

The reader should be aware of the obvious
limitations of this report. First, it attempts to
cover only the literature relevant to two specific

Federal housing programs: Section 235 and low
rent public housing. These two programs consti-
tute but a small fraction of the activity of the en-
tire housing market, and thus any review of only
these programs will not necessarily identify the
critical factors affecting homeownership or pub-
lic housing conditions for low income families.
For instance, owner-occupied units subsidized
under Section 235 represent less than 2 percent
of the total owner-occupied units by households
with an annual income below $10,000. Similarly,
the number of public housing units represents
less than 2 percent of the total housing units in
the country. The Federal role is considerably
larger with regard to middle income housing,
through direct loan programs, rent supplement
programs, and income tax deductions.

Second, the research findings generally
have not compared these programs with others
that may seek similar ends. Third, recent re-
search on the social aspects of homeownership
and residence in public housing is sparse, and
many conclusions have to be based on older re-
search that may not capture correctly the policy
options relevant today. Typically, research is nei-
ther sustained over time nor fully representative
of all issues. Finally, this review relies on pub-
lished studies and has not attempted to cover
new research or surveys where the preliminary
results may already be available, but not in pub-
lished form.

Homeownership for the Poor

Limitations of the Research

Homeownership has long been encouraged
by using a variety of Federal policies. These pol-
icies include low interest credit for mortgage
lending institutions; tax incentives; and Federal
insurance and guarantees of home mortgages.
These policies have mainly benefited the middle
and high income groups. Federal housing pro-
grams for low income groups have been mainly
concerned with the provision of rental units. It
was not until the Housing and Urban Develop-
ment Act of 1968 that Congress established a
program of homeownership for low income fami-
lies (Section 235 of the Act).

While there has been much research on atti-
tudes toward homeownership and of the social
and economic effects of housing tenure in gen-
eral, little comparable research has been carried
out on the Section 235 housing program. Much
of the available research is anecdotal. This re-
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search must be interpreted in the light of an im-
portant limitation:

® The Section 235 program of homeowner-
ship for low income families has produced only
an insignificant fraction of the owner-occupied
units in the country (see Table 1); the program is
small even in comparison with the other Federal
subsidy housing programs for low income house-
holds (see Table 2).

The research regarding the attitudes toward
and the impact of housing tenure must also be
interpreted in light of the fact that few surveys
meet accepted standards of statistical sampling.
In addition, there are at least two methodological
and conceptual problems that have been inade-
quately dealt with. First is the identification
problem:

® Homeownership—even in its as-
pects—is multidimensional.

legal

Table 1. Owner-Occupied Housing Units by
Household Income, 1970

Income Section 235 Total Owner-Occupied
Program a Housing Units, U.S.
Below 3,999 8,900 7,557,844
4,000-6,999 224,100 5,748,201
7,000-9,999 130,700 7,330,273
Above 10,000 7,800 19,249,227
Total 371,500 39,885,545

a As of December 1972.

Source: HUD-Task Force Team !l for data on 235 program
and 1970 Census of Housing, Metropolitan Housing
Characteristics, HC(2)-1, Tables A-1 and A-4.

Table 2. Unit Starts—New or Rehabilitated—
Under HUD’s Low-Income Housing
Programs, 1969-71

Low-Rent
Section 235  Public
Year Program Housing Others Total
1969 2,715 79,246 79,925 161,886
1970 48,000 102,000 91,792 241,792
1971 144,600 100,000 131,999 376,599

Source: HUD-cited in Taggart (1971).

In the minds of most people, homeowner-
ship forms a single, unified image including the
form of tenure, housing type, and location. Few
studies have attempted to control for those other
aspects of homeownership other than the form
of tenure. In the absence of such controls, their
findings cannot be conclusively interpreted.
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Second:

e Ownership includes a wide variety of dif-
ferent legal forms.

Conceptually, homeownership may include a
variety of different rights, powers, privileges, and
immunities into which it can be desegregated.
Single family ownership differs from coopera-
tive-apartment or condominium ownership. The
set of ownership rights and liabilities also differs
depending on the institutional setup. Typically,
research has not dealt with this issue, and, as a
result, comparison of findings between studies
cannot be readily made.

Preferences for Homeownership

General Preferences: For the last 40 years,
attitude surveys have consistently shown that
more than 70 percent of the country’s population
desire homeownership for themselves (Meyerson,
et al., 1962; Foote, et al., 1960; Michelson, 1966;
Sengstock, 1969). This preference is shared by
all income, ethnic, and age groups, though there
are small variances (Wilner, et al., 1962; Grigsby,
1971; Hinshaw and Aliot, 1972; The Committee
on Housing Research and Development, 1972).
For instance, in their comprehensive study, Mey-
erson et al. (1962) indicate that:

The degree of preference for homeownership varies
among income groups. In the upper-income group it runs
to about 80 percent, in the middle-income group to 75 per-
cent, in the low-income group to 66 percent.

This majority preference for homeownership
appears to have been stable over time. Further-
more, Hinshaw and Allott (1972), who described
the housing preferences of future college educa-
ted consumers of all social and economic back-
grounds in New York City, found that the desire
for single family homeownership is not in the
process of radically changing:

The recent attention given to the ‘counter-culture’ and
its contemplation of alternative life styles is not reflected
by our respondents, who seem to prefer housing environ-
ments similar to current patterns.

Nor does it appear from review of these atti-
tude surveys that a person’s previous experience
or present location affects these preferences
drastically. In short, there seems to be ample ev-
idence for the common notion that “the ambition
to own one’'s home is shared by virtually all
Americans” (National Advisory Commission on
Civil Disorders, 1968).

Regarding low income families, one indica-
tor of their desire for homeownership may be
provided by the “waiting list” to participate in



governmental or privately subsidized homeown-
ership programs for the poor. For instance,
within 56 months of the inception of the new Sec-
tion 235 homeownership program, FHA had re-
ceived applications for more than double the
amount of housing that could be approved for
assistance payments under existing appropria-
tions (NAHRO, 1969). Frieden and Newman
(1970) report that in four private ownership pro-
grams they surveyed, there were as many as five
applicants for each of their houses. Also
Grigsby (1970) in his housing study in Baltimore
concluded that “the potential demand for home-
ownership among low income families, even in
the short run, clearly exceeds by a considerable
margin the combined volume of ownership being
supplied through public programs and the pri-
vate market.”

In summary:

® Research has consistently indicated a
strong preference for homeownership by the
general population and by low income groups.

Specific Preferences for Attributes Related
to Homeownership: The motives for homeowner-
ship are many and closely interrelated. Home-
ownership may represent upward social or eco-
nomic mobility, increased privacy, a separate
plot of land, or other characteristics that are
really the source of an expressed preference for
homeownership in general. For instance, Meyer-
son, et al. (1962), quote a survey made by the
editors of Architectural Forum in 1937. The sur-
vey showed that:

Four out of five persons who preferred homeownership
did so because they liked the ‘feeling’ of homeownership
and liked to be able to fix up their dwellings to suit them-
selves. These two points accounted for half of all the ex-
pressed motives. Men stressed their pride in ownership and
its attendant independence, and women, the opportunity
ownership provided for change in the dwelling. The relative
strength of independence as a value was greater among
the older families than among the younger, higher in the
middle-class than in the [ower middle-class, and greater for
smaller families than for larger ones. The editors con-
cluded that ‘the urge to own is based more on emotional
than on financial grounds; it is more concerned with satis-
faction of the ego than with considerations of economy.’

Also, Foote, et al,, in their study on Housing
Choices and Housing Constraints, indicate:

The very fact of homeownership seems to give many
people a larger measure of prestige and social status than
they obtain through rental tenure. These persons believe
that, in the eyes of the community, they become stable and
dependable citizens when they become homeowners.

Expressed preferences of ownership over
tenancy as a form of tenure also appears to be

intertwined with preferences for single family
housing and the private yard that typically is as-
sociated with it, and for suburban location and
privacy. In many questionnaires, the reasons
given by families for wanting to own their own
home is “a yard,” “room for the children to
play,” “quieter,” ‘““‘no one overhead or underfoot
to complain about the noise,” and “increased
freedom of action.” In Sengstock’s study (1969),
for instance, “You have your own yard,” was the
most frequently mentioned reason for desiring
single family homeownership—91 percent of
those that had purchased. In Ladd’'s survey
(1969), of 60 black youths of the lowest socioec-
onomic status of a junior high school in a
blighted area of Boston’s Roxbury-North Dor-
chester area, 54 indicated they wanted suburban
housing:

A one-family house with a big fence around it . . . a
garden and a place where kids can play.

Again, these preferences appear to cross
ethnic, age, and income groups (Rainwater,
1970; Hinshaw and Allott, 1972; Committee on
Housing Research and Development, 1972).
Schermet and Levin (1968), reviewing a few mar-
ket studies conducted among middle and moder-
ate income black households, indicate a strong
preference among these households for de-
tached houses, individual lots, and other features
that are more characteristic of suburbia than
central city. Steinitz (1971) reports that in a
study of preferences for photographs of houses,
both urban and suburban fourth and seventh
graders preferred suburban houses.

All those studies suggest that:

e Attitude surveys have not adequately dis-
tinguished preferences among ownership and the
qualitative dimensions associated with homeown-
ership: e.g., single family housing, suburban lo-
cations, individual plots of land, upward mobility
and status, and improved sense of social well-
being.

Homeownership, the suburbs, and the single
family detached house form a single unified
image in the minds of most Americans (Marcuse,
1972). This image is not without cause: 83 per-
cent of all single family detached occupied units
in SMSAs are in fact owner-occupied; 75 percent
of all occupied units in metropolitan areas lo-
cated in the noncentral city parts of those areas
are single family detached units; and homeown-
ership is in fact the form of tenure of 71 percent
of the occupied housing in these suburban
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areas.! As a result of this interdependence,
which analysts have too often failed to recognize
—an exception is Grigsby (1971)—the specific
attitudes toward ownership as a form of tenure
cannot be stated singularly.

Preferences for Homeownership of Low In-
come Families: Some research has focused on
the preferences for type of homeownership
among low income families. This research has
generally shown that such a preference is highly
related to considerations concerning the families’
immediate housing conditions. For instance,
Louis Harris and Associates (1969) surveyed a
representative sample of heads of households in
New York City neighborhoods in transition from
predominantly white occupancy to predominantly
nonwhite occupancy. They found that, at best, no
more than just 30 percent have any real desire
to participate in a cooperative ownership of their
building. The idea of cooperative ownership,
however, was more popular among those re-
spondents with the most current housing prob-
lems, who tended to be in lower income brack-
ets, and were black or Puerto Rican. Such
respondents were clearly motivated more by a
desire to find some source of satisfaction for
their housing grievances than by any commit-
ment to homeownership.

Other studies have found that the desire for
homeownership by low income families drops
sharply if the location is not changed. Grigsby’s
Baltimore study (1971), for instance, found that
prospective purchasers did not want to purchase
homes in their own neighborhoods. When
George Sternlieb (1971) asked welfare recipients
whether they would be interested in measures
leading to the owning of their present apart-
ments, he found that even of those who said yes,
more than half said that they would not be inter-
ested in any apartment or homeownership that
involved staying in the same neighborhood. It is
not clear, however, whether this desire is moti-
vated more by dissatisfactions with the neighbor-
hood or with the dwelling unit than by the
impossibility of reaching the type of homeowner-
ship that is associated with single family dwelling
and suburban location.

In summary, research suggests that:

® Only a minority of low income families
would desire to participate in cooperative owner-
ship or to own their present dwelling unit.

11970 Census of Housing, Metropolitan Housing Characteristics,
HC(2)-1, Table A-3, A-4.
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Social Aspects of Homeownership

Beyer (1965), in his compendium of the non-
technical aspects of housing, concludes:

. social and psychological factors probably play a
role just as important as economic factors when the indi-
vidual family makes a decision concerning whether or not
to buy a home.

There is nevertheless little empirical support
for the conviction that “a man who owns his
home acquires a new dignity or that becoming a
homeowner transforms him.” The evidence of the
social and psychological impact of homeowner-
ship is mostly anecdotal, especially as it con-
cerns low income families. In addition, no re-
search has separated the tenure aspect of
homeownership from its associated qualitative
dimensions, including, among others, single fam-
ily dwelling unit and location.

A sociological study undertaken in 1947
(Rosow, 1948) found that homeownership may
satisfy important emotional goals of the family.
Listed as goals were {(a) ego satisfaction (family
pride in owning, and its desire for self-expres-
sion and creativity); (b) family security (a stable
location and family symbol); and (c) psychic se-
curity (being one’s boss, having a sanctuary, and
the romatic nostalgia attached to homeowner-
ship). This study found that status and prestige
also ranked high in importance. Following were
certain living-pattern goals (domicile, facilities,
neighborhood, and location). Then came financial
goals, and, finally, other reasons such as family
tradition or a passively accepted cultural goal.
Another study stated the case for homeowner-
ship, also in terms of social reasons (Muller,
1953). The social reasons given, which overlap
with the above, include (a) security and stability,
(b) higher status in the community, and (c) better
citizenship.

These older studies concentrated on middle
income and high income families. There has
been no systematic objective documentation,
however, of changes in attitudes, satisfactions,
or aspirations of low income homeowners, and in
particular of the participants to the Section 235
program or to private programs promoting home-
ownership for the poor. Only anecdotal evidence
has been reported. For instance, Frieden and
Newman (1970), after analyzing four pilot proj-
ects designed to facilitate homeownership for
the poor involving some 600 families in four
large cities, reported:

As for benefits to family life, all the projects cited in-
dividual cases in which children who had been dropouts
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returned to school, men found better jobs, and families re-
duced their credit obligations. However, most of these re-
ports are anecdotal . . . and since the pilot programs pro-
vided help and counseling with budgets, credit and
employment, as well as housing, it is impossible to claim
that improvements were the effect of ownership alone.

In considering claims that homeownership will produce
various motivationa! benefits, it is useful to recall . . .
[that] . . . a single housing measure proved insufficient to
cure the multiple problems of low-income families. The
present argument about the motivational effects of owner-
ship is uncomfortably similar.

In another report, the Commission on Civil
Rights (1971) indicates that most buyers in the
235 program interviewed by Commission staff
were well satisfied with their purchases. Only a
relative handful of buyers—those who had pur-
chased houses with major defects—were ac-
tually sorry they had participated in the program:

Typically one black Philadelphia buyer said: “It's a
beautiful program. | feel | stepped way up. You always try
to better yourself.” A black buyer in Denver who told Com-
mission staff that she had now ‘‘come off welfare and
found a job,” explained: “The program gave me encourage-
ment and a little boost.”

It is difficult, however, to separate the im-
pact of tenure from the economic aspects of this
program. Reportedly, a substantial proportion of
235 buyers are paying less in the way of pay-
ments for homes they now own than they were
paying for homes that they merely rented (Com-
mission on Civil Rights, 1971).

In conclusion, the sparse evidence suggests
that:

® Even if homeownership is associated
with deep-seated feelings of pride, psychic secu-
rity, and residential satisfaction, these effects are
difficult to attribute to the fact of homeownership
alone.

Furthermore, as suggested by Schorr
(1963), it must be noted that satisfaction with
housing is multidimensional: There are tradeoffs,
and any specific factor such as ownership may
disappear or be cancelled out by the effect of
another factor.

One possible significant impact of home-
ownership may be its stabilizing effect on the
low income family’s residential mobility. The
1970 Census of Housing indicates that approxi-
mately 44 percent of homeowners and 14 per-
cent of renters had been in their present accom-
modations over 10 years.2 A study by McAllister,
et al. (1971), based on a longitudinal survey of

2 Ibid.

1,476 households in 43 U.S. metropolitan areas
over a period of 3 years (between 1966 and
1969), found that tenure—whether or not the
dwelling unit was owned or rented—was the only
variable to have a statistically significant effect
on the black/white mobility differences. A total
of 10 percent more blacks than whites moved
during the period; all but 4 percent of blacks re-
mained within the same city or town, as com-
pared with 17 percent of whites. The authors
concluded that the slightly greater mobility of
blacks is a result of their tenure status rather
than of racial, demographic, socioeconomic, or
attitudinal differences. Indeed, blacks are fully 30
percent more likely than whites to be renters (69
percent to 39 percent). They suggest that whites
who rent are more likely to do so by choice be-
cause they anticipate a future move, while
blacks who rent are likely to do so more as a re-
sult of the biased housing market than by
choice. Also, the Committee on Housing Re-
search and Development (1972) found that low-
middle income homeowners residents of scat-
tered sites had a much lower expected mobility
than the low income renter residents of the two
housing projects in Rockford, lllinois: A total of
28 percent expected to move versus 60 and 75
percent for the two housing projects, respec-
tively.
In summary, research suggests that:

¢ Homeownership leads to greater residen-
tial stability.

One basic reason for this stability, but cer-
tainly not the only one, is the fact that standard
amortization procedures do not lead to a signifi-
cant buildup of equity in the first 3 to 4 years
after buying. In the 235 homeownership program
for the poor, the lag time may be typically even
longer. This is due to its interest subsidy tech-
nique: The subsidy is built up into the lower in-
terest rate the beneficiary pays, rather than as a
direct loan to the buyer. Taggart (1970) com-
puted that, for instance, after 15 years of pay-
ment on a 30-year, $15,000 loan at the 8.5 per-
cent FHA rate, the homebuyer will have
accumulated only $3,200 in equity. If, instead,
the Government provided a direct loan to the
homebuyer at a 1 percent rate, he would have
$6,950 in equity after 15 years.

Two questions are raised by the stabilizing
effect of ownership and the form of subsidy for
the low income homeownership Section 235
housing program. The first deals with the long
lag time before any equity is built up on the
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housing expenditures as an investment. If the
family is forced to remain a long period of time
in the same unit, it may incur other costs in the
form, say, of decreased access to job opportuni-
ties. The second has to do with the objective of
homeownership as a source of financial security:

Equity represents the investment-security factor of
homeownership. It is especially important to low income
persons for whom homeownership is the only practical
means for establishing a savings program and securing
thereby some degree of financial independence. For them,
homeownership is a form of security against financial ad-
versity in the future (Sengstock, 1969).

This suggests that the interest subsidy technique
tied to interest rates is not very well suited to a
homeownership program for the poor: It detracts
from one of the homeownership’s most important
benefits—the financial security it may provide.

Maintenance

Relationship between Maintenance and
Homeownership: The most often quoted ration-
ale in support of homeownership for the poor is
its presumed effect toward better maintenance or
at least prevention of the deterioration of the
housing stock (Bethum, 1973; Civil Rights, 1971;
Hearings on Housing and Urban Development
Legislation and Urban Insurance, 1968). A corre-
lation between homeownership and better physi-
cal maintenance appears to be accepted on both
sides of the Atlantic and even by those who
might otherwise not be expected to agree so
strongly on matters of policy, such as The Na-
tional Association of Manufacturers (1969), and
The National Tenants Organization (1969). Ac-
cording to the Economic Commission for Europe
(1969):

Owner-occupiers are mostly good managers. They
maintain their dwellings largely themselves, and only call
in a craftsman for special work. The owner looks after his
dwelling particularly well because it is his own. He regards
work on his house an agreeable spare time hobby. It may
be concluded that housing of this class is durable because
it is well maintained.

In the lease hold sector the problem is often very dif-
ferent. The tenant generally tends to take less care of his
dwelling. The landlord, trying to obtain the best possible
return from the building, tends to keep maintenance costs
down to a minimum.

National housing surveys have produced
some evidence that owner-occupied housing is
kept in better condition than rental housing. Ac-
cording to the 1970 Census of Housing, 29 per-
cent of renter families with incomes below
$6,000 in metropolitan areas were living in sub-
standard housing, compared with 20 percent of
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owner-occupants (Frieden and Newman, 1970).
However, the relationship between substandard
housing and maintenance is too tenuous to draw
any definite conclusion about it. Moreover, a
self-selection process running from better main-
tenance to ownership may have taken place; in
other words, those placing a greater value on a
well-maintained residence may also gravitate to-
ward ownership. One is led to question whether
such families are typical of the low income
renter family in general (Grigsby, 1971).

There is, however, further, although not con-
clusive, evidence of an association between resi-
dence-ownership and building maintenance.
Grigsby (1963) estimated that expenditures by
resident-owners for maintenance purposes are
larger than those for equivalent rental units.
George Sternlieb (1966) found that resident-own-
ership in Newark was the single most basic vari-
able which accounted for variations in the main-
tenance of slum properties. Unfortunately, the
study did not control for other variables, includ-
ing owners’ and tenants’ income. Finally, Homer
and Rydell (1973) found that in New York City
owner-occupancy of a building enabled the larg-
est amount of discrimination between abandon-
ment and nonabandonment buildings. In other
words, buildings occupied by their landlord
tended to have a considerably smaller chance of
being abandoned by their landlord.

Possible Motives for Homeowners’ Mainte-
nance: The reasoning behind the expected cau-
sal relationship between better maintenance and
homeownership is that the owner has social in-
centives—pride, status, personal enjoyment,
community respect—as well as economic incen-
tives for the upkeep of his property, most of
which are absent for the renter. In particular,
vandalism should be minimized. Frieden and
Newman (1970), in their study of four homeown-
ership programs for the poor, reported:

. . . the projects we studied found that even families
who had formerly lived in squalid apartments, which they
not only failed to maintain but often damaged further, took
excellent care of the homes they owned. Apparently, a
combination of pride of ownership, realization that the
house was an investment, and freedom from the depend-
ence on a landlord for repairs prompted them to maintain
and improve their homes.

On the other hand, in Sullivan’s 1971 study
of comparable middie income housing projects
—one rental, the other cooperative—in New
York -City, in response to the question, “If you
noticed children marking up the lobby of this
building, what would you do?” 76 percent of the
cooperators said they would intervene immedi-



ately; 60 percent would call for the parents; 12
percent would call for the manager. The compa-
rable statistics for the rental project were 62
percent, 12 percent, and 2 percent. Sullivan does
not interpret these differences as indicative of
fundamental differences in attitude.

The second factor that may induce the
owner to maintain his dwelling unit adequately is
that it may lead to a greater value of the unit
and to economies to the owner because major
repairs may be avoided. As long as the tenant
under the typical lease commitment commits no
nuisance, the only advantage he gains out of su-
perior maintenance is possible personal enjoy-
ment of a temporarily better quality of housing. If
he does commit vandalism or other nuisances,
his economic responsibility is often limited to his
security deposit, while an owner has equity in
his house. Note, however, that if any savings in
day-to-day maintenance or long-run repairs were
reflected in savings in the occupancy cost to the
tenant, he would have the same incentive for
maintenance as the owner-resident has now.

A third factor that may lead to better main-
tenance is the owner-resident’s opportunity to
substitute his own labor for out-of-pocket ex-
penditures in maintenance activities. One study
(Grigsby, 1963), which attempted to take into ac-
count the value of the owner’s own investment of
time and effort, indicates that in 1960 the aver-
age expenditure per dwelling unit for mainte-
nance was about $370 for the owner-occupied
home, and $150 for rental units. But the opportu-
nity for the owner-resident to substitute his own
labor for monetary expenditures may vary de-
pending on the skills and experience of the
owner (BSD, 1970), on the type—single or multi-
family—of dwelling unit and on age, construction
materials, and size.

Finally, neighborhood process, public ac-
tions, and expectations about future public ac-
tions are important factors that will affect the
incentive effect of ownership. The findings of a
study of the Watts district by Fred Case (1966)
are instructive:

To a considerable extent (the attitudes of property
owners) toward repairs were conditioned by their future ex-
pectations. . . . their feeling that little cooperation could be
secured from various public agencies.

Numerous studies have established that the
decision to move is highly correlated with neigh-
borhood dissatisfaction and with the perceived
quality of public services provided to the neigh-
borhood (Rossi, 1955; Foote, et al., 1960; Droett-
boom, et al, 1971; Kasl and Harburg, 1972).

Neighborhood characteristics thus may be as im-
portant to the quality of maintenance as any fac-
tor related only to an individual housing unit. For
instance, parallel conduct of neighboring prop-
erty owners (or residents) is required for the
quality of maintenance and repairs to have a
maximum effect on property value. To the extent
that the economic and social incentives to better
maintenance lie in the prospect of an ultimate
increase in the capital value of the property,
these public and neighborhood actions will be of
decisive importance.

Maintenance by Low Income Homeowners:
Many studies have indicated a correlation be-
tween low income and lack of skills and/or ex-
perience necessary to handle home maintenance
and repairs. Ruby B. McZier reports:

Frequently, the Section 235 mortgager is not equipped
with the necessary skills or know-how to deal effectively
with maintenance and repair problems. Repairs which in
time become routine may appear overwhelming to a novice
homeowner. A survey of construction complaints reveals
that among the listed defects are such items as cracking
or chipped plaster, popping nails, faulty plumbing, etc. This
is not to imply that complaints are unwarranted. However,
the average homeowner handles such repairs on a daily
basis, and knows who to contact for major -zpairs. On the
other hand, the 235 mortgager often lacks the benefit of
previous experience and hence the awareness that as
homeowner he will be faced with most minor maintenance
and repair responsibilities.

Furthermore, since many maintenance tasks
and/or major repairs require both unskilled and
skilled labor (BSD, 1970), the opportunity to the
owner to provide his own labor is linked to his
ability to purchase materials and supplementary
skilled !abor. Consider the situation found by the
House Committee on Banking and Currency
(1970) in its investigation of Section 235 pur-
chases:

In one place there was a leaky commode which per-
haps could have been fixed by a handyman. However, the
welfare mother purchasing the house neither had the
money nor the ability. As a result, the entire ceiling caved
in.

What the individual can do to maintain his
own unit is greatly reduced in a multistory, cen-
trally heated building with common lawns, com-
munity rooms, laundries, and playgrounds (Mar-
cuse, 1972). The impact of structural type on the
possible scope of self-maintenance is obvious.
One study (Organization for Social and Techno-
logical Innovation, 1969) of tenant participation
in public housing examined the alternate ways in
which, in projects in Baltimore, Cleveland, and
several other cities, residents might best be in-
volved in the maintenance process. The study
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concluded that the tenant maintenance corpora-
tion was economically the most feasible vehicle
because the major part of the labor involved was
not specific to each tenant’s own unit, but rather
involved maintenance of common and shared
areas—work on vacant apartments, outside re-
pairs, or skilled labor.

For a realistic assessment of the link be-
tween better maintenance and homeownership
for the poor, it is necessary to be aware of the
economic constraints and other environmental
factors. As suggested above, all the incentives
may not work if the low income family does not
have either the resources to purchase materials
or supplementary skills. Ownership exposes to
the owner-occupant the hazards of unusual re-
pairs, especially in low cost new housing in
which, too often, longrun durability has been
sacrificed for low initial cost (Committee on
Housing Research and Development, 1972).
Maclntosh (1952) summarizes this problem:

On the whole the owner-occupier tends to keep his
home in good repair because it is his property and he has
pride in it . . . . It does not follow that tenant ownership
should be recarded as the ideal state of the small house
or that one should necessarily start a campaign for a
house purchase. The owner-occupier who has little capital
can easily get into difficulties when large repairs are re-
quired or demands made. . . . There ought always be some
method of adjustment by which the owner of a small house
is as well placed as his neighbor who looks to the local
authority as his landlord when questions of clearance, ex-
tensive repairs, or other public actions arise.

To some extent, tenancy accomplishes such
a result. Hypothetically, a landliord will compute
his average maintenance and repair expenditures
over the anticipated period of his ownership, di-
vide by the number of units and the number of
months, and charge that amount per months for
maintenance (Marcuse, 1972). Although it is
hardly an insurance policy, the risk is neverthe-
less thus spread out among a number of units,
and funded over an extended period of time. The
Turnkey lll program, by providing a reserve for
nonroutine repairs collectively among all the oc-
cupants of a project, spreads the risk in a some-
what similar manner.

In summary:

® There is some, though not conclusive,
evidence of a relationship between landlord resi-
dence or owner-residence with better building
maintenance.

For low income homeowners, however, the re-
search suggests that:
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e Ownership incentives for good housing
maintenance may not always be realized, be-
cause low income households may lack the
means—economical and/or skills and experi-
ence—required for maintenance efforts.

Management of Subsidized Homeownership
Program for the Poor

The little systematic research assessing the
impact of the Section 235 or of private programs
designed to facilitate homeownership for low in-
come families stresses the importance of mana-
gerial actions for their success or failure. These
managerial actions generally fall into three cate-
gories: Owner selection, supporting service, and
type of housing and site selection. These three
factors appear to determine whether a project
will be successfully operated and whether the
program will succeed in opening up housing op-
portunities for minority families outside areas of
existing minority concentrations.

Owner Selection: The main criterion for
owner selection is family income. The housing
official has to balance the desire to serve the
lowest income family possible against budgetary
constraints and the sale price of housing. One
limitation is that the interest subsidy provisions
of the 1968 Housing Act, while designed for low
income families, are not designed for the poorest
(Freedman, 1969). The result is readily reflected
in owner characteristics: In December of 1972,
out of 371,523 families participating in the Sec-
tion 235 program, only 2.4 percent had a gross
income below $4,000; 60.4 percent had an in-
come between $4,000 and $7,000; and the bal-
ance (37.2 percent) had incomes exceeding
$7,000. Friedman and Newman (1970), however,
suggest that income and credit rating alone are
not very useful in screening families for low in-
come homeownership programs. In particular,
they cite two Federal agency studies of mort-
gage defaults and foreclosures that have failed
to find a significant correlation between high fail-
ure rates and low incomes. The criteria they sub-
stituted in the four pilot projects they reviewed
include: Steadiness of income and employment,
credit history (which differed from the usual
credit “rating”’), marital stability, and motivation.
Instability of the family’s income and its mem-
bers’ employment is, of course, a factor which
adversely affects many low income families,
whether they own or rent. Typically, the low in-
come family is more vulnerable to cyclical dis-
posable income variations due to the impact of



variations in the national economy or simply due
to family circumstances—an accident, an illness,
or other events. These events may force the fam-
ily to substitute housing expenditures for other
necessary expenditures.

It appears also that allowing the families to
rent their houses for a trial period before buying
may be critical to screen out families who may
not succeed as owners and thus minimize the
risk of mortgage foreclosure (Friedman and New-
man, 1970). Indeed, several studies have shown
that the risk of mortgage foreclosure is greatest
during the first year or two of payments. Also,
Ruby B. McZier, Acting Chief of Homeownership
Assistance Branch (HUD, undated), indicates
that:

It is noteworthy that an informal study of Section 235
failures discloses that in over 60 percent of terminated
cases, the mortgager had made three or less payments.

A trial period may be especially useful to
identify those people who are particularly dissat-
isfied with the change in neighborhood. Accord-
ing to McZier (HUD, undated), in many instances
of abandoned properties the mortgager returned
to the neighborhood in which he lived prior to
his 235 purchase. Thus, if a family is legally a
tenant during the trial period and is unable to
maintain payments or is dissatisfied with the
neighborhood, it can simply terminate its lease
and thus avoid the costly and damaging process
of foreclosure.

In summary, the research suggests that:

® Steadiness of income and employment—
rather than the level of income alone—deter-
mines the success of a family as a homeowner.

® The homeownership programs need to
screen carefully their beneficiaries in order to
minimize the risk of mortgage foreclosure. But
submitting families to such selection procedure
may invade their privacy.

® In this context, a trial period before buy-
ing may be critical to screen out families who
may eventually fail as homeowners.

Supporting Services: Postselection support
services to the families appear also to be of
great importance to the success of homeowner-
ship programs. Friedman and Newman (1970) in-
dicate that in the pilot projects they studied:

The sponsors were notified whenever an owner fell be-
hind with his mortgage payments; they knew when a man
was out of a job or when a couple was having marital
trouble and they stood ready to help. If necessary, some
were prepared to buy back the house.

McZier (HUD, undated) believes that untold
added incentive can be gained merely by assur-
ing the mortgager that someone is genuinely in-
terested in his success as a homeowner. In an
evaluation of a Turnkey Il project in Mississippi
designed to encourage low income family home-
ownership (NAHRO, 1969), the training program
was rated “of particular importance to the suc-
cess of the project, for many of the residents
have had little formal education, and almost no
knowledge of mortgage financing, budget keep-
ing, home maintenance skills, and other aspects
of homeownership.” Typically, the services re-
quired include employment counseling, consumer
education—including budgeting, buying habits,
and use of credit—home management, and main-
tenance skills—including cleaning techniques,
home safety, use of storage space, techniques for
tackling minor repairs—and classes in responsi-
bilities of ownership.

The need for supporting services in home-
ownership programs for the poor may make such
programs particularly expensive, although no
studies have attempted to price them out. Yet
the cost of these services is an important issue.
To a large extent, the goal of a high volume of
housing production will necessarily compete with

~ the goal of helping poor families succeed as

homeowners. It also raises an obvious issue of
equity: Is it fair that low income families
screened to become homeowners should get
higher subsidies and/or services than families
slated to be renters?

If left on their own to shop for housing with
brokers of their choosing, low income families
participating in subsidized homeownership pro-
grams are particularly exposed to abuses and to
a limited choice. The report on the Section 235
program for the Commission on Civil Rights con-
cluded that:

Speculators had been permitted to profit under the
program at the expense of lower-income buyers, many of
whom are unsophisticated in the complexities and techni-
calities of housing and home finance.

Low income families are likely to have less infor-
mation about real estate prices, and they are in-
experienced to bargain in buying a commodity,
in the purchase of which bargaining is almost
uniquely important (Marcuse, 1972).

Among low income families, minority fami-
lies appear to be at a particular disadvantage in
the homebuying market, whether private or gov-
ernmental. In its evaluation of the Section 235
program, the Commission on Civil Rights (1971)
indicated that:
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Most of the poor quality housing was existing housing
located in the central city and nearly all had been pur-
chased by minority families. Thus minority families have
suffered disproportionately from the abuses that have oc-
curred under the program—the same abuses that have oc-
curred in connection with other nonsubsidized federal
housing programs that are operating in the central city.

Also, Foley (1973), in his review of factors
affecting the housing choices of minorities, re-
ports that only a small proportion of minority
households are willing to make a persistent
search for housing in neighborhoods completely
separated from concentrated minority areas:
“Determination and self-confidence are needed
to carry a household into unfriendly territory and
likely rebuffs.” In the case of Washington Park in
the Boston area, “less than 5 percent of the fam-
ilies in a 10-month period actually inspected a
dwelling outside of Roxbury and the families
used public and voluntary bodies very little to
assist them in hunting outside . . . .” (Watts, et
al., 1964). In a recent Los Angeles study, it was
found that most blacks still living in concen-
trated black areas had made no attempt to look
for housing outside these areas (Bullough, 1969).

Finally, there is substantial, although not
conclusive evidence of the existence of a mark-
up in price to the detriment of black households
(Kain, 1972; Rapkin, 1969). Muth (1969) estimates
a 10 to 20 percent markup for single family owner-
occupied units. Ridker and Henning (1967)
found a 5 to 8 percent markup on single family
homes in St. Louis. Kain and Quigley (1972)
show the negative impact housing discrimination
has had on Negro homeownership, on their
housing costs, and capital accumulation: Persist-
ence, a thick skin, and a willingness to spend
enormous amounts of time house-hunting are
minimum requirements for nonwhites who wish
to move into white neighborhoods. They con-
clude:

These psychic and transaction costs may be far more
significant than out-of-pocket costs to Negroes considering
a move out of the ghetto (Kain and Quigley, 1972).

In summary, research suggests that:

® Homeownership programs for the poor,
at least the present subsidy levels, require the
delivery of complementary services of a highly
personalized nature. This requirement may con-
flict with the goal of a high volume of housing
production.

e More than an income strategy appears to
be needed to combat the lack of information and
experience of low income families and to combat
racial discrimination in the housing market.
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Housing Type and Site Selection: If nothing
else, programs facilitating accessibility to home-
ownership of the poor are justified on the
ground that they may widen the housing choices
for the poor (Freedman, 1969). Realistically, how-
ever, the choice is limited to low-cost new hous-
ing in the suburbs, or to rehabilitated older
housing in the inner cities. The selection of loca-
tion appears to determine the type of housing,
and vice versa. However, the major impact of ei-
ther site or housing type selection appears to be
on the racial composition of the project (Com-
mission on Civil Rights, 1971; Friedman and
Newman, 1970). Just as in public housing proj-
ects, the project's residents are likely to reflect
the racial composition of the neighborhood in
which the project is located.

The Commission on Civil Rights (1971) re-
ported that in Little Rock and Denver, the two
metropolitan areas in which a substantial amount
of new housing was being produced at the time
of the Commission staff investigations, it was
found that nearly all of it was being located in
suburban areas. Much of this new housing was
being purchased by white families. In contrast,
most of the existing housing purchased under
the Section 235 program was located in ghetto
areas or “changing” neighborhoods in the cen-
tral city. Nearly all was being purchased by mi-
nority families. In other metropolitan areas, black
families purchasing Section 235 housing were lo-
cated largely in subdivisions reserved exclusively
for minority families. Similarly, Friedman and
Newman (1970) reported that of the four pilot
programs they studied, the two which were
working in inner city neighborhoods had sold all
their houses to black families.

The above discussion suggests that a sec-
ond issue related to site selection is the question
of the size of the homeownership project in a
given location. It appears that scattered-site
projects in suburban areas have the effect of ex-
cluding blacks from participation in the project.
Homeowners have been reported to be more ve-
hement than renters in their opposition to ac-
cepting black and lower income inhabitants in
their neighborhoods (Millen, 1973; Johnson and
Sieveking, 1972). In Berkeley, a proposed ordi-
nance making it a misdemeanor to discriminate
in the sale or rental of housing units was de-
feated by a narrow margin in a citywide referen-
dum. Significantly, homeowners voted in heavier
proportions against the fair housing law than did
other groups in the city (Castevens, 1965). Fried-
man and Newman (1970) suggest that the surest
way to serve black families would be to offer



low-cost ownership housing in or near areas
where black families are already established, so
that new homeowners are not required to take
on the additional burden of serving as pioneers.
With few exceptions, however, such areas are lo-
cated primarily in the central cities where there
is little available land for significant amounts of
new housing.

In summary, research suggests that:

® The simultaneous choice of type of hous-
ing—new versus existing housing—and site loca-
tion mainly determines the racial composition of
families participating in low income subsidized
homeownership programs.

® Homeowners are more vehement than
renters in their opposition to accepting black
and low income families in their neighborhoods.

The Social Impact of U.S. Public
Housing Programs

Limitations of the Research

Public housing is the oldest subsidized
housing program in the U.S. The program was
established by the Housing Act of 1937. Federal
funds are administered by a local housing au-
thority, which acquires a site, prepares plans,
and supervises the construction of new housing
units. The units are intended to provide low-rent
housing for low income families. While there has
been much research on the social impact of
public housing, this research must be interpreted
in the light of two important limitations.

® The public housing program has pro-
duced only a small fraction of the housing units
in the country (see Tabie 3).

e The public housing program has been
small even in comparison to the new housing
starts stimulated by other Federal subsidy pro-
grams (see Table 4).

As a result, the relative success or failure of
the public housing program is likely to be heav-
ily influenced by other housing market factors.
Lowry’s proposal for a rehabilitation approach
(as opposed to new construction), for instance,
is highly specific to the historic context of de-
clining central city populations with fixed but de-
teriorating central city housing stocks (Lowry,
1971).

The usefulness of the research findings is
also constrained by several other important fac-
tors. First:

® The public housing program has histori-
cally served several distinct population groups.

Before and during World War Hll, public housing
is claimed to have represented a clearly desira-
ble sign of middle-class mobility. The occupants
had different population characteristics from the
families dominating public housing after World
War I, and both appear to have been different
from a large number of the public housing occu-
pants of the 1960s and 1970s (Gutman, 1970). As
a result, much of the earlier research (no matter
how well designed and executed, e.g., Rumney
and Shuman, 1946; Chapin, 1947; Rumney, 1951;
and Deutsch and Collins, 1951) may not be
applicable to the contemporary public housing
program.

Table 3. Occupied Public Housing Units

Total Occupied Percent

Low-Rent Public Housing Units, Public

Year Housing Units u.s. Housing
1950 302,100 42,826,000 0.8
1960 593,300 53,024,000 1.1
1970 1,155,300 63,450,000 1.8

Table 4. New Housing Units Started

Low-Rent
Public With VA With FHA  Total New
Year Housing Aid Aid Starts
1960 44,000 75,000 261,000 1,296,000
1970 35,000 61,000 421,000 1,469,000

Source: U.S. Statistical Abstract, 1972, Tables 1143, 1153,
1155,

Second, because of the complex nature of
social systems,

e The examination of housing—or any
other single factor—is unlikely to explain much
of any social significance (Dean, 1949; and
Glazer, 1967).

Moreover, if one compares the impact of im-
provements in public housing, the general stand-
ard of living in the United States is already so
high that the incremental changes in housing
conditions attributable to public housing are very
small relative to the wide range of housing con-
ditions possible.
Third,
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e The public housing program includes a
wide variety of types of projects built in a wide
variety of social settings.

Research observations on a high-rise central city
project may only be indirectly related to the ex-
periences of a row-house suburban public hous-
ing project. Experiences in different cities, even
given similar architectural design, are likely to
be different as well (e.g., Starr, 1973). Any gen-
eralizations about the U.S. public housing pro-
gram—Ilike any other national program—are not
likely to do justice to important regional, metro-
politan, and other local differences. (For reports
from a variety of inner cities, see the National
Commission, 1968.)

General Support for Public Housing

. Recent publicity over the demise of the
Pruitt-lgoe project in St. Louis, Mo. (Wilson,
1973), and the vehement objections to new proj-
ects in Forest Hills, N.Y. (Goodman, 1972;
Glazer, 1972), have highlighted an alleged public
disenchantment over public housing. The gener-
ally declining support for public housing has pri-
marily taken the form of critical notices from lib-
eral intellectuals (e.g., Bauer, 1957; Salisbury,
1958; Jacobs, 1961; for a general discussion, see
Lowe, 1967, pp. 254—-262). Such researchers pre-
viously supported the public housing concept be-
cause of ultimately false hopes that improved
housing would help to eliminate siums and poor
living conditions.

A more general lack of support was perhaps
reflected in the mid-1960s by the failure of the
Federal Government to take any significant new
steps with regard to public housing, even while
it was initiating so many other major great so-
ciety programs (Bellush and Hausknecht, 1967,
who also noted that New York voters in Novem-
ber 1965, for the first time, turned down housing
propositions for low income families). A recent
survey of residents in 10 cities, however, found
that increased public expenditures for housing
ranked quite high among alternative public pro-
grams, and that most residents would not object
to having low income housing in their neighbor-
hood (Urban Observatory, 1971).

Research on the preferences of low income
families themselves has been rare. A frequently
cited study found that in one area of San Juan,
Puerto Rico, 65 percent of those living in the
slums liked the slums, while about 75 percent of
those living in a 2- to 4-story public housing
project disliked living in the projects (Hollings-
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head and Rogler, 1963). An apparently important
factor was the effect of public housing in isolat-
ing the nuclear family and imposing many official
restrictions, such as prohibiting livestock, for
project life. As the authors summarize, to turn
away a relative is reprehensible, but to disregard
a government rule is not. A more recent survey
of a southwestern city also found that a majority
of black ghetto residents preferred not to live in
public housing; however, this city was dominated
by single family housing units, and it was subse-
quently found that more residents found multiunit
dwellings acceptable if more private space and
an option to own existed (Williams, 1971).

In comparison to these results of attitude
surveys, the waiting lists for new occupants of
public housing projects have generally been long
and vacancy rates low (Joint Economic Commit-
tee, 1972, p. 576). The vacancy rates vary for dif-
ferent projects, of course, but to the extent that
eligible families continue to apply for public
housing units, this presumably reflects some
preference for public housing relative to other
housing.

In summary, two points may be made. First,

e Many previous supporters of the public
housing program have become disillusioned with
the program.

The raised expectations of many intellectuals—
that through improved housing other undersirable
social problems among the poor could be elimi-
nated—have not been fulfilled. This has resulted
in much popular critcism, whether justified or not,
of the program. Second,

e While the preferences of low income
families are not well documented by surveys, a
preference for public housing in relation to exist-
ing alternatives may be inferred from the long
waiting lists in most cities.

Impact of Public Housing on Other Social
Conditions

There have been few studies that have ex-
amined the consequences of public housing resi-
dence on other social conditions. Unfortunately,
most of the popularly known notions have been
derived from intensive participant-observation in
projects that have been the worst examples of
public housing (Freedman, 1969, pp. 115-122).
Rainwater’s well-known study, for instance, took
place in a housing project that consisted of 33
eleven-story buildings, with a high vacancy rate



(over 20 percent) during and just preceding the
time of study (Rainwater, 1970).3

Similar biases may be found in research on
a midwestern housing project, in which the ele-
vators were not designed to stop on every floor,
the project accounted for the bulk of that city’s
public housing deficit, and the vacancy rate was
20 to 30 percent (Moore, 1969), and research on
Boston housing projects, deliberately chosen to
reflect the worst of public housing conditions
(Peattie, 1971). Despite these experiences, it is
worth recalling Rainwater’s own observations:

No matter what criticisms are made of public housing
projects, there is no doubt that the structures themselves
are infinitely preferable to slum housing (Rainwater, 1966).

The only systematic survey of the social im-
pact of public housing is a longitudinal study
conducted over 15 years ago in Baltimore, Md.
(Wilner, et al., 1962). This study compared fami-
lies in a public housing project with comparable
families living outside public housing over a 3-
year period. The results weré  modest, but the
public housing families showed better health in
some illness categories, improved school attend-
ance, and greater satisfaction with housing and
neighborhood conditions; no differences were
found in the other illness categories, family rela-
tions, school performance, or attitudes toward
education, occupation, or homeownership. The
results of this study, together with an exhaustive
review of earlier research (Schorr, 1963; 1968),
suggest that:

® For most residents up until 1960, public
housing represented a positive experience, with
distinct if modest social benefits.

Research on the general impact of public
housing in the last decade has been limited pri-
marily to the participant-observation studies pre-
viously cited (Rainwater, 1966, 1967, 1970;
Moore, 1967; and Peattie, 1971). These studies,
focusing almost entirely on “problem” projects,
have shown that certain housing projects can re-
sult in an inordinate concentration of social
pathology. Projects dominated by families on
welfare and with large numbers of children, es-
pecially in combination with high-rise architec-
tural designs, can result in high rates of crime
and illness. The same projects tend not to attract
new applicants, and thus have high vacancy

3 The Rainwater study is often cited, but without the important
caveat that Rainwater's main motive was not to comment on
public housing, but to build a case for the need for social
equality. To this extent, his study does not provide even a
rudimentary analysis of the impact of public housing {(Mont-
gomery, 1971).

rates, with life in the project appearing to be
worse than life even in the surrounding slum
area. In addition, one study has shown that, by
virtue of the site and architectural characteristics
alone, project residents can become quite iso-
lated from residents in the surrounding area, un-
less many of the project residents were origi-
nally drawn from that area (Kriesberg, 1968).

One of the few studies to examine public
housing conditions in many projects simultane-
ously, however, has produced a slightly different
picture. This study analyzed crime rates in public
housing projects for the whole city of New York
in 1967 (Fairley and Liechenstein, 1971). On the
average, the crime rates were lower than the
crime rates of the surrounding precinct; the
rates were also lower, with the exception of rob-
beries, than the citywide rates. The investigators
further found that the project crime rates were
most highly correlated with the crime rate of the
surrounding precinct, and also positively corre-
lated with the number of families and the num-
ber of broken families in the project, and nega-
tively correlated with the income of project
families.

These results may be unique to New York
City, where public housing has possibly enjoyed
better maintenance, greater public support, and
greater police protection (the public housing au-
thority has its own police force) than in other cit-
ies. In addition, there may be a methodological
bias, in that much more crime may normally
occur in the streets and in commercial areas
than in residential areas, making the low public
housing crime rates not surprising (the appropri-
ate comparison would be between crime rates in
public housing and in other types of housing).
Nevertheless, the results do suggest that the
conclusions from individual participant-observer
studies may not be representative of public
housing projects in general.

In summary:

® For residents of public housing since
1960, research has not clearly determined the
impact of housing conditions on other social
conditions; however, public housing may still
offer a better alternative to other types of hous-

ing.

Management of Public Housing

While the existing research provides few
generalizations regarding the impact of the pub-
lic housing program as a whole, there are a fair
number of studies that have examined the im-
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pact of individual aspects of public housing, par-
ticularly the effects of managerial actions. These
actions generally fall into three categories: Site
selection, architectural design, and tenant selec-
tion. These three factors appear to determine the
type of life in the projects, and particularly
whether a project will be successfully operated
and consequently attractive to prospective resi-
dents. Unfortunately, the research has shown
that the most effective managerial actions are
often the most politically unpalatable ones, from
the point of view of both the public in general
and public housing residents themselves.

Site Selection: The area in which a new
project is located appears to have an important
impact on the nature of the project. In fact, site
selection and tenant selection have been two of
the most controversial aspects of the public
housing program. The site selection process has
often been the more publicized of the two, and
has been the subject of major studies of local
politics, especially in major cities such as Chi-
cago (Meyerson and Banfield, 1955). There is
also a considerable legal literature concerning
site selection (Genung, 1971).

The major impact of site selection appears
to be on the ultimate racial composition of the
project (Ledbetter, 1967; Freedman, 1969; Peat-
tie, 1971). The project's residents are likely to
reflect the racial composition of the neighbor-
hood in which the project is located, and—
because most urban areas are so heavily segre-
gated (Taeuber and Taeuber, 1970—the se-
lection of a site generally makes the difference
between a segregated or integrated public hous-
ing facility, and may ultimately have a strong
bearing on the types of families that occupy the
project.

In Newark, N.J., for instance, a new project
was built in a heavily Italian neighborhood, and
the housing authority attempted to give first pref-
erence to ltalian residents who had been dis-
placed by the project (Kaplan, 1963). This dis-
pleased the black community, which feilt that
black families had a greater need for new pub-
lic housing. In the second year of operation,
greater priority was given to black families, but
this displeased the Italians. Similar problems
have been faced by housing authorities in other
cities (Roshco, 1960). The main dilemma stems
from three somewhat contradictory factors: (a) It
is difficult to create a project whose racial and
income composition does not reflect that of the
surrounding neighborhood, (b) there are not
many racially integrated neighborhoods in cities
in general, and there are even fewer willing to ac-
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cept new public housing projects in their area,
and (¢) most community and political feaders will
not support new public housing if there is a
strong likelihood that they will become segre-
gated facilities. Moreover, the dilemma persists
in spite of the fact that there have been some
notable successes in integrating families of dif-
ferent race and income in some projects
(Boeschenstein, 1971).

A second issue related to site selection is
the question of the size of a public housing proj-
ect. Recent disenchantment with the social im-
pact of large projects has created a preference
for scatter-site housing. The presumption is that
smaller projects will have less of an impact on
the surrounding neighborhood, and hence be
less obtrusive. However, little research has been
carried out on this subject, and cities such as
New York have not necessarily been more suc-
cessful in gaining political acceptance for the
new sites (Goodman, 1972). The limited experi-
ences with scatter-site housing in Forest Hills
should also not be misinterpeted; the proposed
project involved 840 units in three buildings, a
scale quite large by scatter-site standards
(Goodman, 1972; Glazer, 1972).

In summary, research has shown that:

® The site selection process is a highly po-
litical one, and that the site for a project will
strongly influence the racial composition of the
project.

Architectural Design: Public housing proj-
ects vary in considerable degree with regard to
their design characteristics. In height, for in-
stance, some buildings are walkups; others are
elevator buildings; still others have elevators that
do not stop at every floor. The number of units
per project and the number of rooms per unit
vary, although there has been no consistent
change in the national averages for these cate-
gories over the last decade (see Table 5). In
spite of the design variations, and in spite of the
known effect of design on social interaction (the
classic study, dealing with campus housing, in
Festinger and Back, 1950), only recently has
there been a systematic study of the effects of
public housing design on public housing life
(Newman, 1972).

A general conclusion from earlier research
had been that large project designs, while nec-
essary to maintain a certain level of density (and
hence to provide the desired number of units),
produced undesirable social consequences: Van-
dalism, garbage and ill-kept hallways, elevator
accidents, and general resident dissatisfaction



(Ledbetter, 1967; Freedman, 1969). Oscar New-
man, in a thorough study of housing design, has
corroborated the general relationships, but has
carried the research much further (Newman,
1972). Newman examined housing projects in
New York City, particularly comparing two neigh-
boring projects that were similar in tenant com-
position and density, but that differed in that one
was a high-rise and the other was a low-rise
(see Table 6).

Table 5. Changes in Average Size of Public
Housing Projects, 1960—1971

Average Number of Average Number of

Year Units per Project Rooms per Unit
1960 114 49

1963 91 45

1964 76 4.2

1965 83 4.3

1966 89 4.1

1967 89 441

1968 92 41

1969 110 4.2

1970 96 4.3

1971 94 4.3
Source: HUD Statistical Yearbooks, 1968 and 1971, HAA

Table 15 (1968) and Table 160 (1971).

The high-rise design produces many open
spaces that cannot come under residential sur-
veillance: Building entrances are too far from the
street and hence lead to unprotected paths;
building grounds are too extensive to allow ac-
tivities to be closely seen from windows; the
concept of superblocks leads to less vigilance of
normal passers-by on streets; lobbies, corridors,
stairways, and elevators serve too many people
and hence are not adequately cared for; and the
high-rise itself means that children playing out-
side are often beyond the visual and shouting
distance of adults. As a result, Newman found
that high-rise buildings, even when matched for
other characteristics with low-rise projects, pro-
duced a more socially undesirable environment,
primarily gauged in terms of crime rates (see
Table 7).

Only few surveys have been made of public
housing residents’ own preferences for architec-
tural design. The sparse evidence suggests, how-
ever, that these preferences are consistent with
Newman’s conclusions (Committee on Housing
Research and Development, 1971; 1972).

One of the major tradeoffs in building low-
rise projects is the cost of maintenance. Allow-
ance for adequate maintenance appears to be a
critical element in successful public housing

Table 6. Comparison of Two Public Housing

Projects

A. Tenant Statistics

Characteristic
Total population
Average family size
Number of minors

Van Dyke

6,420
4.0

Brownsville

5,390
4.0

3,618 (57.5%) 3,047 (57.8%)

Percent families black 791% 85.0%
Percent families white 5.6% 2.6%
Percent families Puerto

Rican 15.3% 12.4%
Average gross income $4,997 $5,056
Percent on welfare 28.8% 29.7%
Percent broken families 29.5% 31.7%

Average number of years
in project 8.5 9.0
Percent of families with

two wage earners 12.2% 11.0%
Number of children in
grades 1-6 839 904

B. Physical Design and Population Density

Physical Measure Van Dyke Brownsville
Total size 22.35acres 19.16 acres
Number of buildings 23 27
Building height 13-14 story  6-story with

9-3 story some 3-story
wings
Coverage 16.6 23.0
Floor area ratio 1.49 1.39
Average number of rooms
per apartment 4.62 4.69

Density 288 persons/ 287 persons/
acre acre

Year completed 1955 (one 1947
building
added in
1964)

Source: Newman, 1972,

(Lowry, 1971). However, research on the mainte-
nance costs for public housing in New York City
has shown, for example, that such costs in-
crease 1 percent as project size decreases by 10
percent (Rydell, 1970). In addition, maintenance
costs decrease 4.3 percent as dwelling unit size
decreases by 10 percent. One inference is that
smaller projects will require higher expenditures
for maintenance, with compensations perhaps
feasible by having more small units as well.

In summary, the research on architectural
design suggests that

e Large projects do produce more crime
and other socially undesirable conditions;
smaller projects, however, require more in main-
tenance costs.

Tenant Selection: Up until the early 1960s,
public housing authorities apparently played a
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Table 7. Comparison of Crime Incidents Per Thousand Population, 1965-1969

Brownsville (B) versus Van Dyke (V)

1965 1966 1967 1968 1969
(B) V) (B) V) (B) v) (B) v} (B) v)
Total Crimes per Type
Felonies 13.91 19.31 15.21 17.28 14.48 17.28 14.84 22.89 16.70 23.83
Misdemeanors 27.27 2461 16.88 21.03 11.68 16.82 2597 5280 2282 3598
Offenses 19.48 21.50 1.30 4.67 3.05 4.05 14.65 12.74 21.70 17.60
Investigations/Warrants 104.26  96.11 10519 89.10 11576 9860 83.48 81.15 97.59 108.72
Violation Housing Authority
Rules 211.87 251.56 126.90 155.45 110.01 147.35 761 16.36 8.56 7.32
Sampled Specific Crimes
Robbery 3.15 6.23 4.63 7.47 4.08 6.07 4.64 9.81 5.01 9.66
Drugs—Possession 2.78 2.80 1.48 5.29 1.48 2.49 2.37 2.95 2.04 8.10
Mischief—Criminal/
Tampering—Criminal 92 2.34 1.11 2.02 .92 1.40 519 19.63 6.50 11.68
Fire 4.82 5.45 4.26 7.01 2.78 5.61 3.90 8.41 4.26 717
Lingering 16.51 23.05 8.16 11.21 8.71 16.51 5.38 9.65 4.65 5.60

Source: Newman, 1972.

strong role in determining application priorities
and evicting unruly families, and hence infor-
mally controlling the demographic composition
of projects. One investigator has described in
some detail his own participant-observer experi-
ences with a housing authority office, and how
the housing official fulfills the “‘gatekeeper” func-
tion often found in public bureaucracies
(Deutcher, 1968).

As a result of the housing authority’s role,
there have developed some experiences regard-
ing tenant composition and the desirability of
specific housing projects. One important crite-
rion to guide the housing managers’ policies has
been the racial composition of the projects (Ja-
hoda and West, 1951). The maintenance of an in-
tegrated project appears to have required a
white-black ratio in which whites were a clear
majority (60 to 70 percent). If a project had a
lower proportion of white tenants, it was likely
that the project would ultimately become com-
pletely occupied by black families (Spiegel,
1960; Silverman, 1965; Freedman, 1969, pp.
140-144). However, the precise definition of the
tipping-point, whether applied to public housing
or to changes in the racial composition of neigh-
borhoods, has still not been systematically inves-
tigated, and the universality of the tipping phe-
nomenon is still not known (Wolf, 1962).

A second criterion has been the family
characteristics of the tenants. Here, it is claimed
that “successful” projects are those that are
able to maintain large proportions of the working
poor and low proportions of the dependent poor,
the latter defined primarily as female-headed
households on welfare rolls (Starr, 1971). This
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claim has led to some debate concerning “prob-
lem families,” and the notion that the exclusion
of such families is necessary to minimize social
chaos in a project (e.g., Scobie, 1973; Starr,
1973). However, while many observers have
noted the need to minimize the number of prob-
lem families, no research has: (a) Defined the
important characteristics of problem families, (b)
suggested the appropriate mix, or (c) identified
the consequences of having too many problem
families (Friedman, 1967; McEntire, 1960, p. 330).
A third criterion has been family income.
Here, housing officials have had to balance the
need to serve the poorest families first against
the need to minimize the budgetary deficit of the
housing project. One problem that seems contin-
ually to appear is that, because of the limitations
on income, higher income families would be-
come ineligible for continued residence in public
housing, even though such families could pro-
vide a socially stabilizing effect and improve the
projects’ financial ability to support more fami-
lies with very low incomes (Abrams, 1965).
Changes during the 1960s, however, grad-
ually reduced the impact of the housing officials
on tenant composition {a broad survey of the so-
cioeconomic characteristics of housing managers
and their attitudes is found in Hartman and Levi,
1973). First, the demand for public housing rap-
idly increased among black families. This meant
that a housing official had either to allow proj-
ects to become entirely black, or to leave a
number of units unoccupied in anticipation of
new applications from white families. This artifi-
cial maintenance of a significant number of va-
cancies raised public objections, and thus hous-



ing officials had to abandon the policy (Hill,
1966; Ledbetter, 1967). The Civil Rights move-
ment also resulted in new legislation prohibiting
such discrimination. Similarly, the demand for
public housing increased among larger families,
so that the smaller units suffered higher vacancy
rates. In Pruitt-lgoe, for instance, Rainwater
(1967) noted that, while the project’s overall va-
cancy rate was around 20 percent, the vacancy
rate for two-bedroom apartments was about 35
to 40 percent. Finally, the demand for public
housing increased among the poor families. In
1955, the median net income of families admitted
to public housing was 46.5 percent of the me-
dian income of all families in the United States;
in 1961, it was'less than 40 percent, and this gap
presumably widened in subsequent years
(Schorr, 1968).

In summary:

® While successful projects appear to re-
quire a mix among tenant characteristics such
as race, income, and family size, the manage-
ment of tenant composition can entail discrimi-
natory practices that are not politically (or le-
gally) acceptable.

There is a continual tradeoff between judicious
public housing management, acting in the inter-
est of a project as a whole, and social equity, in-
volving discrimination against individual families
(whether according to race, income, or family
characteristics).

Conclusions

The preceding sections have attempted to
highlight research findings on the secondary ef-
fects of homeownership and public housing. In
addition to the individual points made in these
sections, several broader and more tentative
conclusions may be reached regarding low in-
come homeownership and public housing pro-
grams.

First, the research indicates that, for those
families able to participate in either the Section
235 or the public housing programs, -the new
housing has been associated with generally posi-
tive effects on health, safety, and residential sat-
isfaction. These secondary effects appear primar-
ily beneficial in relation to the social conditions
associated with the alternative housing available
to low income families. This does not mean,
however, that the social conditions associated
with federally subsidized housing cannot be im-
proved. Also, it should be made clear that the

programs only serve a minority portion of the
total number of low income families. In particu-
lar, the potential demand for homeownership
among low income families appears to exceed
by a considerable margin the combined volume
of ownership being supplied through public pro-
grams and the private market.

Second, the research indicates that certain
managerial procedures can probably enhance
social conditions in a given homeownership or
public housing project. These procedures, how-
ever, often conflict with broader social or pro-
gram goals. For instance, allowance for greater
maintenance or construction expenditures will
probably improve a project; yet such expendi-
tures are usually held to a minimum due to the
combined desire to minimize Federal costs and
maximize the number of beneficiaries. Other
managerial procedures produce similar conflicts.
Any attempts, for instance, to control tenant
composition for income level, income stability, or
family size are likely to improve the social condi-
tion of a project; but such practices are discrimi-
natory and thus may not be deemed acceptable
for a publicly financed program.

In other words, although more research is
needed, it appears that the existing experience
in managing homeownership and public housing
programs is already sufficient to suggest those
site, design, supporting services, and tenant
characteristics that are important for maintaining
well-managed projects. The problem is that these
practices cannot serve the variety of goals that
the Federal programs are supposed to serve: Im-
proved housing, minimization of expenditures,
and equitable treatment for families of different
size, income, and race. One suggestion that de-
rives from this observation is that future low in-
come housing programs may need to be tailored
to a much smaller set of goals. In fact, a variety
of smaller and less-publicized programs, rather
than a large and single public housing effort, for
instance, may coincide better with the variety of
goals and social expectations.

Third, in terms of reducing vandalism, crime,
unhealthy sanitary conditions, and residential
dissatisfaction, one factor appears to be consist-
ently important to both homeownership and pub-
lic housing programs: The limitation of opportun-
ities for participation by families with the lowest
incomes. Existing housing projects appear to be
more easily managed when the number of fami-
lies in the lowest income brackets are kept in
small proportion to the total number of families.
This suggests that, while the existing low income
housing programs can provide improvements in
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housing and other social conditions, they still
may not have dealt successfully in providing
housing alternatives for very poor families.
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Appendix. Summaries of Selected
Research Studies

“The Impact of Race on Housing Markets: A
Critical Review”

John Boston, Leo C. Rigsby and Mayer N. Zald
Social Problems, Winter 1972, Vol. 19, pp.
382-393

A review of the research on the relationship
of race to property values with exclusive atten-
tion to problems of conceptualization, measure-
ment, and analysis.

Research has refuted the most simplistic
form of the traditional belief: That blacks’ pres-
ence in a neighborhood inevitably depresses
property values. The most common finding is
that in integrated neighborhoods, prices equal or
exceed prices in similar all-white neighborhoods.
However, it is hardly compelling in terms of un-
derstanding the operation of segregated housing
markets.
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Research on the relationship of race to
property values involves several methodological,
substantive, and conceptual problems which pre-
vious writers have not always resolved, or even
recognized. These problems include: Measure-
ment of actual selling price; standardization of
prices for “real value” in order to provide a
benchmark against which to assess price
changes; statistical control of the influences of
other market forces; conceptualization of the
processes involved in creating putative effects of
neighborhood racial integration on housing
prices.

“Housing and Human Resource
Development”

Leland S. Burns and B. Khing Tjioe, Journal of
the American Institute of Planners, Vol. 34, No.
4, November 1968, pp. 396-401

Objectives: The study sought to value the so-
cial and economic returns to housing investment
in monetary units and to compare these with re-
turns on alternative investments.

Context and Method: Housing, education
and health share the presumption that an im-
provement in their quality leads to an improve-
ment in the quality of labor, thereby increasing
the efficiency of the directly productive sector.
These contributions are called “external econo-
mies.”

The outputs for housing are transmitted via
two channels, labeled, “physiological biological”
and ‘“psychosocial,” The former is measured in
terms of reduction in absenteeism due to acci-
dent or illness as they derive from housing qual-
ity. Investments made in safer and more sanitary
housing translates into increased availability for
work, hence increased payments to workers and
increased output. The quality of housing induces
output changes when housing ranks high on the
consumers preference scale. If a worker is hap-
pier as well as healthier as a result of improved
housing, his motivation, or psychological/
attitudinal posture toward work will be re-
flected in his productivity on the job. Benefits
accruing to the member of the worker’'s house-
hold include possibly: Increased exposure to ed-
ucation for the school-age children due to better
health and lower medical costs.

To isolate the impact of better housing the
study sought to approximate “laboratory condi-
tions.” It selected a site in Hambaek, Korea,
which was a one-industry town. Coal mining was
in operation before and after a sudden qualita-
tive improvement in housing. To trace the effect



of a change in housing quality to a change in in-
come the study compared labor productivity of a
sample of 50 rehoused coal miners with a con-
trol group sample of 50 nonrehoused miners.
The environment external to housing was ‘“held
constant” by correcting total productivity change
after rehousing by the productivity of, or rate of
return on, non-housing investment. The produc-
tion process was labor intensive, and incentive
wages were paid.

Findings: The findings of this study are as
follows.

® Labor productivity was found to have in-
creased by 28 percent. The increase in produc-
tivity stabilized after approximately 10 months.

® Health benefit to housing was measured
as a saving of 50 clinical visits per hundred of
the rehoused population. Also the expected num-
ber of days hospitalized per hundred of the test
group—rehoused—exceeded the actual by 12.

® The net rate of return to the mining Cor-
poration—that made the housing investment and
was able to capture or internalize the external
economics—on its housing investment yielded
16.3 percent. The rate compared favorably with
returns on alternative investments in Korea. The
authors conclude that housing investment is pro-
ductive both in the absolute and in relation to
alternative investments. In the context of devel-
opment, housing is correctly regarded as an in-
vestment that generates outputs comparable to
investments in alternative human resources such
as health and education.

“Homeownership for the Poor: Running the
Washington Gauntlet”

Christa L. Carnegie, Journal of the American In-
stitute of Planners, May 1970, pp. 160-167

An analysis of the political and legislative
processes that led to the enactment of Section
235—Homeownership for the Poor. The resulting
bill was a compromise from the original concept
of Homeownership for the Poor as advocated by
Senator Charles Percy. In particular, the differ-
ences are (1) the program is in the hands of the
FHA, not a private foundation; (2) the program
emphasis appears to be on product (production
of units) rather than process (neighborhood sup-
port, effort and social services); (3) because it
relies on new construction the program seems to
apply better to the suburbs, not the grey,
blighted areas of the core city. Some of the
major Percy survivors include: (1) subsidization
of the buyer; (2) H-P insurance; (3) sweat equity;
and (4) private enterprise involvement in housing.

“Activities and Attitudes of Public Housing
Residents, Rockford, lilinois”’

Committee On Housing Research and Develop-
ment, University of lllinois at Urbana—Cham-
paign, 1971

Objectives: The objective of this study of
Orton Keyes Court, a public housing complex,
was to determine: (a) The designer’'s expecta-
tions of how residents would use the site; (b) the
residents’ attitudes and expectations regarding
their housing; (c) the actual activity and behavior
of the residents; and (d) the physical qualities of
the environments.

Context and Methodology: Orton Keyes
Court is a public housing complex of 175 dwell-
ing units; 70 percent of which are two and three
bedrooms. Dwelling units are clustered-two story
houses. The project was completed in February
1970 and the study was carried out in the sum-
mer of the same year. The resulting short term
perspective of the life of this project is to be
kept in mind in interpreting the findings of the
study.

Residents’ priorities and attitudes were
sought by sending a questionnaire to residents.
36 households out of 175 responded. A similar
questionnaire was sent to residents of a Turnkey
Il Scattered Site program as control. The analysis
did not, however, systematically compare the re-
sults obtained from the two groups. This weak-
ness is partially remedied in the following (see
Table 1 and findings).

The approximate average family income was
$3117.6 for Orton Keyes respondents and
$5266.6 for Scattered Sites respondents. The av-
erage household size was 4.1 in both projects.

The actual activity and behavior of the resi-
dents and the physical qualities of the environ-
ment were assessed by observation of outdoor
activities and of the physical environment.

Findings: The following is a selective sum-
mary of the findings pertaining to residents’ atti-
tudes and satisfaction with regard to (a) house
design, maintenance, and servicing; (b) outdoor
design; (c) provision of services; (d) project
location; (e) project neighborhood; and (f) proj-
ect administration and targeting.

Dwelling Units Design, Maintenance and
Servicing: Residents of Orton Keyes and of
Turnkey lll Scattered Sites generally were satis-
fied with the design and servicing of their homes
(1, 4, 6, 15, 16, 17, 27).* However, the short life
of the project at the time the study was under-

* Numbers in brackets refer to items in Table 1.
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taken makes difficult an adequate assessment of
the reliability of home services (fan, heater,
etc. . .). Greatest dissatisfactions expressed deal
with (a) quality of materials, i.e. initial low costing
materials were preferred leading to maintenance
problems and higher costs; (b) the lack of show-
ers in the bathrooms; (c) windows whose shapes
made installation of air conditioners difficult; (d)
lack of covered storage space for large items
such as bicycles, lawn furniture, tools; (e) func-
tioning of interior doors (26).

Analysis suggests greater attention be paid
to design detailing and to tradeoffs between ini-
tial construction costs and long run maintenance
costs.

Site and Outdoor Design: Satisfaction with
yard size was general (31), but a desire was ex-
pressed for a clear boundary between private
and public open space (32).

The incursion of noise from neighbors
through open windows—especially at night—was
a general complaint of Orton Keyes residents.
Less so for Scattered Sites residents (39, 40).

Design of pedestrian paths within projects
did not match with shortest path principles re-
sulting in pedestrians making their own paths
through grassed areas. No consideration was
given to carriage, wheelchair and bicycle
paths.

Provision of Services: Residents of Orton
Keyes generally were satisfied with night lighting
(58) and with parking provisions (54). Regarding
the latter, initial development costs might have
been lowered by providing less parking spaces;
One off-street parking space per DU would have
been sufficient. But the local zoning ordinance re-
quired 1.5 PS/DU be provided.

Garbage pickup was regular at both Orton
Keyes and the Scattered Sites (37), but disatis-
faction with collection was high (52) as pickup
caused litter around the project.

Finally, a majority of residents at Orton
Keyes and the Scattered Sites desired more po-
lice patrolling of their neighborhood (44).

Project Location: Location with respect to
bus stops, shopping and work places of the Orton
Keyes project and the Scattered Sites were gen-
erally satisfactory to the residents (41, 42, 43).

Project Neighborhood: Residents of Orton
Keyes and Scattered Sites were generally satis-
fied with their neighborhoods (3). A significant
minority indicated racial conflicts were a problem
(45). However, because the study did not indicate
the ethnic composition of either the project or
the neighborhood, this is difficult to interpret.
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Project Administration and Targeting: A
clear majority of residents at Orton Keyes and
Scattered Sites indicated that a handbook explain-
ing their responsibilities and the policies of the
Rockford Housing Authority (R.H.A.) would be
most useful. Also, Orton Keyes residents indi-
cated that a simple manual for the maintenance
of the house should be provided by R.H.A.

The Orton Keyes project study provides two
insights on the relationship between project de-
sign and maintenance and population targeting:
(a) There was inadequate provision of play-
grounds for younger children, given the family
composition that eventually occupied the project;
(b) the inclusion of elderly and older family fami-
lies among the project families had a positive
impact on project maintenance.

Table 1. Percentage of Respondents That
Agree With Statement

Orton Keyes Scattered

Courts Sites
N =236 N=50
1. Generally your house is OK 91.2 96
3. Generally your neighborhood
is OK 55.4 76
4. Sizes and layout of rooms
are OK 773 84
6. The kitchen is large enough 80.4 90
15. The fan in bathroom works OK  88.5 92
16. The bathroom heater works OK  77.3 58
17. There is enough closet space 773 88
21. Generally the quality of materials
used in your home is good 63.5 52
26. Some interior doors do not
work right 49.6 62
27. The locations of windows are OK 63.5 76
38. Garages could be provided 358 74
31. The size of your yard is OK 80.4 92
32. The yard should be fenced 44.2 42
39. Generally your neighborhood
is quiet 33.1 70
37. Your garbage pickup is regular  85.8 90
44, More police patrolling is needed 66.5 36
52. The way garbage is picked up
causes litter around project  83.1 —
54. There are enough parking
spaces 83.1 —
58, The project is well lighted
at night 69.2 —
41. Your home is close enough to
shopping 55.4 74
42. Your home is close enough to
bus stop 80.4 64
43. Your home is close enough to
work place 443 55
45. There is little racial conflict in
neighborhood 52.7 60
47. You should get a handbook
explaining your responsi-
bilities and RHA policies 92.8 74
57. More places for small children
to play are needed 83.1 —




“A Study of Some Housing Preferences in
East Chicago Heights, lllinois”

Committee On Housing Research and Develop-
ment, University of llinois at Urbana—Cham-
paign, 1972

Objectives: The study was to determine the
housing features that people moving into single
family houses for sale under the FHA 235 pro-
gram would be most likely to need and want.
HOME, an independent arm of the Cook County
Office of Economic Opportunity estimated that
approximately $2,000 per unit could be allo-
cated to optional items not required by minimum
FHA standards.

Method: Interviews of 72 households ran-
domly selected in five neighborhoods of East
Chicago Heights were conducted in December
1971. The neighborhoods chosen for study were
three single family dwellings—and two low-rise
public housing projects in the community. Their
characteristics are summarized below:

The public housing sample was randomly
drawn from a listing of addresses where occu-
pants met FHA 235 income and family size cri-
teria. All interviewed were black.

The technique used to probe housing fea-
tures preferences was to ask the respondent to
imagine that her family was buying a new house
in East Chicago Heights—meeting minimum FHA
standards. It was made clear that for a certain
extra cost she could get additional features with
the house, supplied through the developer and
financed as part of the total mortgage contract.
She was to assume that her monthly housing ex-
penses for the new house would be the same as
current expenses.

Findings: Housing Units: Residents of all
housing types were satisfied with the size of their
houses generally, with more people in public
housing reporting that the units were too small.
Many respondents needed more closet-type stor-
age.

Dissatisfactions were mainly indicated with
regard to plumbing difficulties, heating system
problems, poor sonic insulation between rooms
—especially in public housing—and maintenance
difficulties with vinyl or linoleum floors in kitch-
ens.

Neighborhoods: Most respondents chose the
one-family house neighborhood of Golden Mead-
ows as the neighborhood they would most like to
move to. Golden Meadows residents have fewer
problems with noise from neighbors than the
other locations, and along with Lincolnway, are
satisfied with the amount of privacy they have,
although Sunnyfield and public housing occu-
pants would like more privacy.

A higher percentage in public housing ex-
pressed intentions to move than in the other
neighborhoods.

Preferences For Housing Features: Re-
spondents made an unequivocal choice for func-
tional features over status features in a house.
(See table). There were no important differences
among neighborhoods. Each housing item was
perceived similarly too high.

List of ltems by Rank of Importance and
Their Costs

1. Storm windows, doors $ 485
2. Backyard fencing 360
3. Stove/refrigerator (T) 600
4, Washer/dryer (T) 515
5. Water conditioner 475
6. Landscaping 550
7. Bathroom ceramic tile 200
8. Basement 1,700
9. Kitchen fan 145
10. Carport/driveway 1,200
11. Bathroom fan 50
12, Kitchen ceramic tile 75
13. Postlight 95
14. Garbage disposal (T) 175
15. Brick facing (T) 1,350
16. Vanity 75
17. Picture window 150
18. Oak flooring 565
18. Carpeting 825
20. Patio 80
$9,670

The above costs represent the amount the
item would add to the price of house above the
standard specification required by FHA.

Expectations that relative preferences for
the housing features would be somewhat system-
atically related to socioeconomic characteristics
of the household, features of the present dwell-
ing unit and/or location of the neighborhood
were not supported by the statistical analysis.

LINCOLN- GOLDEN SUNNY- PUBLIC
WAY MEADOWS FIELD HOUSING
Average annual income 6000-7999 4000-5999 8000-9999 2000-3999
Average number of people in household 4.4 5.4 4.9 6.3
Average year in house 27 1.4 4.3 5.0
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“Families in Public Housing: An Evaluation
of Three Residential Environments in
Rockford, lllinois™

Committee On Housing Research and Develop-
ment, University of lllinois at Urbana—Cham-
paign, 1972

Objectives: The objectives of this study of
two public housing complexes and one scattered
sites housing project in Rockford, lllinois, was to
determine: (a) The designer's expectations of
how residents would use the site; (b) the resi-
dents’ attitudes towards the house, layout and
locality; (c) the actual activity and behavior of
the residents and (d) the physical characteristics
of the environment. This study is a follow-up—
but methodologically improved—of the study en-
titled “Activities and Attitudes of Public Housing
Residents: Rockford, Illincis.” (See summary)

Setting and Methodology: The general
characteristics of the three public housing proj-
ects are summarized in the following table:

satisfactions with regard to (a) house design, lay-
out, maintenance and servicing; (b) outdoor de-
sign and maintenance; (c) provision of services;
(d) project locations; (e) project neighborhood;
and (f) pruject administration and targeting.
Dwelling Units Design, Layout Maintenance
and Servicing: Residents of all three housing
projects were generally satisfied with the size
and layout of the dwelling units. Greatest dis-
satisfactions expressed dealt with (a) size of chil-
dren’s bedroom—used for play in winter—size of
kitchen—used by more than 90 percent of all
families to eat morning and evening meals—and
size of bathrooms; (b) the lack of windows and
the inefficiency of the fan in the bathrooms at
Orton Keyes and the lack of showers at Orton
Keyes and Fairgrounds; (c) the low quality of
materials—vinyl floor, nonwashable paint, etc.—
making cleaning and maintenance difficult at
Orton Keyes and Fairgrounds; (d) lack of covered
space for bulky objects—bicycles, chairs, lawn
furniture—at Orton Keyes. Residents of Fair-

ORTON KEYES FAIRGROUNDS SCATTERED
COURT VALLEY SITES
Total number of units 175 210 226
Physical characteristics two-story two-story two-story &
row-houses row-houses duplex units
Length of residence in months (av.) 15.5 10.4 18.5
Average monthly rent ($) 67.6 58.7 81.2
Average family income ($) 3905.4 4025.2 6283.2
Percent black houses 64.9 84.9 26.5
Average family size 4.2 43 4.5
Distance from CBD (miles) 2.5 1 N.A.

Two additional factors are worth noting: (a)
Black families in all three projects had higher in-
comes than whites (it is not known if this is be-
cause of administrative screening, negative atti-
tudes of whites towards public housing or of
greater low income housing opportunities for
whites in the private housing market); and (b)
the sample families in Scattered Sites had signifi-
cantly higher incomes and predominantly white
families.

Residents’ attitudes were obtained from in-
terviews conducted in May 1971. Sample sizes
were: Orton Keyes Court: 37 families; Fair-
grounds Valley: 38 families; Scattered Sites: 35
families.

The actual activity and behavior of the resi-
dents and the physical qualities of the environ-
ment were assessed by observation of outdoor
activities and of the physical environment.

Findings: The following is a selective sum-
mary of the findings pertaining to attitudes and
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grounds and Scattered Sites used their base-
ments for storage and for childrens’ playground.

Satisfaction with Scattered Sites residents
was generally greater—unfortunately data on
differentials in unit cost of construction were not
indicated. Analysis suggests greater attention be
paid to design detailing and to trade-offs be-
tween initial construction cost and long run
maintenance costs in public housing complexes.

Site Design and Maintenance: Fences were
not provided to separate private backyards from
public spaces; yet most residents thought a
fence important for yard maintenance; gardening
efforts and younger children play.

In Orton Keyes landscaping and site work
was not completed before occupancy; it resulted
in impossibility of bringing out-spaces up to
shape.

Provision of Services: The parking space
provided at Orton Keyes and Fairgrounds Valley
was more than needed. Where City ordinances



do not allow a better match of parking spaces to
parking needs, surplus parking space could be
used for some other function.

The garbage storage and frequency of
collection were acceptable to residents of all
three types of housing. However, pickup was
criticized at Orton Keyes because of careless-
ness of the collectors.

Project Location: Location of all three proj-
ects with respect to bus stops, shopping, work
places and schools were generally satisfactory to
residents. Satisfaction was highest among Scat-
tered Sites residents, second among Fairgrounds
residents—located one mile from CBD—and
third among Orton Keyes residents—Ilocated 212
miles from CBD.

Project Neighborhood: All sampled were gen-
erally satisfied with their neighborhoods; Scat-
tered Sites residents more so than residents of
the two public housing complexes. The latter’s
main complaints were with behavior of neighbors
and too many children. Less than 5 percent in all
three projects indicated racial tensions; Orton
Keyes and Fairgrounds are 65 and 85 percent
black, respectively, and Scattered Sites 74 per-
cent white.

Project Administration and Targeting: Resi-
dents rated the management of the two housing
complexes generally well and thought the rules
and regulations were fair. Most respondents indi-
cated that a handbook explaining the rules and
regulations of the Rockford Housing Authority
would be useful.

A black/white racial mix of 2 to 1 and 3 to 1
in Orton Keyes and Fairgrounds, respectively did
not appear to cause racial conflicts. The family
income of whites in those projects were lower
than for blacks. Yet, a much higher proportion of
white families in the projects expected to move
from their present houses sometime in the fu-
ture.

Attitudes Towards Home Ownership: Resi-
dents of the scattered site units were either buying
or had the intention of buying their houses. Favora-
ble comments towards ownerships outnumbered
unfavorable comments 3 to 1: Residents men-
tioned increased freedom of action, personal sat-
isfaction, financial benefits and privacy. Major
complaints focused on maintenance costs and
taxes. Low-middle income homeowner residents
of scattered sites had a much lower expected
mobility than the low income renter residents of
the two housing projects: 28 percent expected to
move versus 60 and 75 percent for Orton Keyes
and Fairgrounds respectively. Scattered Sites
residents also described their neighborhoods as

good places to raise children much more fre-
quently than project respondents.

Regarding the type of public housing, ap-
proximately 90 percent of all respondents in the
three projects indicated preference for single
family houses as opposed to apartments, du-
plexes or others.

“The Changing Distribution of Negroes
within Metropolitan Areas: The
Emergence of Black Suburbs”

Reynolds, Farley, The American Journal of Socl-
ology, Vol. 75, 1970, pp. 512-529

Objectives: A test of the hypothesis that cities
and suburbs are coming to have racially dissimi-
lar populations. It:

1. reviews the historical
composition;

2. examines the rapidity of black population
growth in suburbia in recent years;

3. analyzes the socioeconomic characteris-
tics of blacks in suburbia and of those moving
into suburbia; and

4. describes the types of suburbs which
have experienced black population growth.

Findings: The study reveals that suburban
rings do not have an exclusively white popula-
tion. There are now, and always have been, sub-
urban communities of blacks. In recent years,
the growth of the Negro suburban population
has accelerated. This growth appears concen-
trated in three types of areas: Older suburbs
which are experiencing population succession,
new developments designed for black occu-
pancy, and some impoverished suburban en-
claves. Despite this growth, city-suburban differ-
ences in the proportion of black population are
increasing, and patterns of residential segrega-
tion by race within suburbs are emerging which
are similar to those found within central cities.
In the past, city-suburban differences in socioec-
onomic status were different among whites and
blacks. Unlike whites, the blacks who lived in
the suburbs were typically lower in socioeco-
nomic status than the blacks who lived in cen-
tral cities. The recent migration to the suburbs,
however, is apparently selective of higher status
blacks, and it is likely the census of 1970 will
reveal that the socioeconomic status of subur-
ban blacks exceeds that of central city blacks.

trends in racial

“Home Ownership for the Poor”

Bernard Frieden and JoAnn Newman, Trans-Ac-
tion, October 1970, pp. 47-53
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Objectives: To evaluate four private pilot proj-
ects designed to facilitate homeownership by low
income families. The main questions probed
were:

1. What methods are used to bring the cost
of homeownership within the reach of low in-
come families?

2. Do low income families want to buy their
own homes?

3. Are poor families able to meet the finan-
cial commitments of ownership?

4. What have been the benefits of owner-
ship?

5. How effective and important are the var-
ious managerial techniques worked out by the
pilot projects?

Context and Method: The four pilot projects
are: Better Rochester Living (BRL) in Rochester,
New York; the Bicentennial Civil Improvement
Corporation (BCIC) in St. Louis; Flanner House
Homes (FHH) in Indianapolis and the Interfaith
Interracial Council of the Clergy (IICC) in Phila-
delphia. All four agencies are private profit or
nonprofit organizations. The BCIC and lICC fo-
cused on buying and rehabilitating brick single
family, semidetached and row houses in the cen-
tral slum areas of their respective city, one
(BRL) let families shop for the house of their
own choosing—price of which was not to exceed
2%2 times annual income of the main wage earn-
er—and one (FHH) was basically a self-help op-
eration for building new houses.

Means to help poor families to afford owner-
ship included (1) reduction or elimination of
down payments—using sweat equity instead of
cash, special federal mortgage programs or bank
deposits as security for the mortgages; (2) keep-
ing costs as low as possible—using cheap dete-
riorated housing or new housing built according
to plans for low cost construction. Total housing
costs in all four projects varied from $8,000 to
$14,000; and (3) ownership training and advice
—including budget counseling, employment as-
sistance, classes in maintenance skills.

Interviews were conducted with project
directors and participating homeowners.

Findings: The findings of this study are as
follows:

® Many low income families do want to
buy their own homes: two of the projects re-
ported they had as many as five applicants for
each of their houses.

® The pilot programs had surprisingly low
rates of default on payments. Conceivably, the
four projects were ‘“‘skimming the cream.”
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e Benefits from ownership included inde-
pendence from landlord for services and contin-
ued tenure; their mortgage payments were a
form of regular forced savings, which can be
particularly valuable to people not accustomed
to saving at all; building up of equity providing a
resource for emergencies and increasing the
family’s ability to borrow money; the costs were
in many cases lower than the rents the families
had been paying; homes were in better condition
and more spacious than previous ones.

® The study found that even families who
had formerly lived in squalid apartments, which
they not only failed to maintain, but often dam-
aged further took excellent care of the homes
they owned.

e Claims that home ownership will produce
motivational benefits were not supported by the
study. The main benefits of the projects or of
similar programs are (1) the widening of housing
choices for the poor, (2) provision of the finan-
cial advantages of an equity position; (3) the
supply of better housing at the same or lower
cost; and (4) the improvement of the condition of
the housing stock.

Administrative Criteria for the Projects: The
criteria used by the four projects in selecting
families included steadiness of income and em-
ployment credit history (which differed from the
usual credit “rating’’), marital stability and moti-
vation.

Some of the programs allowed families to
rent their houses for a trial period before buying.

Comparison with Federal Program: The
projects were concerned primarily with helping
individual low-income families, whereas the Fed-
eral program is designed primarily to increase
the country’s housing stock.

Minimizing Foreclosures: The process of
selection and guidance—pursued long after the
family moved in—appears to have been crucial
to the success of the pilot projects in holding
down the number of foreclosures. Under the fed-
eral program, no one can be expected to do the
subjective and personal kind of screening and
counseling done by the pilot projects; the mort-
gages will be fully insured by FHA in any case
and there is no specific provision in the law for
a trial rental period. As a result, foreclosures are
likely to be substantially higher under the new
program.

Reaching the Poor: Families with incomes
ranging from $2,500 to $8,000 were able to buy
homes under the pilot projects. The intention of
the federal program is to reach families with an
income range from $3,000 to $7,000. Two factors



in the federal program (in 1970) were thought to
lead to a disproportionate selection of families at
the highest income levels permitted by the law:
The subsidy formula that fails to include certain
major housing expenses—particularly utilities
and maintenance—and the emphasis on con-
struction of new housing.

Because of the latter—and of land costs in
inner cities—the federal program will probably
operate primarily in the suburbs. This is a mixed
blessing. Because the new ownership program
does not require the involvement of local govern-
ments at all—in contrast to public housing and
rent supplements—low income housing in sub-
urbs may be more difficult to obstruct—except
by setting up restrictive zoning and subdivision
regulations. But it may help mainly the lower
middle-income whites rather than blacks unless
Federal fair housing regulations are enforced
aggressively. The surest way to serve the black
families would be to offer low-cost ownership
housing in or near areas where black families are
already established.

“Neighborhood Deterioration as a Factor in
Intraurban Migration: A Case Study in New
York City”

Michael Greenberg and Thomas D. Boswell, The
Professional Geographer, Vol. 24, No. 1, Febru-
ary 1972, pp. 11-16.

Objective: The main purpose of the study was
to assess neighborhood deterioration as a force
in intraurban migration, relative to such com-
monly identified factors as changing family sta-
tus, and the knowledge of housing opportunity.

Context and Method: The study is based on
two separate analyses: (1) of the universe of ap-
plications to and (2) of a sample of residents in
Co-op City in Bronx County, New York City. The
cooperative will ultimately house over 15,000
middle-income families, 6,000 of which were liv-
ing in the project at the time of the study, June
1970.

The first analysis analyzed the relationship
between the spatial pattern of applications and a
set of the neighborhoods characteristics—seven
—in which the applicants resided. The second
analysis explored the factors which prompted
the decision to move of those families living in
the Co-op project in 1970.

Findings: The findings of this study are as fol-
lows:

e Over 98 percent of the applications came
from six counties in New York State and 74 per-
cent from Bronx County. Furthermore, 80 percent

of the applications came from 36 zip zones
within a 10-mile radius of the site suggesting a
strong distance decay in intrametropolitan move-
ments.

e The spatial pattern of applications was
found most strongly associated with perception
of neighborhood deterioration. The latter was op-
erationally measured as the ratio of the sum of
the changing distance (1950 to 1960) between
the zip code centroid and the two nearest cen-
sus tracts containing at least 25 percent blacks
and Puerto-Ricans and having a median family
income less than $4,500. The authors conclude
that neighborhood deterioration—in most of the
neighborhoods crime rates were increasing rap-
idly—was an important factor in encouraging mi-
gration and could be recognized through the
movement of the lower income, minority group
ghetto.

Analysis of the decision to move of families
living in Co-op City yielded similar results: The
most significant factor focused on the perception
of neighborhood deterioration. In addition, they
believed that most of their friends living in the
vicinity wished to move.

A test of the minority encroachment hypoth-
esis—a variance of the tipping-off theory—pro-
vided no support for it: The relative growth of
minority group members in the neighborhoods
was not significantly associated to the spatial
pattern of applications. But, the rapid turnover of
the origin areas was filled with middle class
blacks and Puerto Ricans and Co-op City con-
tains approximately 20 percent minority group
residents. It is concluded that the flight was
away from selected minority group socioeco-
nomic classes identified with deterioration, but
that the mere presence of blacks and Puerto Ri-
cans was not a sufficient condition to cause sub-
stantial out-migration.

® The only other neighborhood characteris-
tic significantly associated with the spatial pattern
of applications was the proportion of Jews. Both
applicants to and residents of Co-op City were in
largely Jewish population that had not moved in
ten or more years. An examination of the ques-
tionnaires revealed that Jews were more active
receivers and transmitters of information than
other groups.

e Finally, a third component proved signifi-
cant in the decision to move of Co-op residents:
A change in family status. They were either
young, large families whose head of household
was engaged in professional or managerial work
and older, smaller families whose members were
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usually retired. The first group was seeking
larger quarters, the second, smaller living
spaces.

“Neighborhood Setting and the Isolation of
Public Housing Tenants”

Louis Kriesberg, Journal of the American Insti-
tute of Planners, Vol. 34, No. 1, January 1968,
pp. 43-49

Objectives: To assess the consequences of
placing low-income families in middle-income
neighborhoods.

Context and Method: The study is based
upon a survey of families in four low-income
housing projects and the neighborhoods sur-
rounding each, in Syracuse, New York. All of the
projects in Syracuse are small and have low
density. Some characteristics of the residents in
the public housing projects and in the surround-
ing neighborhoods are summarized in the follow-
ing table:

occur, and the project tenants do not develop a
strong community.

® Considerable difference in socioeco-
nomic status between project tenants and resi-
dents in the surrounding area may not neces-
sarily be an important impediment to social
interaction. For example, in the case of Stern,
where socioeconomic differences were most
marked, the social isolation of project tenants
was no higher than it was in Evans or even
Grant. Apparently the reservoir of possible asso-
ciations in the neighborhood outside Stern was
sufficiently large that interaction could occur at
the same low level as for the Evans and Grant
tenants.

® The overall evidence of the study, the
author concludes, indicates that socioeconomic
status differences are not a particularly impor-
tant barrier to social interaction between project
tenants and neighborhood residents.

Note: Another study indicated that Stern—a
33 percent black housing project in a high-mid-

Households including Households with Mean
a married couple some or all income household
with minor child from welfare income  Racial composition
{percent) (percent) ($) of neighborhood

Project 1 (Evans) 67.3 16.4 4195
Neighborhood 1 59.0 1.1 7562 Predominantly white
Project 2 (Grant) 34.5 26.7 3072
Neighborhood 2 32.7 18.7 4887 Predominantly white
Project 3 (Park) 41.5 51.3 3023
Neighborhood 3 37.6 23.0 5369 Predominantly black
Project 4 (Stern) 57.6 24.8 3791
Neighborhood 4 44.2 3.0 9492 Predominantly white

The hypotheses tested included:

® The greater the differences in socio-eco-
nomic status between project and neighborhood
the less likely interaction to occur.

® The more physical barriers separating
the project from the neighborhood the less likely
interaction to occur.

® The higher the level of interaction within
the project relative to the level outside, the
greater the tenants’ isolation.

Findings: The findings of this study are as fol-
lows:

® The study revealed that simply living in
public housing constitutes a barrier. This seems
to be the case unless the project tenants are
largely drawn from the surrounding neighbor-
hood and no marked physical impediments to in-
teraction exist, no major social differences
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dle white neighborhood—was unpopular among
both black and white applicants. Among white
applicants Park—75 percent blacks in a predom-
inantly black neighborhood—has the lowest
ranking; among black applicants Evans—2 per-
cent black in a predominantly white neighbor-
hood—ranks lowest. See Ronald Ley, “An Analy-
sis of Project Preferences of Applicants for
Public Housing,” Syracuse University Youth De-
velopment Center, 1961.

“Homeownership for the Poor: Economic
Implications for the Owner/Occupant”

Peter Marcuse, Working Paper 112-26, The

Urban Institute, March 10, 1971

The paper presents a conceptual discussion
of the economic consequences of homeowner-
ship for low-income families.



The general conclusion is that the economic
savings from homeownership for the low-income
tamily are neither clear nor unequivocal.

Context: It is suggested that what discussion
there is on the economic costs and benefits of
homeownership to a low income family confuse
three entirely different questions:

1. Is it better for a low-income family to live
in a dwelling unit it owns, rather than in one
owned by someone else?

2. Is it better for a low income family to
own & dwelling unit than to own nothing?, i.e., a
relevant alternative to homeownership may be
ownership of some other asset.

3. Is it better for a low-income family to live
in the type of dwelling unit generally owned by
its occupant—a single family detached structure
—than to live in the type of unit generally rented
—an apartment?

Findings: The findings of this study are as fol-
lows:

e Investment Advantages. The author
argues that a particular house is likely to be a
high uncertainty and high risk purchase for a
low income family. This is because the low in-
come family is confined to a restricted, unfavora-
ble section of the housing market and because it
is less equipped with the information or experi-
ence to bargain well. Also, homeownership for
low-income families is argued to be unattractive
because investment in housing are (1) typically
inflexible—i.e., they imply a continuing obligation
that low-income families can ill afford and that is
absent from almost all other type of investment
—and (2) typically for long term gain—here it is
assumed the low-income family has typically a
high discount rate, i.e. it is present rather than
future oriented. [Note: these arguments were de-
veloped on the basis that the quality of housing
investment—i.e. homeownership—for lower-in-
come families must be assessed comparatively
with alternative investments available to them. In
other words, that the Ilow-income family as
owner and as occupant, even though of the
same dwelling unit can be conceptually sepa-
rated. We believe this assumption is incorrect for
the low-income family must spend for housing
whether it owns or rents the dwelling unit it oc-
cupies. In particular, if it rents and pays an
equal amount or more than it would if owning, it
may well have nothing left for considering alter-
native investments].

e The major advantage of investing in a
house, for most low-income families lies in the

possibilities it opens for them to use their own
time and effort in maintaining or improving an in-
vestment—time and effort they could not other-
wise put to as productive a use—and such
efficiencies in management as they may be able
to achieve.

e Better Maintenance. The arguments for
better maintenance of owner-occupied houses
include that the owners have pride, status, per-
sonal enjoyment, community respect in a well
maintained dwelling unit. They also get an eco-
nomic benefit in the form of increased value of
the dwelling unit. But, even if maintenance is
done by the homeowner, it is not free. Its cost to
the economy should be assessed in terms of op-
portunity costs. There is, however, no reason
similar results would not be obtained in rental
units, were good maintenance reflected in sav-
ings in the occupancy costs the tenant have to
pay.

® Tax Savings. The tax advantages of
homeownership are indisputable. Nevertheless,
the tax advantages of homeownership are the re-
sult of a public policy favoring homeownership.
It is not an indicator that homeownership has in-
dependent merit.

e Higher Transaction Costs. An educated
guess might be that homeownership’'s direct
transaction costs are, on the average, slightly
higher than rental’'s. But, these will be affected
by the occupant’s own mobility.

“Residential Mobility of Blacks and Whites:
A National Longitudinal Survey”

Ronald J. McAllister, Edward J. Kaiser, Edgar W.
Butler, AS American Journal of Sociology, vol.
77, no. 3, Nov. 1971, pp. 445-456.

Objectives: A test of the following double hy-
pothesis:

1. blacks are more likely than whites to
make a change of residence (regardless of dis-
tance or type); and

2. black moves are more likely to be of
short distances than are white moves.

An ancillary purpose of the research was to
shed new light about race differentials in both
migration and intrametropolitan residential mobil-
ity—which previous aggregated studies had ne-
glected—and to relate these to current explana-
tions of mobility.

Method: Based on a two-wave national survey
in 43 U.S. metropolitan areas: base interviews
conducted in Fall 1966 with 1476 households and
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followup interviews conducted in Fall 1969 with
1561 original households—movers and nonmov-
ers—and new households that had moved into
dwelling units vacated by 1966 respondent resi-
dents.

Sample design assured a representative pro-
portion of respondents by age, employment, sta-
tus, race and by head/spouse relationship to
household and correct proportional representa-
tion for each of four major census regions, each
of 3 Standard Metropolitan Statistical Area
(SMSA) size classes and equal numbers of inter-
views in centtal cities and in the remainder of
each SMSA.

Examined were (1) retrospective moves (i.e.,
last moves reported by respondent); (2) subse-
quent moves (i.e., 1966—1969 moves); and (3)
prospective moves (i.e., moving plans for the fu-
ture).

Findings: The findings of this study are as fol-
lows:

e Black households move more often than
white households; also they move more locally
than white households.

The study indicated that approximately 10
percent more black than white households
moved during the period between the surveys—
subsequent moves. Over one-half of the black
households changed their places of residence
between 1966 and 1969. All but 4.4 percent of
blacks remained within the same city or town, as
compared with 17.3 percent of whites.

The greater incidence of intracity moves
among blacks than among whites was confirmed
by examination of retrospective moves—over 90
percent of the blacks previous places of resi-
dence were within the city or town, as compared
with less than 60 percent of those of whites. But
of these local moves, the same proportion of
black and white moves—approximately 41 per-
cent and 36 percent, respectively—were intra-
neighborhood.

Finally, examination of short run prospective
moves—within a one year period—confirmed
above findings that black are more likely to
move than white households. But in terms of
long-run prospective moves—i.e. plans to move
eventually—the study revealed blacks to be
equally prospective movers as whites. Though,
of those planning to move eventually, twice as
many blacks than whites planned intracity rather
than intercity moves.

The study examined the association between
race and mobility/stability and a set of twelve
variables which other studies have shown to
have some effect on moving behavior: age, edu-

888

cation, family size, SES (Duncan Socio-economic
index), duration of residence, tenure ownership/
rentership), dwelling unit and neighborhood satis-
faction, family income, location (city, suburbs),
family type and social mobility commitment.

® Tenure—whether or not the dwelling unit
was owned or rented—was the only variable to
have a statistically significant effect on the
black/white mobility differences. The authors
conclude that the slightly greater mobility of
blacks is a result of their tenure status rather
than of racial, demographic, socioeconomic, or
attitudinal differences. Indeed, blacks are fully 30
percent more likely than whites to be renters (69
percent to 39 percent). It is not unreasonable to
suggest that whites who rent are more likely to
do so by choice because they anticipate a future
move, while blacks who rent are likely to do so
more as a result of the biased housing market
than by choice.

Reasons given by movers for their last
moves between 1966 and 1969 proved to vary
significantly between black and white house-
holds.

® “Forced” moves—resulting from dwelling
unit destruction, eviction, land taken by eminent
domain—was the reason most frequently cited
by blacks (21 percent of moves), but least cited
by whites (5.9 percent). Economic moves—i.e.
‘“seeking a better place,” cost related or space
related—accounted for 38.2 percent of all moves
by black households, and for 33.4 percent of
those made by white. Dissatisfaction with one’s
home is a prime reason for moving behavior of
both blacks and whites. Yet general dissatisfac-
tion is more frequent among blacks (28 percent
were dissatisfied with their neighborhoods
and/or houses), whereas only 10 percent of the
whites were dissatisfied. Finally job-related
moves were more frequent among white house-
holds (12 percent) than among blacks (0.7 per-
cent).

“Public Housing—Urban Slums Under Public
Management”

Lisa Redfield Peattie, in Orleans and Ellis, Race,
Change and Urban Society, Sage Publications,
1971, pp. 285-310

A general review article based on the au-
thor’'s observations and analysis of two “bad”
public housing projects in the Boston area. Proj-
ect deterioration—including physical deteriora-
tion, conflicts between tenants and management,
racial conflicts, rent arrearages, high vacancy rate,
crime and vandalism—is viewed as due to var-



ious intervening and accumulative factors
centering mainly around the process of tenant
selection. The alternative strategies for remedia-
tion reviewed revolve around ideas of the social
composition of the tenant body.

General Characteristics of the Two Projects
Reviewed: The two projects studied had 980 fami-
lies, 712 of which were black. Two thirds of the
apartments were occupied by families with no
working member, and supported by some sort of
public assistance. (Family income figures were
not available). There were also twice as many
children under sixteen as adults twenty-one to
fifty-nine.

Projects’ Problems: The projects are under-
going conspicuous physical deterioration: broken
windows, leaking roofs, mailboxes broken, drain
stoppage, project grounds covered with broken
glass and trash. The maintenance system is con-
tinually backlogged.

The projects had a high vacancy rate at
time of study there were approximately two
hundred vacant apartments that had been largely
vandalized. Over forty percent of the tenants are
behind in rent payments. Vandalism overloads
the maintenance system and the tenants alike.
Muggings and purse-snatching are rampant. Yet,
although people—both staff and residents—refer
continually to “problem families,” there seems to
be no firm evidence to prove that problematic
behaviors are generated by a limited number of
problem families.

The project staff who began working on the
project when it housed mainly white working-
class and lower-middle class families appear to
clash with the second generation of black, low-
income and welfare dependent tenants. s re-
sulting lack of committment to the new social
set-up makes for little incentive for project main-
tenance.

Some Causes of the Problem: “Bad” vs.
“Good” Public Housing Projects: The main cause
of the problem is identified in the process of tenant
selection:

. publicly managed housing systems succeed in
developing the sorts of social stratification between better
and worse which are characteristic of urban neighborhoods
in the private markets” and ‘‘one is definitely aware of the
sense on the part of management and tenants that social
segregation is natural and desirable.”

The possibilities for social stratification
within one city’s public housing system may be
represented by the situation in St. Louis; in the
nine projects of that city vacancy rates recently
ranged from .03 to over 60%.

HUD-promulgated regulations, operative in
early 1969 and intended to work against this
process of segregation by ‘“‘good” and “bad”
families, did not work. A new applicant was to be
offered first a place in the project with the high-
est number of vacancies, then on with the sec-
ond highest, and so on; if he declined all high-
vacancy projects, he would go to the bottom of the
list again. In Boston, a review of the first year’'s
experience with these regulations showed that
approximately two-thirds of all applicants offered
the three high vacancy (or “bad” project) loca-
tions rejected the housing. Vacancies in the proj-
ect continued to increase.

The rent structure of the projects contrib-
utes to maintaining a largely dependent tenant
population. Families are supposed to move when
their income gets over a certain level. The policy
insures that families who are economically mo-
bile leave, and are lost to the projects as poten-
tial leaders. It also encourages cheating both by
tenants who fail to report their income in order
to stay, and project staff who let some families
remain even though over-income. In that process
the first generation of working class and lower-
middle class are replaced by the *“welfare moth-
ers” and by predominantly low income, black
families. Racial conflicts come to play an impor-
tant role in the projects, both among tenants and
between tenant and management.

What determines that public projects become
public slums? The author suggests that, in gen-
eral, high rise projects more easily become
slums; also, physically isolated projects.

It is further noted that the problems identi-
fied in the projects studies are those of the con-
centration of poor, not those of public housing:
“high vandalism, rent arrearages, high transiency,
delinquency, personal insecurity, a tendency for
tenant and manager to develop an adversary re-
lationship, and for maintenance to be inade-
quate, are just as characteristic of the housing
situation of the poor in the private market.”

Strategies for Remediation: All alternative or
complementary strategies proposed revolve
around the ideas of the social composition of the
tenant body. They range from (a) imposing ri-
gorous screening of ‘“problem families”; (b) en-
couraging tenants to remain in the projects as
their income rises; (c) dispersing the public
housing stock in small ‘“scattered” sites and
through the leased housing programs; (d) facili-
tating tenant ownership—although this would do
nothing to salvage actual “bad” projects as no
one would be willing to buy there; (e) organiz-
ing the tenants—but this may generate conflicts
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as members will be torn between their desire to
improve the project and their need for solidarity
with all tenants; (f) decentralizing or achieving
community control of the public housing system
—but this may lead to a similar social stratifica-
tion: “Public housing cannot function effectively
as both the housing of last resort for the people
rejected by the rest of the city and as a system
controlled by, and in the interest of, the majority
of its residents.”

“Housing and Its Effects”

Alvin L. Schorr, in Gutman and Popenoe, Neigh-
borhood, City and Metropolis, Random House
1970, pp. 709-729

A review of the evidence of empirical stud-
ies—up to 1963—of the effects of housing and of
neighborhood types on people’s attitudes and
behavior, health and social relationships. The au-
thor generally concludes that the type of housing
occupied influences health, behavior and atti-
tude, particularly if the housing is desperately in-
adequate—meaning dilapidated or lacking major
facilities such as running water. Housing appears
also to influence family and social relationships.
Other influences of adequate housing are uncer-
tain. He suggests that *“ . . . the impact of physi-
cal housing on human behavior is generally un-
derstated” because a conception has yet to be
developed that sees man in relation to his physi-
cal environment.

Weaknesses of Studies on the Social Impact
of Housing: Three types of studies contribute to the
evidence of the effects of housing on attitudes
and behavior: (a) the personal or case observa-
tions studies; they focus on indicating the inter-
ference of extreme housing conditions with activ-
ities necessary to normal personal care and
family life. However convincing the evidence,
generalizations from these studies are difficult.
(b) Statistical analysis of the simple relationship
between housing and behavior; while significant
correlations are often found they do not indicate
a causal relationship. Other possible ‘“determi-
nants” are not explored in these studies. (c)
Comparative studies of residents’ behavior and
attitudes in different types of housing—either in
“before” and “after” studies or relatively to a
control group. Interpretation of these studies is
subject to difficulties due to the problem of hid-
den factors.

In brief, all three types of studies are sub-
ject to the problem of variable specification that
makes a distinction between cause and effect
difficult.
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Findings: The findings of this study are as fol-
lows:

Effect on Self-Perception and Satisfaction: It
appears clear that families who have improved
their housing feel they have improved their situa-
tion and status. There are indications of higher
“general morale,” but of no change in aspira-
tions. Apparently improvement has to go beyond
the simplest physical facilities before a change
in attitude shows. It is suggested that opportuni-
ties for further educational and economic attain-
ment must be genuinely present for changes in
attitudes.

Satisfaction—absence of complaint when
opportunity for complaint is provided—has at
one time or another been shown to be positively
related to: the market value of the house; owner-
ship as opposed to rental; one’s neighbors or
one’s view of them; close friendship or kinship
ties in the neighborhood; space per person; the
number of rooms per family; the availability of
space for separate uses; the possession of a
kitchen or bathrooms of one’s own, and the ab-
sence of certain deficiencies (vermin, etc. . .).
There are however qualifications. Satisfaction
may depend on (a) the circumstances under
which the move was made; such as between
forced or voluntary move; and (b) the discre-
pency between where a person has lived and his
current housing. Finally, it must be noted that
satisfaction with housing is multi-dimensional:
there are trade-offs and any specific factor under
consideration may disappear in or be canceled
out by the effect of another factor.

Effect on Health: The connecting links be-
tween poor housing and poor health are perhaps
the best understood. Diseases that may be caused
by poor housing include: (a) acute respiratory
infections (colds, bronchitis, grippe); (b) certain
infectious diseases of childhood (measles,
chicken pox); {c) minor digestive diseases and
enteritis (typhoid, dysentery, diarrhea); (d) inju-
ries resulting from home accidents; (e) infectious
and noninfectious diseases of the skin; (f) lead
poisoning in children from eating scaling paint;
(g) pneumonia and tuberculosis.

Effect of Crowding and Physical Housing:
Crowding and other housing qualities—dilapida-
tion and cockroaches, or a high level of noise,
or service unreliability—are found to be related
to some forms of stress—for instance the rela-
tion of filth or maintenance problems to migraine
headaches—to behavior—for instance relation of
crowding to sexual stimulation—to ill health—as
the effect of crowding on increased fatigue—and



to family relationships—as the effect of crowding
on intra-family friction or on parental ability and
will to control children.

It should be clear that the arrangement of
space, as well as the amount of space, may be
influencing behavior. Where space is grossly in-
adequate, it is difficult to see the effects of an-
other variable. Where the basic amount of space
is inadequate, however, such questions arise as
the effect of devoting increased proportions of
the cost of a dwelling unit to appliances rather
than space and the effect of one-story compared
with two-story houses.

“The Housing Environment and Family Life”

Daniel M. Wilner, Rosabelle Price Walkley,
Thomas C. Pinkerton and Matthew Tayback, The
John Hopkins Press, 1962

Objectives: The main purpose of the study
was to evaluate the effects of improvement in
housing conditions on their recipients’ (a) health;
(b) behavior, attitudes and psychological charac-
teristics; and (c) children’s school performance.

Method: The study involved two samples,
each surveyed 11 times during a three year period
—1955-1958: a test group originally living in the
slum but subsequently moving to a new public
housing project and a contro/ group matched to
the test families on many characteristics and
slated to remain in the slum. This longitudinal,
controlled experiment adjusted carefully the
original samples to take losses and moves into
account. The effective samples—300 families
(1341 persons) for the test group and 300 fami-
lies (1349 persons) for the control group—were
well-matched on a number of demographic, ini-
tial health and initial adjustment characteristics.
Both samples consisted of low-income black

families. The test group would vary substantially
over time in the independent variable, quality of
housing; the control group would remain con-
stant in this respect.

The public housing project in which the test
group eventually moved was Lafayette Courts in
Baltimore, Maryland, located in the center of the
deteriorated slum areas of Baltimore. It included
816 dwelling units of one to four bedrooms. The
main housing physical and quality differences
between Lafayette Courts and the slum housing
in which the control group lived are summarized
below:

Findings: It was generally found that im-
proved housing conditions, i.e. moves into public
housing projects, lead to:

e |mproved individuals’ health, especially
for children; the effect varies however depending
on the morbidity conditions examined and was
often weak. Yet, among children the findings in-
dicated that test group rates were regularly
lower than control rates in three illness catego-
ries: infective and parasitic conditions, digestive
condition, and accidents. Accidents were one-
third lower in the housing project as contrasted
with the slum;

® Greater satisfaction with specific aspects
of the housing conditions, improved and more
frequent relations with neighbors, increased par-
ticipation in community and neighborhood activi-
ties;

® No significant
and family relations;

e No significant differences in aspirations
for children’s education, or for jobs and profes-
sion for boys and girls;

e No significant differences in aspirations
for homeownership and husbands’ job aspira-
tions; and

differences in personal

Characteristic

Space in apartment

Facilities—(bathrooms, kitchen appliances,
central heating, closet space)

Special facilities

Lafayette Courts
Rooms scaled to family size

Slum
Overcrowding

All provided Lacking in one
or more
Playground and community None

center

Physical Four/fifths of residents i.n Row 2-, 3-, 4-story
six 11-story buildings; buildings
one/fifth in 3-story
buildings

Population Homogeneous; preference Less homogeneous

given to veterans, families population
with children, low income

families
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® No significant differences in school per-
formance of children as measured by intelli-
gence and reading and arithmetic achievement
test scores. Test children, however, were consid-
erably more likely to be promoted at a normal
pace and mean daily attendance of test children
was considerably higher than that of control chil-
dren.

The study also revealed that 90 percent of
the women in both groups expressed a prefer-
ence for owning a home, could they really have
the choice.

Some further details of this study are pre-
sented in table form:

Difference between test vs. control group in:
Health

(1) Freedom of illness Greater**
(2) Number of hospitalizations None

(3) Mortality Lower

(4) Total episodes of illness Lower*
(5) Degree of severity of illness Lower*
(6) Days of disability Lower

(7) Child bearing experience None

Reactions to Housing and Space

Comments

5 deaths occurred among persons of
60 years and older in control group,
none in test group. However size of
group too small for definite conclusion.
There are exceptions depending on age
and sex groups. Especially true for
persons under 35 years of age and
especially children.

Significant only for all males under 60
and for males under 20.

(8) Satisfaction with apartments Greater*
(9) Satisfaction with building,

maintenance and value

received Greater *
(10) Satisfaction with play

facilities for children Greater*
(11) Individual privacy Greater**
(12) Inviting friends and

neighbors Greater™
(13) Satisfaction with personal

space Greater*

Personal and Family Relations

(14) Common family activities More often**
(15) Parental interest in

children’s activities Lower **
(16) Relationships among

family members None
(17) Quarrels, arguments and

hard feelings None
(18) Reaction to and discipline

of children None

Relations with Neighbors

(19) Daytime interaction with

neighbors More *

(20)
(21)
(22)

Helping one another out
Infringement on privacy
Satisfaction with neighbors

None
Greater **
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(23) New friend(s) living in
neighborhood More often*
Social Self Concept and Aspirations
(24) Feel better off than
three years ago
(25) Aspirations for children’s
education None
(26) Aspirations for jobs and
professions for boys

More often*

and girls Greater**
(27) Chances for owning
own house None

Reasons most frequently given included
psychological or social aspect of housing,
economic aspects of housing.

Attitudes and Behavior Toward Neighborhood and Community

(28) Satisfaction with location

in respect to shopping Greater*

transportation None
(29) Satisfaction with distance

from facilities and relatives Lower*
(30) Interest in keeping up

neighborhood Greater*
(31) Satisfaction with

neighborhood Greater*

Style of Life
(32) Participation in
self-promotive

and other
activities: woman More often**
husband None
School Performance
(33) Intelligence test None
(34) Arithmetic achievement test None
(35) Reading achievement test None

(36) Normal progress through
school grades More often *
(37) School attendance days Greater *

* Test-control difference significant at .01 or .05 level.
** Test-control difference not significant.
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Tax Law

Analysis of Existing and Proposed
Tax Regulations Related to Real
Estate Development and Investment

By Robert H. Kuehn, Jr.
Housing Economics

General Description

Real estate development and investment are
dependent in part on the tax incentives granted
this activity. Developers and investors look to the
“tax shelter” aspects of real estate as a source
of profit as well as to the strictly economic re-
turns of a project. Under existing tax regulations,
which allow for the current deduction of certain
construction expenses and for the application of
accelerated depreciation methods, substantial
tax benefits have been created which can be
used to shelter other taxable income. Under pro-
posed tax regulations,® these benefits would be
curtailed through the imposition of new account-
ing requirements. In effect, construction deduc-
tions and excess depreciation would not be al-
lowed as offsets against unrelated taxable
income. Rather, losses created in this manner
would be caused to be deferred until applicable
against related income.

In order to assess the impact of existing
versus proposed tax regulations, Housing Eco-
nomics has prepared an analysis of 10 repre-
sentative real estate projects. For each of these
projects, the following schedules have been pre-
pared based on standard real estate and ac-
counting assumptions:

e Pro forma development, operating, and
syndication statements.

® Summary tax projections under both ex-
isting and proposed tax regulations.

e Alternative syndication analyses given
variations in investment terms under both exist-
ing and proposed tax regulations.

® Summary analysis of government cost
and developer profit under both existing and
proposed tax regulations.

® Miscellaneous supplementary analyses.

1 “Proposals for Tax Change,’”’ Department of the Treasury, Apr.
30, 1973.

This systematic evaluation of tax incentives
provides a useful cross-comparison of the mag-
nitude of benefits available to developers and
investors for alternative project types. The analy-
sis also demonstrates the impact of the pro-
posed tax regulations as compared to existing
tax regulations. In sum, the analysis provides the
answer to the questions:

® What is the yield to the developer and
investor given alternative real estate invest-
ments?

® How does the yield compare under exist-
ing versus proposed tax regulations for each of
the project types?

® What is the government's cost of provid-
ing such tax incentives?

It must be realized, however, that the figures
presented in the various schedules included in
this analysis are not absolutes. The assumptions
are by definition averages and estimates, not
hard and fast facts. Consequently, the results
may be understated for some sections of the
country and overstated for others. However,
there is no question that the analysis presents a
consistent set of assumptions for the various
project types and hence a consistent set of re-
sults which may be internally compared. This
systematic analysis should prove an invaluable
aid in assessing the incentives for real estate de-
velopment and investment under the existing and
proposed tax regulations.

Assumptions and Methodology

The following details the primary assump-
tions and methodology used in the analysis. The
assumptions and methodology are derived from
the consultants’ experience working with devel-
opers and investors on matters related to tax
syndication over the past 5 years. The analysis is
based in part on Housing Economics’ computer
model,2 which has been designed in accordance
with standard accounting principles and which
has been applied to actual tax syndications for
projects of an aggregate value in excess of $500
million.

In addition to these narrative descriptions of
assumptions and methodology, it should be
noted that the computer reports have been de-
signed to be as self-explanatory as possible. The
headings for all schedules use common terminol-
ogy and the schedules otherwise follow standard
formats. As far as practical, assumptions are in-
cluded in the reports themselves (e.g., the debt

2 Projection Model, Copyright 1970.
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service rate and basis for calculation is reported
as well as the annual debt service amount).
Finally, footnotes to the schedules provide addi-
tional information where required.

Project Types: In order to provide a repre-
sentative cross-section of real estate investment
alternatives, and hence a thorough analysis of
the differential tax consequences, 10 “‘typical”
project types were structured. These project
types and their respective financing assumptions
are as follows:

the project. Again, this figure was arrived at
based on the review of FHA processed projects
from the 10 HUD regions. This average cost was
not updated. As regards the rehab projects, it
was assumed that the properties to be rehabed
were acquired for the land value of $115,000
only; i.e., the building shell had no value. This
simplifying assumption has a negligible effect on
the analysis of the rehab projects.

All  other development-related costs are
standard estimates based on FHA fee schedules

Project Type
FHA S.236

Financing Assumptions

90% mortgage @ 1%, 40 yrs.

10% equity @ 6%

Walkup

Elevator

Rehab-—accelerated depreciation
Rehab—167(K) depreciation
FHA S.221(d)4

S o\

90% mortgage @ 7%, 40 yrs. + 2% MHFA

10% equity @ 7.957%

o

State (MHFA)
(i.e., 25% of the units
under S.236 subsidy)

Conventional

10%
75%
15%
New—residential 10%
New-—commercial

Old—residential

Old—commercial

oo~

67%2% market mortgage @ 7%, 40 yrs.
22%2% S. 236 mortgage @ 1%, 40 yrs.
equity @ 6%

1st mortgage @ 8v2%, 25 yrs.
2nd mortgage @ 10%

equity @ 12%

Development Pro Forma: The starting point
for the pro forma development schedule for each
project type is, of course, construction costs. As-
suming 100 units for each of the residential proj-
ects, the following typical construction costs
were established:

Walkup: $15,000/unit = $1,500,000
Elevator: $17,500/unit = $1,750,000
Rehab.: $12,500/unit = $1,250,000

The equivalent commercial project construc-
tion costs, assuming a 100,000 square foot build-
ing, is $15 per square foot.

The walkup cost assumption was based on a
review of actual projects processed by the FHA
for each of the HUD regional areas. The average
cost for the projects reviewed was approximately
$13,100 per unit; this figure was then increased
by 15 percent based on an assumed cost infla-
tion since the date the projects were processed
(1970-71). The elevator cost assumption was de-
rived by applying the factor for FHA elevator
versus walkup mortgage limits (17% =). The
rehab costs were derived from a smaller sample
of FHA processed projects.

The land acquisition value for all cases was
assumed to be $1,150 per unit or $115,000 for
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or normal practice. In most instances, the as-
sumption and basis for calculation is noted in
the schedule itself.

A special note regarding the new conven-
tional projects (residential and commercial): A
profit allowance (equivalent to the FHA BSPRA)
would not normally be indicated. Rather, a con-
ventional developer’s profit would be included in
the construction cost or other fees. It should
also be noted that conventional projects are
more typically financed on an ‘“income” rather
than ‘“cost” basis, so that the development
schedule as such is not totally relevant. How-
ever, the approach taken in the analysis is con-
sistent in that the assumptions establish compa-
rable replacement costs under conventional
versus government financing.

As regards old conventional projects (resi-
dential and commercial), it was assumed that the
replacement cost for these existing properties
was equivalent to replacement cost for the simi-
lar newly constructed properties. This assump-
tion is not to be interpreted as meaning the ex-
isting property is equivalent in type and value to
the new property. Rather, the approach is again
to compare the tax consequences of similar dol-
lar investment alternatives.



Operating Pro Forma: The operating pro
forma statement represents the annual income
and expense of operating the project. The gross
effective income (rental income less vacancy al-
lowance) less the operating expenses and real
estate taxes, equals net income. The net income,
of course, must be sufficient to cover the debt
service and cash flow requirements which are
based on the project’s development costs and
financing terms.

The operating expense and real estate tax
assumptions were based on a review of FHA-
processed projects. The average expenses and
taxes (rounded) for a typical 100 unit S.236 proj-
ect were found to be within the following range:

Management $ 9,000 (5% GEI)
Operating 40,000
Maintenance 15,000
Reserves 9,000
Subtotal Expenses $ 73,000
Real Estate Taxes 27,000 (15% GE