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Note to Reader 
The U.S. Department of Housing and Urban Development (HUD) commissioned 

the papers contained in this volume with the understanding that research and data 
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Readers are advised that certain information may be dated, therefore, and they 
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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 III, 
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 d~ta 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 non monolithic 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
dividual 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. 

I 
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5 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 
Burea~ 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 
Ihe 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 
Ihal Ihe Board of Ihe Institute will establish this as one of 
Ihe Institute's major objectives. In addition, lille 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 Ihe 
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 futu reo 

On balance, my recommendation for Federal 
polipy 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.l 
Although not designed or administered to re
place locally enacted Quilding 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 carrieql 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 appllcable 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 eve.ry 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 Standsrds," HUD 
Challenge (July 1971). 

• 68 Stat. 590. 
• 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, III. 60637. 

general acceptance by municipalities across the 
Nation of the model codes,3 and the continual 
upd5lting 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. 4 

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 CODE, 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. 
'Operation: Breakthrough, U.S. Department of Housing and Urban 

Development (1973) at pages 5, 32. 
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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.5 More frequently, local officials have 

• See 	 Flaiani v. Swenson, county Court Branch #2, Sheboygan 
County, Wis. (May 9, 1972) (unreported); cl. Kyritsis v. Fenny, 
66 Misc. 2d 329, 320 N.V.S. 2d 702 (1971) . 

required the producers to tear off the walls to 
reveal the enclQsed 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. 6 

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 t6 
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

• See 	 David Falk, "Building Codes and Productivity in Residential 
Construction" (September 14, 1971), Appendix at page 9. In 
this paper prepared while at HUD lor the President's Produc
tivity Council, I 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, Irom 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. 7 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.8 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: 

1 See 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 AHairs 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. 

796 

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 each 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.9 

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 

• 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 OHicial 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 oHered is, for the purpose intended, at least •

the equivalent of that prescribed in this Code in quality, 
strength, eHectiveness, fire resistance, durability, and safety. 

The Building OHicial shall require that suHicient evidence or 
proof be submitted to substantiate any claims that may be 
made regarding its use. 

International Conference of Building OHicials, Uniform Building 
Code Volume I Section 106 (1970 ed.). 
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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 

]0 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) 

L< >;::::1 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.n 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 

11 South Carolina Laws Ann. tit. 36, ch. 5-1 (Supp. 1970). 

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. ' 2 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.13 

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. 

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

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

13 HPMC-FHA Circular 4030.3, fnspection of Manufactured Hous
ing. Factory and Field (June 9, 1971); HPMC-FHA Circular 
4030.4 , Form 20S1-M, Manufactured Housing: Factory Inspec
tion Report (April 7, 1972) . 

798 

http:months.13


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
whi Ie the Breakth rough-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 personnel 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 wou ld 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 manufactu red housing, 17 States 
have followed the lead of California, which in 
June of 1969 enacted the fi rst State law in this 
area. 1 ! 

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 thei r 
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

11 Cal. Health & Safety Code Ann. Sec. 19960 (Deering Supp. 
1971). 
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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. I 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. Th is 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 ,'5 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. 

15 The Counci l of State Governments, 1971 Suggested State Legis
/ative (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 with in the State must 
be approved by the State, thereby preventing a 
manufacturer from obtain ing local approvals in 
lieu of State approvals, and (2) the requ irement 
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 si tuations 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 t~at 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.16 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 vi rtue 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 

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

regulation through State admin istrative action, it 
becomes necessary to examine the administra
tive system that has been created to assess 
whether the legislative objectives have been re
alized. We should again remind ourse:ves 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 West have only a single set of codes to meet; 
Assurance Program: The Problem of this is one of the primary prerequisites for devel
Selecting State Standards oping a regional market. 

There also can be observed the beginning 
To inform manufacturers of the standards of a centralized approval system for new tech

the State is imposing to which the manufactur nologies within that region. The rules and regula
er's housing must conform, the rules and regula tions in several of these States provide that new 
tions in all States contain a list of the building technologies accepted by the Research Commit
codes which the State has adopted. Certain gen tee of ICBO will be acceptable to the State, and 
eralizations can be made with regard to the administrators in other Western States no doubt
building codes that have been selected: give at least some weight to ICBO Research 

Committee approvals. The result is that a manu• All States have adopted the National Elec
facturer who wishes to incorporate a new techtrical Code. 
nology in his housing design for a feature which • Most States have adopted one or an
is not expressly covered by the applicable Uniother of the other model codes for structural, 
form Codes makes his submittal, complete with mechanical, and plumbing elements. When 
engineering analyses and test data, first to themodel codes are selected, they generally are the 
ICBO Research Committee, which can processsame model codes that have already achieved 
his application within only a few months. Ingeneral acceptance by municipalities in that re

gion. some cases, the manufacturer will find that the 
supplier firm had already secured ICBO Re• No State has written its own code for 
search Committee approval as a part of its regumanufactured housing (with the possible excep
lar process of securing national clearance fortion of Ohio) although several States have cho
new technologies prior to marketing. In effect,sen to follow existing State-drafted codes. 
the ICBO Research Committee serves as a single 

The greatest degree of uniformity is in the authoritative body in the West for approving new 
West, where every State west of the continental technologies falling within the scope of the Uni
divide has chosen to follow the ICBO Uniform form Building Code and for securing partially 
Building Code, and the IAPMO Uniform Plumbing effective-although not mandatory-regional clear
and Mechanical Codes. Manufacturers in the ance with one approval. 
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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. 

• Item: A manufacturer speaking: "Can 
you imagine, I 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. 

I 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 requi rements 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",17 

The lack of detailed guidance, however, 
does not appear to be creating major difficulties. 
Manufacturers should be concerned with quality 
control of thei r product, and no doubt some 
manufacturers have developed effective pro
grams. Probably most important, however, is the 
fact that most States rely on private thi rd-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. 

• Item: 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

11 New York State Building Code Council, Standards, Rules and 
Regulations for Factory Manufactured Homes (January 1, 
1973), at pages 9-11 . 

803 



ministrators wanted plans that show only the fac
tory-produced elements of the housing. The point 
was not mentioned in the rules and regulations. 

• Item: 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 
eacb 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. 

• Item: 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 

his larger model, 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." 18 

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 dews, 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 

" 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. 
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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. I 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. 

• Item: Within 6 months after the effective 
date of Virginia's manufactured housing and .mo
bile home law, applications had been received 
covering 180 plants locat~d i.n 2~ Sta~es . ~n,d 
Canada. Commenting on thiS Situation, Virginia s 
C. Sutton Mullen observed: "Adequate fundin~ 
for the development, maintenance and supervI
sion of the inspection force required for a job of 
this magnitude stagger the imagination." 19 

Of course the fact that a third-party agency 
is a private ~rganization does not necessarily 
mean that it can attract and retain competent 
staff either. Nevertheless, at least when the 
thi rd-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 agencle.s 
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 fir~s-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. ba~is. 
Another national fi rm, the Product Fabrication 
Service, also is experienced in this field, p~rticu
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 th.e Middle 
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

19 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 I 
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 Idaho, 
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. 

• Item: 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." 20 

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 

,. Statement of the Mobile Homes Manufacturers Association to 
the Department of Civil Administration, State of Minnesota 
(April 27, 1972), at page 3. 

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. 

• 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. 

• 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 Pennsylvania approach leads only to a 
change in formal contractual relations, I 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 

806 



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 ray 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 tho~e 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, I 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 21-if the question asked is not "which 
code is better," but "does each code afford 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 an~ 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. 

.. 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 01 Commerce (January 1971), at pages 
10-12. .. 

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 substantially 
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, I 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 Iowa have entered 
into a cooperative arrangement, and there are 
serious discussions between the States of Cali
fornia and Washington, no other bilateral 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 to 
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
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facturer's point of view, both objectives of the 
system of State-manufactured housing laws have 
been met. 

I n 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 function~. 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 Confrols 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. 

• Item: 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 to 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. 

• Item: 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. 

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 Reciproctty 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. ~2 

• 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.23 

• 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. 2 5 

• 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."G 

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

23 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. 

>I National Conference of States on Building Codes and Standards 
(NCSBCS), Reciprocity Committee, "Procedures for Develop
ing Recommendations on Uniform Effective Dates" (March 
1973). 

20 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. 27 

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. 

21 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 28 and by Representative Moss with 
his Mobile Home Safety Act of 1973.29 

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 thi rd-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 . 

29 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 would 
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, I believe that it would be best to continue 
to work through the States. I 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 

State legislation on manufactured housing,30 but 
no credit is given to the States for having taken 
the legal 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 model 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 laws 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. 
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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 I am not an engi
neer, I 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 I 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, I 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
factu red 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 I 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 appears 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.31 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 placed 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 met.32 While performance criteria 
might be useful to provide a base line for evalu

31 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. 

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. 33 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 01 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, SedwaylCooke 

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 

challenge 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 Departrnent 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? 

.--~-" 
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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
rems (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. 1 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 fi rms, 
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: 

• 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. 
• City building inspection and approvals. 
• Associations of home builders. 
• 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

817 



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, aod 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 model 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. 

• 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. 

• 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.) 

• 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 . 

• 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. 

• 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. 

• Legislation 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
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politics, excessive influence of labor, or exces
sive influence of subcontractors. Postive-Iocal 
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 
potent ially "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 5 - "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 mod ifica
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: 

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

• 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 Jun ior 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 find ings" 
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 

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 
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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 
1972-1 
1973-2 

Previous Adopted Edition of 1967 1968-5 
UBC 1969-1 

1964 1965-1 
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-bath room-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 
Los Angeles local City code somewhat based 

on UBC, but with many revisions. 

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 thei r 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 decision making 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, c9de 
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 

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. 

822 



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 
thei r 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

• 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" yvould 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 
public. 

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 

• For 	 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 LlBC is directed. UBC should not try to 
meet every unique situation because the code would then be 
too cumbersome for most of its users. 

'National Commission on Urban Problems, op. cit. , p. 265. 
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excessively cumbersome, confusing, slow, and 
costly-so 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 non paid 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 situation 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

6 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. 

• 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 Acr 
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 Council (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 Institute of 
Building Sciences . The Academies-Research Council and 
other knowledgeable organizations wi ll assist in its form a
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 fi eld. 
The Academies-Research Council need not itself assume any 
function or operation of the Institute. 

Subsection (c) 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 find ings 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 appropri ation 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-slJstaining' 

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

7 U.S. Senate Committee on Banking , Housing and Urban Affairs, 
Report on the Housing and Urban Development Act 01 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. 

• 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.s 

• 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. 

8 National Commission on Urban Problems, op. cit. , NCUP recom
mendation No. 2(c) . 

o Ibid, 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. 

• 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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Appendix B. Responses By Local Jurisdictions to Questionnaire 1 (June 1973) 

Model Suilding Code 
Name3 

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? 

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? 

Model Plumbing Code 
Name5 

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 
jurisdiction 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 

~ Suilt Housing" Law? 
"'-I (Continued on p. 828.) 

Daly City 

U.S.C. 
1970 
Oct. 1971 
Yes 

No Change 

U.S.C.l19671 
August 1969 

N.E.C. 
1968 
Oct. 1971 
Yes 

No Change 

U.P.C. 
1970 
Oct., 1971 
Yes 

More 
Difficult 

Yes 

Marin County 

U.S.C. 
1970 
Apr., 1972 
Yes 

No Change 

U.S.C.l1967I 
1968 

N.E.C. 
1971 
Apr. 1972 
Yes 

No Change 

U.P.C. 
1970 
Apr., 1972 
No 

Yes 

San Mateo 
Martinez2 Menlo Park~ Newark (City) Pittsburg County 

U.S.C. U.S.C. U.S.C. U.S.C. U.S.C. 
1970 1970 1970 1970 1970 
1971 July, 1971 Feb., 1971 Jan., 1973 Jan., 1973 
Yes Yes Yes Yes Yes 

No Change No Change No Change No Change No Change 

U.S .C.l19671 U.S.C.l1967 I U.S.C.l19641 U.S.C.l1967 I U.S.C.l1967I 
1968 1968 July 1965 1968 June 1968 

N.E.C. N.E.C. N.E.C. N.E.C. N.E.C. 
1968 1971 1968 1971 1971 
1969 Sept., 1972 Feb., 1971 Jan., 1973 March, 1973 
Yes No Yes No Yes 

No Change Easier No Change 

U.P.C. U.P.C. U.P.C. U.P.C. U.P.C. 
1970 1970 1970 1970 1970 
1971 July, 1971 Feb., 1971 1971 Jan., 1973 
Yes Yes Yes Yes Yes 

No Change No Change No Change No Change No Change 

Yes No No No Yes 



(XI 

~ 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? No No 

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! Deletedl 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 Depertment 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. 
• Responses from followup telephone inquiry. 
• Uniform Building Code (U.B.C.) 
• National Electrical Code (N.E.C.) 
• 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.) 

• "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.) 

• "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 been favorable 
wherever we've worked with localities which 
have adopted a model code." 

"BOCA approval has been especially help
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.) 

• "BOCA code is quite acceptable and 
helps get approvals." 

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

• "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.) 

• "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 panel system.) 

• "Uniformity of standards is more impor
tant especially for developers like us who make 
extensive use of stock plans." 

(Fredericks Development Corp., Fullerton, 
Ca.) 

• "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.) 

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. 

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 adopted 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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6 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. 1 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 shirts, that is not 
1 See 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
Uveness 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. 3 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 fi rst 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. 4 Wages, material costs, and inter

2 For more detail 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. 

S See 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) . 

• 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 examples of industry studies see Dunlop and Mills 
(1968), Mills (1972) and Swan (1971). Dunlop and Mi lls 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 2.3 
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 
1966 70,941 48,484 6.1 
1967 91,370 64,869 7.1 
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 

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. 5 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, I experi
mented with several proxies for real mortgage 
rates-primarily a variety of lags on past in
creases in construction costs. These expe, iments 
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

' Increases In house value will also mean higher taxes and in
surance payments that also must be met currently. 
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Table 2. The Model 

HSJ) = f (LAGRM, LAGVAC, STOCK, SUBSIDY) (1) 
HSS = g (LAGRM, LAG FUNDS, TIME) (2) 
HS = min (HS O, HSS) 	 (3) 
~ RM y (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 -lagged 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
~er 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.6 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. I 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 interpolatio~ 
for a quarterly series. Several types of interpola
tions were tried. There were essentially no dif
ferences in results using the different interpola
tions. 

• 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. 

"-'IrL- "--' • .-.......r. __ .... __ _ .____ •____ ,____ _ 
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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 thei r 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.7 

Estimation of the Model 8 

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

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

• See 	 Fair and Jaffee (1972) and Fair and Kelejian (1972) for a 
complete discussion of alternative techniques of estimating 
disequilibrium models. 

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 8. 
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 = Hsn - - 6Rn' (5) 

y 
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 HSD 

1
exceeds HS, but subtracting the term - 6Rm 

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 6Rm 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. 9 	 Note that coefficients of all independent var

• These 	 estimates 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 i. 
estimated with data through 1969:4 so that the model'. pre
dictions can be checked against actual experience outside 
the period 01 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 
mortgage rate drops which reduces the impact of subsidies on 
total starts. 
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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 B. Columns (3) and (4) are 
reestimates of the coefficients imposing the con
dition that both estimates of B are equal. Only 
one set of summary statistics is reported be
cause only one equation is estimated.10 

Figure 1 
Simulation Results 
1960:1 - 1972:3 

3,000 
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- - - Simulation 
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60 67 64 6. 6. 70 72 

Figure 1 gives an indication of how well the 
model tracks housing starts and the mortgage 
rate both within and outside the sample periodY 
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 paints. As was to be expected there 
were minor changes in the t statistics for all coefficients. 

11 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.12 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 difficult 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 
buill. 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) 

Constant 

Sl 


S2 


S3 


LAGRM 


LAGFUNDS 


TIME 


LAGVAC 


SUBSIDY 


STOCK 


CHGRM 

R- 2 
D/W 
SEE 

t statistics in parentheses 

Unconstrained Estimates 


HSD HSs 


3.726 .238 
(6.06) (1.38) 
- .224 -.208 
(4.82) 	 (-5.71) 

.416 .368 
(9.00) 	 (9.57) 

.254 .206 
(5.43) (5.75) 
-.699 .114 
(7.28) 	 (3.03) 

.054 
(10.54) 

- .0042 
(2.68) 

1.165 
(7.34) 
1.0 

.031 
(3.99) 
- .924 9.60 

(-3.99) (2 .20) 
.868 .918 

1.30 	 1.20 
.101 .080 

• 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 si'milar 
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,13 The very low 
supply elasticity indicates the importance for 
housing of savings flows at thrift institutions. The 

13 See Brownlee (1968). 

Constrained Estimates 

HSD 	 HSs 

3.720 	 .282 
(6.85) (1.22) 
-.224 - .208 

(-5.39) (-5.07) 
.417 .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 

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.14 

"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 01 houses do not change. This 
paper does not offer any systematic way 01 incorporating any 
01 these effects. However, consider the induced effects lollow
Ing an increase in subsidized starts. (Analogous conclusions 
hold lor 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 01 houses, there is a tendency lor 
more starts. But given the steepness 01 the supply curve, the 
magnitude 01 both the vacancy rate and the stock effect must 
be quite smsll. The increase in subsidized starts does work 
to raise mortgage rates. II this increase gets transmitted 
to other market rates, then deposit inflows are apt to decl ine 
as msrket securities are now more attractive. This ellect 
could be quite strong given the sluggish adjustment 01 
deposit rates and ellective deposit rate ceilings. The decline 
in deposit Inflows works to shill the supply curve to the lell, 
ollsetting the impact 01 the increase in the subsidized starts. 
In sum, relaxing the ceterus paribus assumption is most likely 
to reduce the impact 01 a change in subsidies on total starts. 
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Figure 2 

Equilibrium Relationship 


Quarterly Disequilibrium Model of Housing Starts 


Mortgage 
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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 stimulate.s 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 
19 

38 
29 

40 
37 

- 46 
- 47 

-40 
-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 
1971.1 -257 - 45 -42 

.2 -256 + 9 -35 

.3 -255 + 18 -29 

.4 -254 - 45 -25 
1972.1 -230 - 42 -20 

.2 -206 - 26 -23 
3 -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 

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

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.16 Housing subsidies should 
be used to solve distributional problems-not in 
attempts to influence the total number 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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An Analysis of the Filtering 
Process with Special Reference 
to Housing Subsidies 

By William B. Brueggeman 
Associate Professor of Finance, Real Estate, 
and Urban Analysis, The Ohio State 
University 

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 result 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 

fact, these market impediments exist, are also 
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 1 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. 
• Ibid., p. 321. 
• Ibid., p. 333. , 
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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." 4 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 

• Ernest 	 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. 

• 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,7 
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" wi" 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.s The reduc
tion of expenditures by suppliers eventually re

• For an extended microeconomic analysis of the housing market, 
see : Edgar O. Olsen, "A Competitive Theory of the Housing 
Market," American Economic Review, 59, September 1969, pp. 
612-622. 

1 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 commodity 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 dwell ing 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, 1972, pp. 
45-47; " Income Taxes and Housing," American Economic 
Review, December 1970, pp. 789-806. 

S For homeowners, the reduction would come about through a 
decrease in imputed return on equity capital. For a discussion 
of imputed rents, see : Ira S. Lowry, " Filtering and Housing 
Standards: A Conceptual Analysis," Land Economics. Novem
ber 1960, pp. 362-370; Henry J. Aaron, Shelter and SubSidies, 
1972, 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." 9 

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 10 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. 
W Ira S. Lowry, op. cit., p. 364. 

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.H 

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.12 . 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.13 AI

11 Ibid., p. 364. 

12 This is a View which seems to be held by several researchers 


01 filtering . The question 01 filtering and new construction is 
developed later in this paper when the chain-ol-moves 
methodology is analyzed. 

13 Assuming a positively sloped housing supply lunction, see 
Richard F. Muth, "The Demand lor 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 housi ng 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 long 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." 1 

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 

14 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,15 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 a.n 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 econom'c profits in the housing 

" It should be pointed out here that indi rect 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 
papar. 
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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 bundles 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,16 
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 

,. 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. 

restored. '7 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. ' 8 Theoretically, this transfer 
should stop at a point where price per unit of 
housing service is equal to longrun average cost 
of production. '9 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 su ppliers at
tempting to alter dwellings in order to change 

11 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 bui Iding 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. 

,. 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. 

19 This process would 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. 
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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. 20 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,21 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

'" 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. 

21 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 
Ihe 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. 22 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. 23 Estimates of the so

"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 Res'dential Property Values with Special References 
to Air Pollution," The Review of Economics and Statistics, 49, 
1967, pp. 246--257; George Sternlieb, The Tenement Landlord, 
1969; and Richard F. Muth, Cities and Housing, 1969, passim. 

"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 possibil ity that it may 
cost more to operate housing units in ghetto areas, see; 
Richard F. Muth, loc. ell. 
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called "discrimination markup" range from be
tween 5 and 10 percent.2 4 

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 expend itures 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. 

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 bundles-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. 25 

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 for,ce 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 

z:s 	 It 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 I and II," Land Economies, 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 demandY 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 bundles, 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." 

" 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 upg raded. 
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This methodology was used in Hartman 28 in 
studying the relocation patterns of households 
displaced by urban renewal programs. Subse
quently it was used by Kristof 29 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 30 at the same or lower rent (essentially 
the benefits view of fi Itering), (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 31 was undertaken in New York City in 
the summer of 1963. Beginning with a sample of 
64 newly constructed units, interviews with suc

28 Chester Hartman, "The Housing of Relocated Families." Journal 
of t/le American Institute of Planners, 30, November 1964, 
pp. 266-286. 

'" Frank S. Kristof, "Housing Policies and the Turnover ot 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. 


31 Frank S. Kristof, loc. cit. 


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 everyone 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 

"J. B. LanSing, C. W. Clifton, and J. N. Morgan, New Homes 
and Poor People: A Study of Chains of Moves, 1969, passim. 
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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. 33 Essentially, the objective of 

33 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 p,ercentage 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 belter quality at the 
same rents. 34 

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 Ihis respect the study referred to 
here differs from findings in Lansing, et aI., 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 (Le., income or population 
change), these studies amount to no more than 
tracing adjustments made in the existing housing 

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 th~ 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 
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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. 35 

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. 

.. For a discussion of a hedonic price Index see: Zvi Grlliches, 
"Hedonic Price Indexes Revisited: Some Notes on the Art," 
1967 Business and Economics Statistics Section Proceedings 
01 the American Statistical Association. 

:l<l John F. Kain and J. M. Quigley, "Measuring the Value of Hous
Ing Quality," Journal 01 the American Statistical Association, 
June 1970, 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 3 7 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. 38 

Based on the amount of funds available for 
housing subsidy and the number of households 

31 Henry J. Aaron. Shelter and Subsidies, 1972, passim, and "In
come Taxes and Housing," American Economic Rev;ew, De
cember 1970, pp. 789-806. 

,. 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 
-whether 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 

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.39 

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: 

• Homeownershi~ven in its legal as
pects-is multidimensional. 

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 

• As of December 1972. 
Source: 	HUD-Task Force Team II 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. 

Second: 
• 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 aI., 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 Allot, 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 
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governmental or privately subsidized homeown
ership programs for the poor. For instance, 
within 5 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 suifthem
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 lower 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 aI., 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: 

• 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.1 As a result of this interdependence, 
which analysts have too often failed to recogn.i~e 
-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 pref~rence is h~~hl~ 
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 th~ir 
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. mor~ 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 h.omeown.er
ship that is associated with single tamlly 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. 

'1970 Census of Housing. Metropolitan Housing Characteristics . 
HC(2)-1. Table A-3, A-4. 

Social Aspects of Homeownership 

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

... social and psychological factors probably pl~y ~ 
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 n:ay 
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 financi.al 
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 aspir~tions of low income homeowners~ and in 
particular of the participants to the S~ctlon 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 motivational benefits, it is useful to recall . . . 
[that] ... a single housing measure proved insufficient to 
cure the mulliple 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 I,(tell 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 : "II's a 
beautiful program. I feel I 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 tre
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, Illinois: 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 

J --. ... _ ............... _~~_____• _______ __~ __ .___ _
~ ~ 
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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 physic 
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 

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 middle 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
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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 aI., 1960; DroeU
boom, et aI., 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 repairs. 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 labor. 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). 
Macintosh (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 regarded as the ideal state of the small house 
or that one hould 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 landlord 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 III 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: 

• 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 JOw 
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 
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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" 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 subsidizel1 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 
aI., 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 . 

• 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. 

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 
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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 Table 3). 

• 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 II, 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 II, 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, 

• 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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• 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-like 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-Igoe 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 slums 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

head and Rogier, 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, 

• 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, 

• While the preferences of low income 
families are not well documented by surveys, a 
preference for public housing in relation to ~ist
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 
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(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 
proiects, 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 aI., 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 were- 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 tRe 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 ef~ective 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 natu re 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 fi rst pref
erence to Italian residents who had been dis
placed by the project (Kaplan, 1963). This dis
pleased the black community, which felt 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 (Rosh co, 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

cept new public housing projects in their area, 
and (c) most community and political leaders 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 

~---' .......... 
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(I..edbetter, 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 4.9 
1963 91 4.5 
1964 76 4.2 
1965 83 4.3 
1966 89 4.1 
1967 89 4.1 
1968 92 4.1 
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 Van Dyke Brownsville 

Total population 6,420 5,390 
Average family size 4.0 4.0 
Number of minors 3,618 (57.5%) 3,047 (57.8%) 
Percent families black 79.1% 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 22.35 acres 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 

• 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) 

Total Crimes per Type 
Felonies 13.91 19.31 15.21 
Misdemeanors 27.27 24.61 16.88 
Offenses 19.48 21.50 1.30 
Investigations/Warrants 104.26 96.11 105.19 
Violation Housing Authority 

Rules 211.87 251.56 126.90 
Sampled Specific Crimes 

Robbery 3.15 6.23 4.63 
Drugs-Possession 2.78 2.80 1.48 
Mischief-Criminal/ 

Tampering-Criminal .92 2.34 1.11 
Fire 4.B2 5.45 4.26 
Lingering 16.51 23.05 8.16 

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
hod a 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 

(V) (B) (V) (B) (V) (B) (V) 

17.28 
21.03 

4.67 
89.10 

14.48 
11.68 

3.05 
115.76 

17.28 
16.82 

4.05 
98.60 

14.84 
25.97 
14.65 
83.48 

22.89 
52 .80 
12.74 
81.15 

16.70 
22.82 
21.70 
97.59 

23.83 
35.98 
17.60 

108.72 

155.45 110.01 147.35 7.61 16.36 8.56 7.32 

7.47 
5.29 

4.08 
1.4B 

6.07 
2.49 

4.64 
2.37 

9.81 
2.95 

5.01 
2.04 

9.66 
8.10 

2.02 
7.01 

11.21 

.92 
2.7B 
B.71 

1.40 
5.61 

16.51 

5.19 
3.90 
5.3B 

19.63 
B.41 
9.65 

6.50 
4.26 
4.65 

11.6B 
7.17 
5.60 

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

872 



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-Igoe, 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 

873 



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. 

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 

878 



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 non rehoused 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 Sect!on 
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 progr~m 
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) subsidizat~on 
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, Illinois" 

Committee On Housing Research and Develop
ment, University of Illinois 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 Turnk~y 
III 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) outd.oor 
design; (c) provision of services; (d) proJe~t 
location; (e) project neighborhood; and (f) proJ
ect administration and targeting. 

Dwelling Units Design, Maintenance and 
Servicing: Residents of Orton Keyes and of 
Turnkey III 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 detajling 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. 

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=36 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 77.3 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 77.3 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 35.8 74 
31. The size of your yard is OK 80.4 92 
32. The yard shoul d 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 44.3 
 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 


.----..-..----....._
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"A Study of Some Housing Preferences in 
East Chicago Heights, Illinois" 

Committee On Housing Research and Develop
ment, University of Illinois 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 -6-otderi 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 Items by Rank of Importance and 
Their Costs 

1. Storm windows, doors $ 485 
2. Backyard fenci ng 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 
19. 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. 

Average annual income 
Average number of people in household 
Average year in house 

LlNCOLN-
WAY 

6000-7999 
4.4 
2.7 

GOLDEN 
MEADOWS 
4000-5999 

5.4 
1.4 

SUNNY
PIELD 

8000-9999 
4.9 
4.3 

PUBLIC 
HOUSING 
2000-3999 

6.3 
5.0 
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"Families in Public Housing: An Evaluation 
of Three Residential Environments in 
Rockford, Illinois" 

Committee On Housing Research and Develop
ment, University of Illinois at Urbana-Cham
paign, 1972 

Objectives: The objectives of this study of 
two public housing complexes and one scattered 
sites housing project in Rockford, Illinois, 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, Illinois." (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) project 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 

Length of residence in months (av.) 
Average monthly rent ($) 
Average family income ($) 

two-story 
row-houses 

15.5 
67.6 

3905.4 

two-story 
row-houses 

19.4 
58.7 

4025.2 

two-story & 
duplex units 

18.5 
81.2 

6283.2 
Percent black houses 
Average family size 
Distance from CBD (miles) 

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 

64.9 84.9 26.5 
4.2 4.3 4.5 
2.5 1 N.A. 

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 
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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-located 2V2 
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 SocI
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 trends in racial 
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. 

"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 IICC 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 
2112 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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• 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. 

• 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 
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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: 

• 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. 

• 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 
vicin ity 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 appl ications. 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. 

• 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 

(percent) 
Project 1 (Evans) 67.3 
Neighborhood 1 59.0 
Project 2 (Grant) 34.5 
Neighborhood 2 32.7 
Project 3 (Park) 41.5 
Neighborhood 3 37.6 
Project 4 (Stern) 57.6 
Neighborhood 4 44.2 

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 

(percent) ($) 

16.4 4195 
1.1 7562 

26.7 3072 
18.7 4887 
51.3 3023 
23.0 5369 
24.8 3791 
3.0 9492 

Racial composition 
of neighborhood 

Predominantly white 

Predominantly white 

Predominantly black 

Predominantly white 

die 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. 
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The general conclusion is that the economic 
savings from homeownership for the low-income 
family 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 e 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: 

• 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 low-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] . 

• 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. 

• 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. 

• 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 cennal 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: 

• 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 thei r 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
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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. Its 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 lis 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. 

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 
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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 control 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: 

• Improved 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 differences in personal 
and family relations; 

• No significant differences in aspirations 
for children's education, or for jobs and profes
sion for boys and girls; 

• No significant differences in aspirations 
for homeownership and husbands' job aspira
tions; and 

Characteristic 
Space in apartment 
Facilities-(bathrooms, kitchen appliances, 

central heating, closet space) 
Special facilities 

Physical 

Population 

Lafayette Courts 
Rooms scaled to family size 
All provided 

Playground and community 
center 

Four/fifths of residents in 
six 11 -story buildings; 
one/fifth in 3-story 
buildings 

Homogeneous; preference 
given to veterans, families 
with children, low income 
families 

Slum 
Overcrowding 
Lacking in one 

or more 
None 

Row 2-, 3-, 4-story 
buildings 

Less homogeneous 
population 
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• No significant differences in school per The study also revealed that 90 percent of 
formance of children as measured by intelli the women in both groups expressed a prefer
gence and reading and arithmetic achievement ence for owning a home, could they really have 
test scores. Test children, however, were consid the choice. 
erably more likely to be promoted at a normal Some further details of this study are pre
pace and mean daily attendance of test children sented in table form: 
was considerably higher than that of control chil
dren. 

Difference between test vs. control group in: Comments 
Health 

(1) Freedom of illness Greater** 
(2) Number of hospitalizations None 
(3) Mortality Lower 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. 

(4) Total episodes of illness Lower * There are exceptions depending on age 
and sex groups. Especially true for 
persons under 35 years of age and 
especially children. 

(5) Degree of severity of illness Lower * 
(6) Days of disability Lower Significant only for all males under 60 

and for males under 20. 
(7) Child bearing experience None 

Reactions to Housing and Space 
(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) 	 Helping one another out More often * 
(21) 	 Infringement on privacy None 
(22) 	 Satisfaction with neighbors Greater * * 
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(23) 	 New friend(s) living in 
neighborhood More often • 

Social Self Concept and Aspirations 	 Reasons most frequently given included 
psychological or social aspect of housing, (24) 	 Feel better off than 
economic aspects of housing. three years ago 	 More often· 

(25) 	 Aspirations for children's 
education None 

(26) 	 Aspirations for jobs and 
professions for boys 
and girls Greater·· 

(27) 	 Chances for owning 
own house None 

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) 	 Pa.rticipation 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· 

• Teet-control difference significant at .01 or .05 level. 
•• Test-control difference not significant. 
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7 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,l 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; 

• Pro forma development, operating, and 
syndication statements. 

• Summary tax projections under both ex
isting and proposed tax regulations. 

• 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. 

'1 n 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 structu red. These project 
types and their respective financing assumptions 
are as follows: 

Project Type 

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 

Financing Assumptions 
FHA S.236 	 90% mortgage @ 1 %, 40 yrs. 


10% equity @ 6% 

1. 	 Walkup 
2. 	 Elevator 
3. 	 Rehab-accelerated depreciation 
4. 	 Rehab-167(K) depreciation 
5. 	 FHA S.221 (d)4 90% mortgage @ 7%, 40 yrs. + 112% MHFA 

10% equity @ 7.957% 
6. 	 State (MHFA) 67V2 % market mortgage @ 7%, 40 yrs. 

(i.e., 25% of the units 22V2 % S. 236 mortgage @ 1%, 40 yrs. 
under S.236 subsidy) 10% equity @ 6% 
Conventional 	 75% 1st mortgage @ 8V2 %, 25 yrs. 


15% 2nd mortgage @ 10% 

7. New-residential 	 10% equity @ 12% 
8. 	 New-commercial 
9. 	 Old-rEisidential 

10. Old--commercial 

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 

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. 
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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) fora typical 100 unit S.236 proj
ect were found to be within the following range: 

Management $ 9,000 (5% GEl) 
Operating 40,000 
Maintenance 15,000 
Reserves 9,000 
Subtotal Expenses $ 73,000 
Real Estate Taxes 27,000 (15% GEl) 
Total Expenses and 

Taxes $100,000 

In other words, operating expenses and 
taxes average $1,000 per unit per annum. These 
estimates are inclusive of all normal housing re
lated costs such as heat, utilities, parking, etc. 

It was then necessary to translate these ex
pense and tax estimates from the FHA S.236 
context to other residential project types. It was 
assumed that the operating and maintenance es
timates would remain constant for all housing 
types; the reserves estimates would vary only 
with the construction amount (calculated at .6 
percent of construction cost). However, the man
agement and tax estimates were allowed to float 
at the given percentage of gross effective income 
(GEl). Hence, as rents change based on differen
tial development costs and/or financing terms, 
management expenses and real estate taxes will 
increase accordingly. 

A similar approach was taken for the com
mercial projects. The major difference was that 
operating expenses were assumed to be $70,000 
and maintenance to be $30,000, for a total of 
$100,000 or $1 per square foot. These estimates 
are consistent with current practice for commer
cial building providing full tenant services in the 
rent. 

It could be argued that these operating as
sumptions are distorted for one project type ver
sus another. For example, it might be argued 
that the conventional projects would not carry as 
high an operating expense figure since utilities 
often would not be included in rent as required 
for FHA projects; conventional projects often do 

not schedule a reserve, either. On the other 
hand, the real estate taxes as a percentage of 
rents may be too low for the conventional proj
ect since FHA projects often receive more favor
able tax treatment. Thus, in balance, the operat
ing assumptions appear reasonable. Also, it 
should be noted that the operating estimates (ex
cept for reserves) have no effect on tax implica
tions of the project since such expenses are a 
direct deduction from rental income. 

Syndication Pro Forma: The syndication pro 
forma statement presents an allocation of devel
opment costs for tax purposes. Costs are allo
cated in three categories based on current ac
counting principles and IRS guidelines. These 
categories are as follows: 

• Nondepreciable costs 
• Depreciable costs 
• Expensed costs 

The nondepreciable cost category, consist
ing of land cost, is self-explanatory. The depreci
able cost items should also be self-explanatory, 
with the possible exception of the developer's 
profit. The profit allowance is included as a de
preciable cost in this analysis as an approxima
tion of net syndication proceeds. Normally, of 
course, this assumption would not be made. 
Rather, the profit allowance would be applied as 
an offset against equity; then the actual syndica
tion proceeds less the adjusted equity require
ments would be added to the depreciable base. 
However, in this analysis, the normal procedure 
would have resulted in slight variations in the 
depreciable base for each alternative syndication 
assumption. Thus, in order to simplify the re
ports, the profit allowance was used as an ap
proximation. To the extent that the calculated 
syndication amount less net cash requirements 
for a given variation exceeds the profit allow
ance, the depreCiable base has been under
stated, and vice versa. This simplifying assump
tion has a negligible effect in most instances; the 
effect is clearly more pronounced for the 
analysis of the proposed tax regulations. 

The expensed costs category includes those 
development expenses which are not capitalized 
but written off during the construction period. It 
should be noted that until recently additional 
items (such as the FHA examination and inspec
tion fees) were expensed rather than capitalized. 
However, expensed costs have increasingly been 
scrutinized by the IRS, with the result that fewer 
items are written off. The expense assumptions 
in this analysis reflect current practice. It should 
also be noted that these expensed items are de
ducted only when paid or accrued during con
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struction. However, since this analysis assumes 
a one year construction period in a single calen
dar year, no further breakdown is required to al
locate the expensed costs properly. 

Projection Schedules: Based on the pro 
forma development, operating, and syndication 
schedules, two tax projections are made for 
each project type for the term of the mortgage. 
Note that Year 0 is the construction period and 
Years 1-25 or 1-40 are the years of occupancy. 

The fi rst tax projection reflects the existing 
tax regulations which allow for losses based on 
accelerated depteciation and construction period 
deductions. The second tax projection is based 
on the proposed tax regulations which disallow 
the current deduction against unrelated income 
of depreciation in excess of straight line and all 
construction period deductions. The proposed 
regulations cause such excess depreciation and 
construction expenses to be deferred until appli
cable against related income. Included as part of 
the second tax projection is a " 'LAL' Reconcilia-

The depreciation assumptions applied in the 
follows: 

Project Components 
FHA S.236 85% 

(except rehab) 10% 
5% 

FHA S.236 85% 
(rehab-accelerated) 10% 

5% 
FHA S.236 85% * 

(rehab-167(K)) 10% 
5% 

FHA S.221 (d)4 85% 
10% 

5% 
State (MHFA) 85% 

10% 
5% 

Conventional 85% 
(new-residential) 10% 

5% 
Conventional 85% 
(new-commercial) 10% 

5% 
Conventional 85% 
(old-residential) 10% 

5% 
Conventional 85% 
(old-commercial) 10% 

5% 
(* maximum of $15,000 per unit for the 5-year writeoff ; the life 

ciation irrespective of actual depreciation.) 

tion" schedule which presents the accumulation 
and application of such deferred losses under 
the proposed tax regulations. Note that the as
sumption has been made that all deferred losses 
are applied against income generated from the 
projection itself and not related income from 
other sources. 

The basic tax projection schedules follow 
standard accounting assumptions and should be 
self-explanatory. The calculations for tax pur
poses of "Income (Loss)" and "Cash Distribu
tions" can be summarized as follows: 
Income (Loss) Cash Distributions 

Income (including Income 
subsidy) 

-Expenses and Taxes -Expenses and Taxes 
(excl. reserves) 


-Interest -Interest 

-Depreciation -Amortization 


-Reserves 

Income (Loss) 


Cash Distributions 


analysis, however, require further explanation as 

Recapture 
Life Method Phaseout 

40 200% 120 

20 200% 120 

10 200% 120 

25 200% 120 

20 200% 120 

10 200% 120 

25* 5 yr. S.L. 200 

20 200% 120 

10 200% 120 

40 200% 200 

20 200% 200 

10 200% 200 

40 200% 120 

20 200% 120 

10 200% 120 

40 200% 200 

20 200% 200 

10 200% 200 

40 150% None 

20 150% None 

10 150% None 

25 125% 200 

20 125% 200 

10 125% 200 

25 S.L. None 

20 S.L. None 

10 S.L. None 


indicated is the normal life used for calculating excess depre
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" 

The component breakdown is based on 
standard practice, with 85 percent of the base 
representing the shell, 10 percent representing 
major mechanicals, roofs, etc., and 5 percent 
representing appliances, finish work, etc. The 
useful lives, depreciation methods, and recapture 
phaseout assumptions are dictated by IRS regu
lations. The one possible exception is the lack of 
differentiation between the useful life of the shell 
for the walkup versus elevator S.236 project. 
(Walkup projects often carry a shorter life and 
elevator projects a longer life.) The composite 
life for all new construction as defined above is 
approximately 37 years. 

In addition, provision is made for replace
ments in Years 10, 20 and 30. The amount of the 
replacement is 10 years accumulation of reserve 
(without interest); the replacement is depreciated 
over 10 years using straight line. It is the effect 
of these replacements which cause the income 
(loss) column to vary in the projection schedules 
in the year a replacement is made. 

Syndication Analysis: Based on the projec
tions of income (loss) and cash distributions, a 
discounted rate of return analysis is performed 
for each project type under both existing and 
proposed tax regulations. This syndication analy
sis follows a twofold approach : 

• Given a specified rate of return (15 per
cent and 20 percent), what is the dollar value of 
the investment'? 

• Given a specified dollar value ($250,000), 
what is the rate of return for the investment? 

The additional variables applied in this analysis 
are: 

• 50 percent and 60 percent investor ordi
nary tax brackets (with 30 percent and 35 per
cent capital gains rates, respectively) . 

• One investor payment as of initial close 
and three equal investor payments as of initial 
close and one-year intervals thereafter. 

• Sale of the property for the mortgage 
balance, the original replacement cost, and the 
original cost appreciated 2 percent annually. 

• Sale in Year 20 (see also special analy
ses for sale in Years 0, 5, 10, 15, 25, 30, 35, and 
40 for FHA projects). 

The discounted rate of return should be fur
ther defined. The discounted return (or internal 
rate of return) is the after-tax yield, taking into 
consideration investor payments, tax benefits, 
cash distributions, and the consequences of 
sale, It is the maximum return which can be paid 

on the outstanding balance of the investment 
each year and still allow recovery of the original 
capital contributions at the end of the holding 
period. Included in the discount calculations is a 
provision of a sinking fund to offset any tax re
sulting from sale of the project in excess of 
sales proceeds. This sinking fund compounds at 
the annual rate of 5 percent, commencing at the 
latest date sufficient to accumulate an amount 
equal to the capital gains and/or ordinary recap
ture taxes on sale. In the event a sinking fund is 
required, the discount calculation runs only to 
the point the sinking fund commences. In effect, 
the sinking fund provides a more conservative 
discount for any tax liability on sale. 

Cost/Benefit Analysis: Given the tax projec
tions and syndication analysis for each project 
type, a summary cost/benefit analysis is pre
pared. Specifically, this analysis reflects the 
cost/benefit results for Government and the de
veloper under both existing and proposed tax 
regulations. More accurately, it is the Govern
ment's cost and the developer's benefit that are 
evaluated. 

The Government cost is related to the tax 
incentives allowed the investor for a particular 
project. In this analysis, only the construction 
period expenses and the depreciation in excess 
of straight line are treated as the tax incentive. 
In effect, this assumes that straight line depre
ciation, interest deductions, etc., are a normal 
cost of doing business and should not be con
sidered a special tax incentive. 

The cost of the Government under existing 
tax regulations is then equal to the tax savings 
afforded a 50 percent taxpayer given such con
struction deductions and excess depreciation ; 
i.e. , these tax savings represent the taxes lost 
to the Treasury which would otherwise be col
lected. Under proposed tax regulations, of 
course, such construction deductions and excess 
depreciation are deferred until applicable against 
related income. Thus, the cost to the Govern
ment under proposed regulations equals only 
those deferred losses which are applied during 
the holding period of the investment. 

A partial offset against tax incentives al
lowed the investor is the tax realized by the 
Government upon sale of the property. To calcu
late this tax, it is assumed that the original in
vestment basis is the syndication value at a 15 
percent rate of return given a 50 percent inves
tor who invests in three installments. This basis, 
however, is then prorated for the tax incentives 
identified (construction deductions and excess 
depreciation) versus the total tax benefits 
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(straight line depreciation, etc.). Fina"y, it is as
sumed that the property is sold for the mortgage 
balance in the 20th year. The capital gains tax is 
then calculated at 30 percent of the prorated ad
justed basis. 

Given these assumptions and calculations, 
the Government cost analysis is reported for the 
period, plus the partial cost recovery through the 
tax on sale. This schedule includes the results 
under both existing and proposed tax regula
tions; the results are presented as absolute 
costs and as discounted costs (assuming a Gov
ernment borrowing rate of 6 percent). 

The developer's benefit analysis summarizes 
the net profit position for the real estate project. 
This reflects both existing and proposed tax reg
ulations, and one and three payment syndication 
alternatives. The syndication proceeds assume a 
15 percent discounted rate of return to a 50 per
cent investor given a sale in the 20th year for 
the mortgage balance. In the case of a three in
sta"ment investment, the proceeds tire dis
counted by 1 0 percent to account for the devel
oper's deferral of profit. A 12 percent syndication 
cost is then deducted from the proceeds. This 
estimated cost represents brokerage commissions, 
legal and accounting expenses, etc. Fina"y, the 
net cash required for development of the project 
is deducted to arrive at the net profit. It should 
be noted, however, that this profit figure does not 
include any allowance for a builder's profit (if re
quired) or for any development contingencies. 

Special Analysis: A series of special syndi
cation analyses was also prepared for selected 
cases. These special analyses are as follows : 

• The return on a syndication of $250,000 
given a sale in Years 0, 5, 10, 20, 25, 30, 35, and 

Project Syndication 

Type Proceeds (1) 


40 for FHA projects; the return is calculated 
under both existing and proposed tax regulations 
for a variety of investment and sale assumptions. 

• The syndication value or return assuming 
no cash flow for FHA projects; the return is cal
culated under both existing and proposed tax 
regulations for a sale in Year 20 for a variety of 
other investment and sale assumptions. 

• The comparative returns given an invest
ment of $250,000 in two consecutive FHA S.236 
walkup projects on a normal basis, and the in
vestment of the same amount in two projects as
suming a "1039 ro"over" at the time the first 
project is sold. The normal basis assumes a 50 
percent, 3 pay investment with a sale after 20 
years for $1 over the mortgage balance for each 
project. The rollover assumes the same invest
ment and sale conditions except that no capital 
gains tax is calculated upon sale of the first 
project after 20 years. Rather, the adjusted basis 
is carried into the second project and reflected 
in the tax on the second sale which occurs at 
that time when the aggregate adjusted basis ex
ceeds the mortgage (in this example, also Year 
20). 

The first two special analyses are presented 
as a separate appendix to this report. The last 
analysis is summarized below: 

Normal Ro"over 
Return Sale Sale 

1 st project: 20% 22% 
2nd project: 20% 13.3% 

Conclusions: The following table summa
rizes the analysis of the 10 alternative project 
types under both existing and proposed tax reg
ulations ($OOO's omitted): 

Developer's Government 
Net Profit (2) Cost (3) 

Existing Proposed Existing Proposed Existing Proposed 

1 $281 $129 
2 325 150 
3 299 155 
4 475 128 
5 294 1.43 
6 244 127 
7 253 146 
8 213 141 
9 348 321 

10 323 323 

Notes: (See also assumptions and schedules for 
(1) Syndication proceeds are based on a 

a sale in Year 20 for the mortgage balance. 
(2) Developer's net profit equals the above 

$195 $73 
227 87 
212 97 
353 76 
128 8 
166 72 
173 88 
141 84 
72 51 
52 52 

more detailed description.) 

15 percent discounted yield assuming 


$168 $ 4 
194 4 
153 0 
467 68 
169 7 
135 3 
168 78 
108 60 
23 10 
0 0 

a 50 percent investor, 3 payments, and 

syndication proceeds less syndication costs and cash equity requirements. 
(3) Government cost equals t~e discounted value of the tax savings for an investor in the 50 percent tax bracket based on 

the stated syndication terms; tax benefits are assumed to be construction deductions and excess depreciation only under existing 
tax regulations and deferred losses under proposed tax regulations. 
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It is, of course, very difficult to summarize 
the results of such a complicated analysis with
out running the risk of gross oversimplification. 
Caution must also be exercised in extrapolating 
these conclusions beyond the context of the as
sumptions applied in the analysis. Such dis
claimers notwithstanding, however, a number of 
general conclusions can be drawn from the anal
ysis which form a partial answer to the questions 
stated in the introduction to this report. 

1. The syndication proceeds (assuming 
standard syndication terms) are a function of the 
tax benefits and cash flow related to a specific 
project type. The tax and cash benefits in turn 
are a function of the following combination of 
factors under existing tax regulations: 

a. Total replacement cost as related to 
depreciable base; for example, note the differen
tial ,in syndication proceeds for the FHA S. 236 
walkup versus elevator project (projects #1 and 
#2 respectively) which results from the differen
tial in replacement cost, all else being equal. 

b. Depreciable lives and depreciable 
methods allowable; compare, for example, proj
ects #7 and #9 which are similar except for 
the useful lives used (40 years and 25 years for 
the shells, respectively); compare also projects 
#7 and #8 which are similar except for the de
preciable method applied (200 percent and 150 
percent, respectively); note also the dramatic dif
ferential under the 167(K) 5-year writeoff. 

c. Financing terms, especially as regards 
annual interest payments (deductible) versus 
principal payments (nondeductible) to the extent 
that a project carries a shorter mortgage period, 
the earlier nondeductible amortization must be 
offset by other benefits; assuming depreciable 
base, lives, and methods are equal, the only 
benefit that can be increased is cash flow; for 
example, projects #1 and #7 are similar except 
that project # 1 carries a 40-year mortgage and 
a 6 percent cash flow, and project #7 has a 25
year mortgage and a 12 percent cash flow (the 
latter also has a slightly reduced depreciable 
base). 

d. Cash distribution irrespective of other 
factors; for similar projects, a greater cash flow 
will result in a higher yield; compare project # 1 
(6 percent cash flow) and project #2 (approxi
mately 8 percent cash flow). 

e. Sale or residual assumptions (not 
shown in summary table); the sale conditions af
fect the syndication yield in that proceeds from 
sale in excess of the mortgage balance produce 

a gain which represents additional benefits or at 
least an offset against the tax liability on sale; 
however, since the sale occurs at the end of the 
holding period (say 20 years), the present value 
of this gain may be negligible even though the 
absolute gain is substantial. 

Under the proposed tax regulations, the 
above basic considerations still apply. However, 
the tax and cash benefits generated are subse
quently treated quite differently. Namely, all con
struction deductions and excess depreciation are 
deferred until applicable against related taxable 
income rather than resulting in an immediate tax 
benefit. The effect on syndication proceeds of 
the proposed tax regulations are a function of 
the following factors: 

a. Depreciable lives and depreciable 
methods allowable; for a longer depreciable life, 
the application of deferred losses is delayed 
since straight line coverage exists for a greater 
period of time; in addition, the more accelerated 
the depreciation method, the greater is the ex
cess depreciation that must be deferred; com
pare, for example, projects #7 and #9 for the 
net effect of these conditions; see also projects 
#3 and #4 for a more dramatic comparison 
based only on the depreciation method used. 

b. Construction period deductions; often 
tax benefits are thought of only in terms of de
preciation; in fact, construction period deduc
tions of interest and other expenses are equally, 
if not more, important to the syndication yield; 
the reason for this importance is that such de
ductions occur in the first year; under proposed 
tax regulations, of course, these deductions must 
be deferred, resulting in no return to the investor 
until occupancy. 

c. Financing terms, especially the amorti
zation period; the longer the amortization period, 
the greater the delay before deferred losses can 
be applied against the nondeductible principal 
payments; for example, note this effect in com
paring projects # 1 and #7, which are similar 
except for financing terms (the latter also carries 
an increased cash flow, the effect of which is 
discussed below). 

d. Cash flow considerations; a project 
with a greater cash flow, all else being equal, 
will be able to absorb deferred losses at an ear
lier date; cash flow, of course, is the most direct 
way of generating additional related income; 
compare projects #1 and #5 or projects #1 
and #7 as an example of these effects; unfortu
nately, the implication of this point is that rents 
will have to increase under the proposed regula
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tions in order to take advantage of deferred 
losses. 

2. The developer's net profit is, in turn, a 
function of syndication proceeds. It is self-evi
dent that the net profit will be substantially re
duced in most instances under the proposed tax 
regulations versus the existing tax regulations. 

The net profit is equal to the proceeds less 
syndication costs less cash equity requirements. 
In the analysis, it was assumed that syndication 
costs were a constant percentage. Hence, the 
primary variable in addition to syndication pro
ceeds is the cash requirement. In most in
stances, these requirements equal the total eq
uity (replacement cost less mortgage amount) 
less the profit allowance as an offset against eq
uity. The exceptions are the FHA S.221(d)4 proj
ect (#5) which carries a 4 percent mortgage 
discount which must also be covered out of syn
dication proceeds, and projects #9 and #10 
(existing properties) which did not include a de
veloper's profit as an offset. Note, however, that 
the net profit stated for each of the 10 projects 
does not include any allowance for development 
or operating contingencies which could in fact 
erode the profit position. 

3. The Government cost analysis is based 
not on total tax benefits and cash flow. Rather, 
only certain construction deductions and excess 
depreciation are treated as the tax cost. All 
other benefits are assumed to be a normal cost 
of doing business; they do not constitute special 
tax incentives. The Government cost is therefore 
equal to the savings realized by an investor in 
the 50 percent tax bracket based on construction 
deductions and excess depreciation under exist
ing tax regulations, and deferred losses when 
applied under proposed tax regulations. Both the 
absolute value of these costs and the discounted 
value (at the government's assumed borrowing 
rate of 6 percent) are reported. The cost calcula
tion also takes into account the partial recovery 
of tax benefits through the tax consequences 
upon sale of the project. 

The cost to the Government under existing 
tax regulations is affected by the same factors 
that affected the syndication proceeds. In brief, it 
is a combination of depreciable base, deprecia
ble life, and depreciable method that influences 
the Government's cost. The greater the deprecia
ble base, the shorter the depreciable life, and 
the . more accelerated the depreciation methoa, 
the more pronounced the Government's cost. Of 
these factors, the depreciable method is by far 

the most important; clearly, even a large depre
ciable base and short depreciable life will pro
duce no excess depreciation at straight line or 
negligible excess at the 125 percent method. 

The cost to the Government under the pro
posed tax regulations results from a different set 
of conditions. The cost is affected not so much 
by the magnitude of the excess depreciatiotl cre
ated by a large base, short life, or accelerated 
method, since such losses must be deferred until 
applicable against project income. The cost of 
the Government, therefore, becomes a function 
of how soon and to what extent such losses can 
be applied. Projects such as the FHA examples, 
with an extended amortization period and/or lim
ited cash flow, do not provide the opportunity for 
such deferrals early in the holding period. Proj
ects such as the conventional examples present 
a more favorable circumstance for deferral of 
these losses. 

The foregoing summarizes the major conclu
sions and cross-comparisons that can be drawn 
from the analysis. This summary is inherently 
simplified and should not be used out of context 
from the assumption applied in the analysis.3 

Additional comments regarding the impact 
of the existing versus proposed tax regulations 
are given in the following section. 

Is the Housing Production Baby 
Being Thrown Out with the 
Tax Shelter Bathwater? 

In its "Proposals for Tax Change" intro
duced April 30, 1973, the Treasury Department 
proposed a Limitation on Artificial Accounting 
Losses (LAL). The purpose of the proposed regu
lations is to eliminate tax shelters by disallowing 
artificial tax losses which can be used to offset 
current unrelated income. However, these artifi
cial losses will neither be permanently disal
lowed nor caused to be capitalized; rather, such 
losses will be carried forward to be deducted 
against future related income. 

In the case of real estate development, the 
artificial losses in question are those losses gen
erated by certain construction period deductions 
and by accelerated depreciation in excess of 
straight line. To the extent that such losses are 
not matched by taxable income from other real 

'The tabular data produced in the analysis are available from 
National Technical Information Service (No. 233 755). 
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estate investments, the losses must be carried 
forward to a future year in which such taxable in
come is present. According to the Treasury De
partment, these changes in the tax regulations 
will not affect " ... the ordinary real estate de
veloper, but rather the outsider who buys into 
(the real estate industry) in search of tax 
'losses.' " 

Certainly, these proposals will affect the out
side investor. However, contrary to the Treasury's 
opinion, the proposals will just as certainly have 
a profound impact on the ordinary developer who 
depends on the sale of such losses for his profits. 
And inevitably, the final burden must be passed 
on to the tenant of housing or other real estate 
produced under these proposals to the popula
tion. A simple example should suffice to demon
strate these contentions. 

Appendix A presents a typical FHA 
S.221(d)4 project of 100 units; the development 
and operating budgets for the project are de
tailed as well as the allocation of costs for syn
dication purposes. Based on standard account
ing principles and syndication terms, a tax 
projection is then prepared under both existing 
and proposed tax regulations. Appendix B pre
sents the resulting project under existing tax 
conditions; a typical syndication of these bene
fits would result in a gross profit of $380,000 to 
the developer, assuming a 15 percent after-tax 
discounted rate of return. Appendix C presents 
the tax results under the proposed tax regula
tions, including the 'LAL' reconciliation of carry
forward losses. Given the proposed regulations, 
a syndication of benefits has resulted in a gross 
profit to the developer of only $160,000. Note in 
particular that deferred losses cannot usefully be 
applied for at least 17 years under the proposed 
regulations. In fact, additional analysis shows 
that it is more advantageous to capitalize con
struction deductions and use straight line depre
ciation for a project of this type rather than elect 
the 'LAL' carry forward methods. 

Hence, the gross profit to the developer has 
been cut from $380,000 to $160,000 under the 
proposed tax regulations as compared to exist
ing regulations . It should be noted that this re
duced profit is substantially less than the devel
oper's profit (BSPRA) allowed as an offset 
against equity. After cash requirements (includ
ing equity, mortgage discounts, and syndication 
fees) , the developer will net only about $20,000 
under the proposed regulations. This net amount 
hardly represents a sufficient incentive for hous
ing or other real estate development. 

What will be the response to this impact of 
the proposed regulations, short of despair? 
Three possible responses, none of which is very 
desirable, are as follows : 

1. The loss of profit curtailed through the 
tax system will be made up through increased 
costs to the consumer. This could take the form 
of increased direct development profits allowed 
the developer for producing the housing; e.g., a 
15 percent BSPRA and/or 95 percent mortgage 
could be allowed, resulting in a direct cash profit 
for development after all equity requirements. 
This, of course, would effectively increase rents 
through higher debt service to the project. Alter
natively, a 10-15 percent management fee could 
be allowed, again increasing rents, but generat
ing a sufficient profit incentive to the developer. 
Finally, and most likely, cash return will simply 
be increased resulting in increased rents. For 
example, the net yield to the developer in the 
(d)4 example used in this analysis could be 
egualized if cash flow increased from the as
sumed 8 percent under existing regulations to 
approximately 25 percent under proposed regu
lations. However, this increase represents an av
erage of about $35 per month increase in rents. 
Such upwards pressures on economic rents 
could quickly eliminate markets for new produc
tion. 

2. Rental real estate will be replaced in
creasingly by condominium forms of ownership. 
In effect, developers will take their profits out on 
the front end at the time of sale; the purchasers 
will individually enjoy the personal tax deduc
tions available to owners which are unaffected 
by the proposed tax regulations. While owner
ship versus rental tenancy is by no means a 
negative condition per se, a strong real estate 
market does depend in part on a balance be
tween the two . In particular, rental housing is re
quired for a young mobile market and for those 
families who do not possess sufficient credit or 
equity to purchase a home. Similarly, office and 
commercial real estate cannot be held exclu
sively on an ownership basis. It should also be 
noted that the Treasury forgoes far more tax 
dollars from ownership forms to real estate than 
it does through rental forms. 

3. More complicated syndications will be 
created to take advantage of accelerated losses 
without LAL deferrals. For example, a heavy loss 
project could be "pooled" with a heavy cash 
project, resulting in a high yield loss plus tax
free cash return to investors. Alternatively, the 
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heavy loss project could be combined with a 
condominium project, effectively sheltering sales 
profits by the losses generated. (Such syndica
tions would apply only to residential real estate 
since the proposed · regulations do not allow 
such crossovers in nonresidential projects, limit
ing losses to income from a particular project 
only.) However, such "deals" will be largely 
counterproductive to the avowed purposes of the 
proposed regulations. They will serve no eco
nomic purpose other than to salvage those tax 
benefits otherwise rendered inoperative by the 
proposed tax regulations. Moreover, the inherent 
complications of pooling projects will tend to 
limit these possibilities to those sophisticated de
velopers and investors who can afford the tech
nical, legal , and accounting counsel required. In 
particular, from the developer's point of view, 
more of the tax incentive value will be lost to the 
middlemen who structure such deals, reducing 
the net profit for the producer. Thus, the pro
posed tax changes in practice may in fact pro
mote more abuses than the current system. 

Appendix A 

Report: 

1) Proformas 

2) Tax Analysis 

3) Both 


Choice: ?3 

Financing : FHA S.221 (d)4 

Location: Boston, Mass. 


Note : Totals may not add due to rounding . 

Development: 

Construction Cost 
Professional Fees 


General Overhead 

Builder's Profit 

Architect's Fees 

Bond Premium 

Other 

Total 


Carrying and Financing 

Interest 

Taxes 

Insurance 

FHA MIP 

FHA Exam. Fee 

FHA Insp. Fee 

FNMA/GNMA Fee 

Financing Fee 

Title Expense 

Legal Expense 

Total 


Developer's Profit 

Land Acquisition 

Replacement Cost 

Mortgage Amount 

Equity Required 


Mortgage Discount 
(Continued on p. 905.) 

One final note: There should be no question 
that our existing tax regulations related to real 
estate development contain certain problems and 
inequities. Indeed, if for no other reason, the 
current system should be changed because it is 
an unnecessarily complicated and inefficient way 
to provide a fair measure of profit to the devel
oper. However, that said, it also has to be real
ized that the profit incentive has to come from 
somewhere if not through the tax system. 
Whether we like it or not, real estate develop
ment and housing development in particular is 
not strictly an economic, self-supporting activity, 
but depends in part on external forms of assist
ance. The Treasury Department's action to cir 
cumscribe effective tax subsidies for production 
cannot be unilateral, but must be balanced by 
compensating direct subsidies through HUD or 
other mechanisms. Therefore, one must cau
tiously look beneath the surface of that murky 
tax shelter bathwater before pouring it down the 
drain along with our national production goals, 
which are still in their infant stages. 

1,750,000 

2.00% Cost 35,000 
.00% Cost 0 

6.00% Cost+ 107,100 
.50% Cost 8,750 

0 
150,850 

7.00% 76,703 
10,000 

8,000 
.50% Mtge. 10,958 
.30% Mtge. 6,575 
.50% Mtge. 10,958 

1.50% Mtge. 32,873 
2.00% Mtge. 43,830 

10,000 
12,000 

221 ,896 
10.00% Above 212,275 

100,000 
2,435,021 

90.00% Total (2,191 ,518) 
243,502 

4.00% Mtge. 87,661 
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(Conti nued from p. 904.) 

Operating: 
Average Monthly Rent 310.63 
Gross Rental Income 372,755 
Other Income o 
Vacancy Allowance 26,093) 
Gross Effective Income 346,662 
Operating Expenses 

Management 5.00% GEl 17,333 
Operating 45,700 
Maintenance 19,600 
Reserves 9,504 
Total 92,137) 

Real Estate Taxes 17.50% GEl 60,666) 
Net Income 

Debt Service 7.957% Mtge. 174,379 
Cash Return 8.000% Equity 19,480 
Total 193,859 

• Syndication: 
Nondepreciable Costs 

Land Acquisition 100,000 
Total 100,000 

Depreciable Costs 
Construction Costs 1,750,000 
Professional Fees 150,850 
Insurance 8,000 
FHA Exam. Fee 6,575 
FHA Insp. Fee 10,958 
Title Expense 10,000 
Legal Expense 12,000 
Developer's Fee 212,275 
Total 2,160,657 

Expended Costs 
Interest 76,703 
Taxes 10,000 
FHA MIP 10,958 
FNMA/GNMA Fee 32,873 
Financing Fee 43,830 
Total 174,364 

• Note: Syndication proceeds in excess of the net equity requirements are also added to the depreciable base. 

Appendix B. Summary Tax Projection: Existing Tax Regulations 

Income Tax Savings Cash Total Cumulative 
Year (Loss) (Cost) @ 50% Distribution Benefits Benefits 

0 1973 (174,364) 87,182 0 87,182 87,182 

1 1974 ( 90,236) 45,118 19,480 64,598 151,780 
2 1975 ( 83,705) 41,853 19,480 61,333 213,113 
3 1976 ( 77,093) 38,547 19,480 58,027 271,139 
4 1977 ( 70,390) 35,195 19,480 54,675 325,814 
5 1978 ( 63,590) 31,795 19,480 51,275 377,089 
6 1979 ( 56,693) 28,347 19,480 47,827 424,916 
7 1980 ( 49,686) 24,843 19,480 44,323 469,239 
8 1981 ( 42,562) 21,281 19,480 40,761 510,000 
9 1982 ( 35,323) 17,662 19,480 37,142 547,141 

10 1983 ( 41,900) 20,950 19,480 40,430 587,571 
11 1984 ( 35,029) 17,515 19,480 36,995 624,566 
12 1985 ( 29,592) 14,796 19,480 34,276 658,842 
13 1986 ( 24,010) 12,005 19,480 31,485 690,327 
14 1987 ( 18,273) 9,137 19,480 28,617 718,943 
15 1988 ( 12,373) 6,187 19,480 25,667 744,610 
16 1989 ( 6,296) 3,148 19,480 22,628 767,238 
17 1990 ( 27) 14 19,480 19,494 786,731 
18 1991 6,441 ( 3,221) 19,480 16,260 802,991 
19 1992 13,126 ( 6,563) 19,480 12,917 815,908 
20 1993 15,592 ( 7,796) 19,480 11,684 827,592 
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Appendix C. Summary Tax Projection: Proposed Tax Regulations 

Income Tax Savings Cash Total CUrlulative 
Year (Loss) (Cost) @ 50% Distribution Benefits Benefits 

0 1973 0 0 0 0 0 
1 1974 ( 27,948) 13,974 19,480 33,454 33,454 
2 1975 ( 26,650) 13,325 19,480 32,805 66,259 
3 1976 ( 25,270) 12,635 19,480 32,115 98,374 
4 1977 ( 23,800) 11,900 19,480 31,380 129,754 
5 1978 ( 22,234) 11,117 19,480 30,597 160,351 

6 1979 ( 19,597) 9,794 19,480 29,274 189,625 
7 1980 ( 15,849) 7,925 19.480 27,405 217,029 
8 1981 ( 11,994) 5,997 19,480 25,477 242,506 
9 1982 ( 8,022) 4,011 19.480 23,491 265,997 

10 1983 ( 17,868) 8,934 19,480 28,414 294,411 

11 1984 ( 13,752) 6,876 19,480 26,356 320,767 
12 1985 ( 10,555) 5,278 19,480 24,758 345,525 
13 1986 ( 7,212) 3,606 19,480 23,086 368,611 
14 1987 ( 3,715) 1,858 19,480 21,338 389,948 
15 1988 ( 55) 28 19,480 19,508 409,456 

16 1989 0 0 19,480 19,480 428,936 
17 1990 0 0 19,480 19,480 448,416 
18 1991 0 0 19,480 19,480 467,896 
19 1992 0 0 19,480 19,480 487,376 
20 1993 0 0 19,480 19,480 506,856 

'LAL'Reconciliation: 

Total 'LAL' Net Net Loss Carry-
Income Income Income Deferral Forward 

Year (Loss) (Loss) (Loss) (Credit) Balance 

0 1973 (174,364) 0 0 174,364 174,364 
1 1974 ( 90,236) (27,948) (27,948) 62,288 236,652 
2 1975 ( 83,705) (26,650) (26,650) 57,055 293,707 
3 1976 ( 77,093) (25,270) (25,270) 51,823 345,530 
4 1977 ( 70,390) (23,800) (23,800) 46,590 392,120 
5 1978 ( 63,590) (22,234) (22,234) 41,356 433,476 

6 1979 ( 56,693) (19,587) (19,587) 37,106 470,582 
7 1980 ( 49,686) (15,849) (15,849) 33,837 504,419 
8 1981 ( 42,562) (11,994) (11,994) 30,568 534,987 
9 1982 ( 35,323) ( 8,022) ( 8,022) 27,301 562,288 

10 1983 ( 41,900) (17,868) (17,868) 24,032 586,320 

11 1984 ( 35,029) (13,752) (13,752) 21,277 607,597 
12 1985 ( 29,592) (10,555) (10,555) 19,037 626,634 
13 1986 ( 24,010) ( 7,212) ( 7,212) 16,798 643,432 
14 1987 ( 18,273) ( 3,715) ( 3,715) 14,558 657,990 
15 1988 ( 12,373) ( 55) ( 55) 12,318 670,308 

16 1989 ( 6,296) 3,783 0 2,513 672,821 
17 1990 ( 27) 7,812 0 ( 7,785) 665,036 
18 1991 6,441 12,040 0 (12,040) 652,996 
19 1992 13,126 16,486 0 (16,486) 636,510 
20 1993 15,592 16,712 0 (16,712) 619,798 
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Rationale of the Present Tax 
Benefits for Homeowners 

By Richard E. Slitor 
Economic Consultant 

Introduction 
This research paper examines the rationale 

for the present Federal income tax benefits for 
homeowners, against a background of current 
tax reform literature which is preoccupied quite 
narrowly with the equity aspects of the present 
longstanding rules. This treatment involves the 
exclusion of the imputed rental value of an owner
occupied residence from gross income cou
pled with homeowners' deductions for mortgage 
interest and local property taxe's. After reviewing 
the case for and against the present tax treat
ment, the study proceeds to examine quantita
tively the impact of the homeowner exclusions 
and deductions; the role of property taxes in the 
housing consumer's choice between homeowner
ship and tenancy; the economic equity and ad
ministrative considerations relevant to policy de
cisions affecting the inclusion or exclusion of 
imputed rental value of owner-occupied homes 
in the income tax base; the effects of tax incen
tives for investors in rental housing on housing 
supply and its distribution among different classi
fications of units; and the probable effects of 
housing-related aspects of the current tax reform 
proposals presented by the Treasury Department 
before the House Ways and Means Committee 
April 30, 1973. 

Rationale and Beneficial Externalities of Tax 
Benefits for Homeowners 

The Federal income tax (and the typical 
State income tax structure, which follows the 
Federal pattern; provides important tax benefits 
for both rental and owner-occupied housing. In 
the case of homeowners, who receive the great
est direct benefits, the tax advantages comprise 
the exemption from income tax of the net im
puted rental value, together with the deductibility 
of mortgage interest and property tax payments. 
Smaller benefits accrue to renters in the form of 

more abundant rental housing supplies and 
therefore lower rents reflecting the accelerated 
tax depreciation allowances available to rental 
housing investors. On net balance, however, the 
direct tax benefits for homeowners outweigh the 
indirect benefits to tenants, creating the issue
which has agitated tax reform literature particu
larly in the past decade-known as the discrimi
nation in favor of the homeowner and against 
the tenant. 

It is now almost standard procedure for ex
perts and scholars in the field of tax reform to 
characterize the homeowner's tax benefits as 
"massive tax subsidies," which (1) violate princi
ples of tax equity and economic neutrality; (2) 
cost taxpayers generally substantial annual ero
sion of the public revenues; (3) favor taxpayers 
in positions to own their homes, particularly if 
they are in the affluent tax brackets where the 
incremental tax saving per dollar of exclusions 
or deductions may range as high as 70 percent 
under the existing structure of Federal individual 
income tax rates; (4) affect resource allocation 
by stimulating overexpansion of the housing 
stock and additional housing consumption as 
against other forms of consumption, including 
luxury features such as swimming pools, tennis 
cou rts, barbecue patios, etc.; and (5) contribute 
to serious national problems at least partially as
sociated with overexpansive housing outlays, 
such as urban sprawl. 

The tax reform school goes to great lengths 
to demonstrate the obvious and intended thrust 
of the tax laws in encouraging and rendering fin
ancial assistance to homeownership. In contrast 
with this penchant for detailed exposition of the 
nature and distribution of homeowner tax bene
fits, this school shows a curious obtuseness in 
understanding or articulating fairly the social 
objectives and externalities that tend to justify 
the prohomeownership features of the income 
tax law. ' 

One of the most recent and otherwise pro
fessionally competent studies of the income tax 
benefits for housing concludes on this note: 

With respect to any conceivable policy objective, the 
pattern of tax benefits seems to be capricious and without 
rationale. Apart from the alleged, but unsubstantiated, bene· 
fits accruing to the community when households come to 
own their own homes, there appears to be no reason for 
subsidizing homeownership rather than other investments or 
the consumption of owned rather than rented housing serv
ices or of other commodities.' 

1 Henry Aaron, "Income Taxes and Housing," The American Eco· 
nomic Review, Vol. LX, No. 5 (December 1970), p. 803. 
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The argument is then carrIed further, almost in 
legal brief fashion, to say that even if it were ac
knowledged that "homeownership benefits so
ciety by making homeowners more stable or less 
antisocial than they otherwise would have been, 
the pattern of tax benefits is ill suited to the 
objective." 

The "ill-suitedness" is attributed to the fact 
that large benefits go to above-average income 
families and negligible aid to low income house
holds who generally have not received any 
of the "salutary discipline of property manage
ment."2 

In a footnote addendum to these observa
tions, the same author states that in his opinion 
"no study has shown both of the following: (a) 
that the beneficial effects of housing are due to 
housing itself rather than adequate income, i.e., 
that the composition, rather than the level, of 
consumption matters; (b) that correlations be
tween homeownership and socially or personally 
desirable characteristics (or the absence of anti
social characteristics) are not the joint results of 
other psychological, sociological or economic 
characteristics. The issue of which way causa
tion runs also is frequently troublesome."3 

There is, nevertheless, an important and not 
usually very systematically stated rationale for 
the present income tax treatment in its encour
agement to homeowners. This rationale goes be
yond ameliorating slum conditions and combat
ing social environments which are detrimental to 
human health and development and which foster 
crime, delinquency, and vandalism. It also goes 
beyond the notion that homeownership is a good 
thing because (1) it helps to foster a sense of 
stability and identity with a community, and (2) 
owing to the reliance of municipalities on prop
erty taxes, direct payments of property taxes 
(undisguised as part of rental payments) are 
likely to make them more responsible citizens 
and better judges of the proper scale of local 
expenditures. 4 

The most persuasive rationale for encourag
ing homeownership through the income tax sys
tem and indeed other aspects of national policy 
consists of both (1) the elemental considerations 
of building family economic security in a trou
bled and insecure world which have always 
prompted prudent individuals to strive to own 
their own homes, and (2) a variety of more so

'Ibid. 

'Ibid., n. 33. 

• Dan Throop Smith, Federal Tax Reform, McGraw-HIli, New York, 

1961, pp. 91-92. 

phisticated points based on the favorable exter
nalities of homeownership which are important 
to national policy and may not be reflected in 
the interplay of supply and demand for different 
types of housing and tenure arrangements in the 
marketplace. 

The tax reform school, along with their high 
motives and purist standards with respect to 
comprehensiveness, uniformity, and neutrality of 
the income tax base seem to have a basic hostil 
ity towards homeownership. In this regard they 
seem to be advocates of a viewpoint which prob
ably has less merit than that of those social ob
servers and environmentalists who are hostile to 
the automobile as a feature of middle class sub
urban living and commuting. 

The most relevant and persuasive externali
ties favoring homeownership relate quite directly 
to the cost and conditions of housing consump
tion. 

Tenancy is perhaps the most expensive form 
of housing consumption because it affords very 
little if any incentive to careful use and day-to
day maintenance. It opens the door to hard, in
different use bordering on vandalism by tenants 
in many situations. By contrast, owner-occu
pancy encourages better maintenance, both 
through reduction of unnecessarily hard use and 
saving of damage and repair costs and through 
creation of effective incentives for the occupier 
to support efficient long-range upkeep of the 
property. If all American automobile consumption 
were converted to a rental basis, one can be 
confident that the social costs of this important 
part of our standard of living would rise enor
mously unless an elaborate and administratively 
costly system of rewards and penalties were in
troduced to motivate owner-like utilization. This 
merely illustrates how housing consumption 
costs, representing a still larger share of family 
budgets, would rise if everyone went on a ten
ancy basis and how they are reduced by in
creasing the proportion of owner-occupancy. 

Homeownership helps reduce the cost of 
housing in another important way. The expense 
of rented quarters includes a substantial rate of 
return on risk capital in an inherently capital-in
tensive activity. The homeowner can in effect 
earn this return on his own commitment rather 
than have to pay it to a landlord investor. Since 
the risks of landlord investment are greater than 
those of an owner-occupier, and the inevitable 
overhead of rental management adds to costs in 
the case of tenant occupancy, there is a further 
saving on this score in owner-occupancy. It 
seems doubtful that even large landlord opera
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tions could secure lower mortgage interest or re
lated financing costs which would compensate 
for the higher equity return and management 
costs involved in landlord ownership. 

The whole problem of landlord-tenant rela
tions is one which is handled with great difficulty 
in the prevailing judicial system. In general, the 
growing permissiveness of the courts with re
spect to tenant obligations tends to increase 
rental costs. At best, the additional social costs 
of adjudication between landlord and tenant are 
an appreciable factor in the social economies of 
homeownership. 

Homeownerstiip provides various opportuni
ties for do-it-yourself projects which permit use 
of the spare time of the owner and his family in 
creating wealth and income. While this may be 
taken into account by potential homebuyers 
weighing the tenure decision and while some 
"home workshop" and gardening activities are 
possible for tenants, there remains a substantial 
balance of superiority in favor of homeownership 
in this regard. This is true particularly with re
spect to possible home improvements as well as 
repair and maintenance, which the tenant would 
not undertake in order to benefit the landlord. 
Moreover, the social benefits from eliciting this 
kind of spare time activity, which add to wealth 
and reduce the burden on social resources avail
able for home repair and improvement, outweigh 
those received by the homebuyer. He may tend 
to think only of the net gain over and above the 
cost of his effort, while the gain from the social 
viewpoint is substantially the gross contribution 
of do-it-yourself efforts. 

Inflation hedging through homeownership is 
an important consideration motivating the pru
dent householder weighing a housing tenure de
cision. However, in an economy which has not 
yet mastered the technical and political arts of 
reasonable price stabilization in the various situ
ations that confront it, it is also probably desira
ble for society to have a substantial part of the 
population partially inflation-hedged. Hardship 
and social instability due to expropriation by in
flation are reduced, pressure for compensating 
escalation is moderated, and the area of surveil
lance under possible rent control is narrowed. 
This area of homeowner externalities is contro
versial and not fully explored. Nevertheless, it 
should be considered as one of the desirable so
ciety-stabilizing aspects of homeownership which 
helps justify favorable income tax treatment. 

Homeownership-at least with a substantial 
equity-also provides an important form of basic 
economic security to workers. The individual 

who owns his own home is better able to ride 
out periods of unemployment and reduced 
earnings.5 It is true that loss of equity in a mort
gaged home may constitute a hazard of unem
ployment. But this hazard is reduced as a siza
ble equity is established, particularly in view of 
the various forms of social insurance which, 
along with even mortgaged homeownership, exist 
to help tide over periods of economic stress. 

Home purchase under the modern level pay
ment mortgage plan involves a form of system
atic, mandatory current saving once the initial 
commitment is made. Homeownership encour
ages saving in this way as well as providing the 
inducement to accumulate the original down pay
ment. The form of saving involved is in effect in
vested in a highly secure asset which provides a 
basic element of economic security for the 
homeowner and his family. Is this a desirable so
cial result which can be counted as a favorable 
externality of the home purchase decision? Does 
not the tenant help support saving via mortgage 
repayment at the landlord level? Does the cur
tailment of mortgage principal really represent 
net saving in view of the fact that housing is a 
form of consumption represented by the depre
ciation of the housing asset? In general, the an
swers to this series of questions suggest that 
home purchase savings (1) help secure a 
broader distribution of wealth and (2) augment 
investment in an asset (even though like other 
physical assets it is subject to depreciation) es
sential to the well-being and economic security 
of homeowning families. This overall result is 
one which most people would regard as a favor
able externality. 

The question of work force mobility is some
times raised by those who see an unfavorable 
social externality in widespread homeownership. 
They argue that tenancy is conducive to mobility 
while homeownership ties the worker to his 
property, creating additional economic impedi
ments to geographical movement in response to 
economic changes. Since homes may be bought 
and sold, and the tax laws permit tax-free turn
over of residential investments where the owner 
has to move in order to accept employment at a 
new location, the barriers to employee movement 
on account of homeownership are moderate in
deed. Some employers, of course, pay the em
ployee's costs of moving, including possible 
losses on disposition of a home; under these cir

6 From the social viewpoint. the capital invested in owner-occupied 
homes is less likely to become "unemployed," in contrast with 
the vacancy potential of rental housing. This helps stabilize 
an element in the GNP. 
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cumstances, homeownership can hardly be 
termed a mobility barrier. On the whole, the mo
bility consideration can hardly be regarded as a 
substantial offset to the various favorable exter
nalities of owning rather than renting one's resi
dence. 

Homeowner Tax Benefits and the Tax 
Expenditure Doctrine 

The income tax benefits for homeowners 
have inevitably become enmeshed in the whole 
discussion of so-called "tax expenditures" and 
the "tax expenditure budget." The continuing ex
amination of Federal subsidy programs has in
cluded subsidy-like programs that do not involve 
direct cash disbursements but provide compara
ble benefits such as those which take the form 
of tax reduction. 

The tax expenditure - budget concept was 
originally explained in the Annual Report of the 
Secretary of the Treasury for fiscal year 1968.6 

Its basic thrust is that a fully revealing picture of 
the national budget with respect to expenditures 
and receipts would include the revenue cost of 
the various tax incentive concessions as budget 
expenditure items, presumably balanced on the 
receipts side by corresponding tax collections 
which would materialize if the tax concessions in 
question were abolished. Exponents of the tax 
expenditure budget stress the weaknesses of the 
backdoor or hidden budget approach to national 
policy objectives: (1) Its tendency to erode the 
tax base and confuse tax equity standards and 

the standards guiding public expenditures to se
cure desired actions or economic responses, (2) 
its failure to proceed through normal legislative 
channels whereby specialized committees can 
pass on the merit of expenditures in their field of 
jurisdiction, and (3) its tendency to permit tax 
expenditures to evade the annual budget review 
process and become imbedded in the tax laws, 
persisting after the needs which called them into 
being have been met or after the favorable bene
fit-cost ratio which initially supported them has 
deteriorated. 7 

The tax benefits for homeowners, or more 
specifically the deductions for mortgage interest 
and property taxes on owner-occupied homes, 
have been the subject of periodic estimates of 
revenue cost along with other items deemed to 
merit inclusion in the Federal income tax ex
penditures (or subsidies) periodically prepared 
for the Joint Economic Committee or for the 
House Ways and Means Committee by the Con
gressional Committee and Treasury Staffs. 

Excerpts from the most recent set of esti
mates show the homeowner tax benefit items in 
recent years (and their distribution by income 
level in 1972) in Table 1. 

Tax expenditure analyses are primarily sta
tistical quantification of the money involved in 
tax concessions for various types of income, 
spending, or economic activity, designed to pro
vide systematic information on the hidden or in
direct expenditures. As such, they provide infor
mation useful in appraising the cost of such 

Table 1. Estimated Federal Income Tax Expenditures, Calendar Years 1967-72 
(in millions of dollars) 

Housing and Community Development 
1967 1966 1969 1970 1971 1972 

Deductibility of interest on mortgage on 
owner-occupied homes $1 ,900 $2,200 $2,600 $2,600 $2,400 $3,500 

Deductibility of property taxes on 
owner-occupied homes 1,600 2,350 2,600 2,900 2,700 3,250 

Total 3,700 4,550 5,400 5,700 5,100 6,750 

Source: "Estimates of Federal Tax Expenditures."' House Committee on Ways and Means, prepared by the Staffs of the Treasury 
Department and Joint Committee on Internal Revenue Taxation , June 1, 1972, U.S. Government Printing Office, Washington, 
D.C., 1973, Table 1. pp. 4-5. 

6 For a brief review of the literature on the subject, see The 
Economics 01 Federal Subsidy Programs. Joint Economic 
Committee. Congress of the United States, Jan. 11, 1972, U.S. 
Government Printing Office, Washington, D.C., 1972, p. 30, 
n. 1. 

1 For a review of the merits of the tax incentive, backdoor spend
ing or tax expenditure approach to policy objectives versus 
the direct expenditure method, with particular reference to 
housing programs, see Richard E. Slitor. The Federal Income 
Tax in Relation to Housing. National Commission on Urban 
Problems. Research Report No. 5. U.S. Government Printing 
Office, Washington, D.C., 1968, Chapter V, pp. 86--100; and 
Richard E. Slitor, "'Tax Incentives and Urban Blight, "' In 
Tax Incentives, Tax Institute of America Symposiums. Heath 
Lexington Books. 
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Table 2. Estimated Distribution ot 
Homeowner Tax Preferences of Individuals 
by Adjusted Gross Income Class, Calendar 
Year 1972 (in millions of dollars except 
adjusted gross income class) 

above mortgage interest and property taxes) 
would have been slightly greater than the mort
gage interest item.s 

The significance and interrelationships of 
the three major income tax advantages of home
owners will be analyzed qualitatively and quanti

Deducti bi lity Deductibility 
of interest on of property 
mortgages on taxes on 

owner- owner-
Adjusted gross occupied occupied 
income class homes homes Total 

$0- 3,000 $ 5 5 
3,000- 5,000 $ 15 25 40 
5,000- 7,000 85 95 180 
7,000- 10,000 310 240 550 

10,000- 15,000 845 590 1,435 
15,000- 20,000 835 640 1,475 
20,000- 50,000 1,160 1,135 2,295 
50,000-100,000 195 340 535 
100,000 and over 55 180 235 
Total 3,500 3,250 6,750 

1 Less than $.5 million. 

Source: "Estimates of Federal Tax Expenditures, " pre
viously cited, Table 2, 8-9. 

concessions in relation to their benefits to the 
economy. Like related analyses of the erosion of 
the tax base relative to a comprehensive meas
ure of taxable income capacity, the tax expendi
ture studies tend to support attacks on the eq
uity and economic efficiency of the various tax 
incentives or subsidies embedded in the income 
tax structure. Thus, the $6,750 million estimated 
tax benefits for homeowners in 1972 tend to be 
cast in the image of a bonanza of shocking mag
nitude, two-thirds of which goes to homeowners 
of adjusted gross income classes above $15,000. 
To see this amount in perspective, it represents 
about 7 percent of total individual income taxes, 
3 percent of total Federal receipts, and .6 per
cent of gross national product. Moreover, the es
timates do not adequately make clear how effec
tively they take account of the fact that part of 
the itemized homeowner deductions merely 
overlaps the standard deduction which taxpayers 
could take anyway, regardless of homeowner
ship, and which have been compensated by a 
general increase in tax rates to recoup the reve
nue. 

While tax expenditure data developed from 
official sources in recent years have not included 
the amount attributable to the exclusion of net 
imputed rent over and above the two deduction 
items, Goode's estimates of about a decade ago 
show that in 1960 the "net vent" item (over and 

tatively in a subsequent section of this report. 

Interplay of Property Tax and Income Tax 

This study will examine the burden of the 
local property tax, the interplay of the property 
tax and income tax provisions, and the net com
bined impact on housing costs in the aggregate 
and by income level. 

Until recently very few analysts in the field 
of housing economics have been prepared to 
recognize the obvious fact that the property tax, 
which accounts for the great bulk of local gov
ernment tax revenue and about 40 percent of 
combined State-local government tax revenue, is 
tantamount to an excise tax on basic housing 
consumption of some 25 to 35 percent in most 
populous areas of the country. 

The income tax advantages of homeowner
ship compensate to a considerable extent for the 
burden of local property taxes, but the offset is 
uneven and there remains a heavy net additional 
load on low income housing consumers, includ
ing homeowners and renters. 

The deductibility of property tax for Federal 
income tax purposes is not unique; most other 
State and local taxes are deductible by the Fed
eral income taxpayer. It is difficult therefore to 
attribute the sharp increases in property tax lev
els in recent years, chiefly to the fact that local 
tax authorities count on the deductibility feature 
to ease the impact of the levies they impose to 
provide local governmental services. It is not 
plausible, however, to assert that there is no in
terconnection, particularly in areas where the 
taxing authorities are aware that many of their 
homeowners are in affluent Federal (and State) 
income tax brackets. 

8 As of 1960, Goode estimated that the combined revenue loss 
from exclusion of net rent and deduction of mortgage interest 
and property taxes on nonfarm owner-occupied dwellings was 
$3.8 billion, of which $1.2 billion was due to the net rent and 
$2.6 billion to the two deductions. Richard Goode, The Indi
vidual Income Tax, Studies of Government Finance, The 
Brookings Institution, Washington, D.C., 1964, pp. 120-124. 
Goode's discussion specifically recognizes that his estimates 
do not allow for the use of the standard deduction by some 
homeowners. However, it does not mention the significance of 
the fact that even for taxpayers claiming the itemized deduc
tions, the itemized amount is not a clear gain to the taxpayer 
since he could have taken the standard deduction anyway. 
He observes, however, that the standard deduction presumably 
would be reduced if itemized. 

__ -. _ a- _ •• _ _ _ _ _ __ ........ 
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This general topic, Including the economic 
and locational impacts of the property tax-in
come tax complex on housing stocks and con
sumption, will receive specialized attention in a 
subsequent section. 

Scope of this Paper 

It is apparent that taxes constitute a sub
stantial part of the cost of housing. It will also 
be evident from the discussion which follows 
that the formulation of tax requirements by the 
various levels of government not only affects the 
distribution of that cost among housing consum
ers but also has major impacts on housing ten
ure, supply and quality, locational development, 
land use patterns, and the phenomenon of urban 
sprawl, as well as the processes of central city 
blight and deterioration. These impacts will be 
examined in the following sections. 

A major concern of the paper will be the 
role of the present exclusion of imputed rental 
income along with the homeowner income tax 
deductions in the evolving dialogue and legisla
tion on tax reform. This concern necessarily fo
cuses on the economic, equity, and administra
tive aspects of present treatment and proposals 
for revision-particularly those directed at the 
inclusion of imputed rental income in the per
sonal income tax base. 

Impact of the Homeowner Deductions 
This section examines a range of major eco

nomic impacts of the existing homeowner tax 
benefits on housing markets, including related 
capital market effects and locational effects. 

In general, the existing tax benefits for 
homeowners tend to: 

• Increase the demand for owner-occupied 
relative to rental housing units, thus raising the 
proportion of total housing units which are owner
occupied. 

• Raise the value of owner-occupied units 
and decrease the rentals of rental units which 
are at least partially competitive with owner
occupied housing. 

• Stimulate housing, consumption, the up
grading of the housing stock, and the more 
expansive use of land, contributing to decentrali
zation and urban sprawl trends. 

• Exert upward pressure on the interest 
rate structure due to the stimulus to a capital-in
tensive form of consumption. 

• Expand the homebuilding industry and 
the factors of production it utilizes in construct
ing owner-occupied units. 

• Develop larger and more specialized 
home mortgage markets and the financial institu
tions-such as the building and loan associations 
-which supply housing finance. 

These points are developed in more detail 
under the following headings. 

Homeownership v. Tenancy 

There is clear evidence that the income tax 
has affected the choice between homeownership 
and renting so as to increase the proportion of 
owner-occupied housing units. At least one ex
pert observer is of the opinion that the home
owner tax benefits have had more influence on 
the tenure decision (owning as against renting) 
than on the total amount of housing consumption 
-based on the assumed principle that the 
"price differential that will induce a shift from 
renting to owning is doubtless much smaller than 
that required to divert expenditure from other 
goods and services to housing." 9 

The impact of the income tax-related reduc
tion in housing costs (estimated at 12 to 30 per
cent in a substantial range of incomes covering 
most moderate and affluent income brackets) on 
homeownership trends is clearly suggested by the 
data in Table 3. 

Table 3. Percentage of Owner Occupancy, 
Total, and by Race and Residence, by 
Decennial Years 1900-70 (in percent) 

Negro Non
Year Total White and other farm Farm 

1900 46.7% 49.8% 23.6% 36.9% 64.4% 
1910 45.9 NA NA 38.6 62.8 
1920 45.6 48.2 29.9 40.8 58.1 
1930 47.8 50.2 25.2 46.0 53.9 
1940 43.6 45.7 23.6 41 .1 53.2 
1950 55.0 57.0 34.9 53.4 65.7 
1960 61 .9 64.4 38.4 61 .0 73.8 
1970 62.9 65.4 42.0 62.0 80.5 

Source: Compiled from Statistical Abstract of the United 
States 1972. U.S. Department of Commerce, Bureau 01 
the Census, U.S. Government Printing Office, Washing
ton , D.C., 1973, Table 1155, p. 687. 

• Richard Goode, The Individual Income T8JC, Studies 01 Govern
ment Finance, The Brookings Institution, Washington, D.C., 
1964, pp. 125-126. 
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As the data show, the rise in owner occu
pancy developed as a clear trend only after 
1940, the approximate beginning of the substan
tial mass income tax introduced in the World 
War II period. In the 3 decades since 1940, total 
owner occupancy has risen roughly 20 percent
age points to nearly 63 percent. In the 4 preced
ing decades, the percentage of owner occupancy 
actually declined by about 4 percentage points. 
Comparable trends are shown for white and 
Negro housing, and for nonfarm and farm. While 
various nontax factors may have encouraged 
homeownership in the period since 1940-such 
as greater affluence, the automobile and the sub~ 
urban trend, and modernized and government
assisted mortgage financing-it seems unmistaka
ble that the important tax savings under the 
higher and more pervasive individual income tax 
of the World War II and postwar periods have 
been a major factor. 

A distribution of housing unit tenure per
centages by income class would probably show 
a higher percentage of owner occupancy the 
higher the income, and a greater post-1940 rise 
in owner occupancy in those income brackets 
impacted most heavily by the expansion and 
steepening of the income tax. 

The rise in the percentages of owner-occu
pied housing units since 1940 has been matched, 
of course, by an opposite trend in their comple
ments, the percentages of rental occupancy. 
Thus while both owner-occupied and renter
occupied housing units have increased in abso
lute numbers, the percentage decline in tenancy 
has moderated the absolute increase in the number 
of rental units. The trend towards homeowner
ship and away from rental occupancy is all · the 
more impressive because it has occurred during 
a period of increasing urbanization of population, 
and large metropolitan areas tend to have a 
lower percentage of owner occupancy than farm 
and smaller communities. 

Demand for Owner-Occupied and Rental 
Housing Units 

The tax benefits for homeowners have in
creased the demand for owner-occupied housing 
by amounts which have been roughly quantified. 
While these benefits have diverted demand from 
rental housing, the rental sector itself has en
joyed the tax benefits of accelerated deprecia
tion and the whole real estate tax shelter for 
rental housing investors, who have themselves 
tended to stimulate rental housing demand, al

though relatively less than has occurred in the 
owner-occupied sector. 

The tax benefits of homeownership have 
been estimated on the average to be equivalent 
to a reduction in the basic cost of housing con
sumption of about 13.75 percent. With a price 
elasticity of demand for owner-occupied housing 
of about -1.5, this results in an increase in 
housing demand and consumption in the owner
occupied sector (roughly two-thirds of the exist
ing stock and a higher proportion of the current 
demand) of about 20.625 percent.I0 The benefits 
are greater the higher the individual's applicable 
tax bracket. For middle income taxpayers with 
applicablf' bracket rates in the 32 to 45 percent 
range (taxable income in the range of $20,000 to 
$40,000, married persons filing joint returns), the 
tax benefits-even assuming homeowner deduc
tions of 62.5 percent of basic housing consump
tion-would be 20 to 28 percent of basic housing 
costs. Again, with a price elasticity of -1 .5, this 
would increase demand and consumption for 
owner-occupied housing by some 30 to 42 per
cent in the moderately affluent-middle bracket 
range just designated. 

The elasticity of demand measure used in 
the above estimates is important. While the older 
literature on housing demand tended to place 
price elasticity of demand at near unity (-1), 
more recent estimates place it higher, near 
- 1.5. (A corresponding estimate of income elas
ticity for owner-occupied housing demand is 
1.427, with a slightly lower figure, apparently 
1.338, for rental housing.) 11 

While demand for rental housing tends to be 
reduced by the cross-elasticity response to tax
related cost reductions for owned homes, this ef
fect is partially offset by the pass-through to 
renters of the accelerated depreciation tax bene
fits for investors in rental housing. The tax bene
fits from the excess of accelerated (chiefly 150 
percent and 200 percent declining balance for
mulas) over straight-line depreciation are esti
mated to range between 7 and 1 °percent of the 
gross rental value of rental housing property. 
With a -1.5 price elasticity of demand, the re
sulting increase in demand and consumption in 
10 See Henry Aaron, "Income Taxes and Housing," The American 

Economic Review, Vol. LX, No. 5 (December 1970), pp. 602
603. This estimate assumes an overall mean marginal tax rate 
among homeowners of 22 percent and exclusion of imputed 
rent plus deductions of mortgage interest and property tax 
expenses equal to 62.5 percent of gross rental value. 

11 	See David Laidler, "Income Tax Incentives for Owner-Occupied 
Housing," in The Taxation 01 Income From Capital, Arnold 
c. Harberger and Martin J. Bailey, Editors, Studies of Govern
ment Finance, The Brookings Institution, Washington, D.C.• 
1969, pp. 51-52, 58, and Table 4, p. 71. 
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the rental housing sector is estimated at roughly 
10 to 15 percent. 12 

The rise in housing consumption as a per
centage of total personal consumption expendi
tures in the post-World War II period tends to 
confirm the estimates of increased demand for 
housing based on tax benefit and elasticity of 
demand data. 

Goode has indicated that although the influ
ence of the favorable tax treatment cannot be 
isolated, it has probably been one of the factors 
responsible for the rapid increase in consumer 
expenditures for housing since World War 11.13 

Goode's data follow: 

Housing Expenditures as Percentage of Total 
Private Consumption 

Current Constant 
Year Prices (1954) prices 
1909 19.3% 
1919 13.3 
1929 14.4 
1950 10.9 
1960 12.8 

On the basis of 
Goode obse-rved that in 

10.0% 
11.4 
12.7 

these 1919-1960 data, 
current prices housing 

expenditures (space rental value of tenant-occu
pied and owner-occupied dwellings) were still a 
smaller fraction of total personal consumption in 
1960 than in 1929 and prior years; but in constant 
prices housing consumption expenditures repre
sented a much larger percentage of total con
sumption than in 1929. Goode regarded the con
stant price estimates as "suspect" in view of the 

1929 1939 

surprisingly small increase shown by the implicit 
price deflator for housing expenditures from 
1929 to 1960.14 A larger increase would have re
sulted in a greater rise in constant-price housing 
expenditures relative to total private consump
tion. 

More recent data on housing and other per
sonal consumption expenditures in current 
dollars show housing at 14.9 percent of total pri
vate consumption in 1971, exactly equal to the 
1929 percentage but 4 percentage points or 36.7 
percent higher than in 1949 and 1.2 percentage 
points or 8.8 percent higher than in 1939. The 
data are summarized below. 

Based on 1960 data, Laidler has estimated 
the "overinvestment" in owner-occupied housing 
stock as a result of the exclusion of imputed 
rental value (along with the homeowner deduc
tions for mortgage interest and property taxes) 
at about $60.7 billion in relation to a total own
er-occupied housing stock of $355.4 billion, or at 
an overall ratio of about 17 percent, including 
lower income brackets where no overinvestment 
occurred due to tax benefits. In the income 
classes affected, the overinvestment was esti
mated in a range of 20 to 35 percenf.15 

An opponent of homeowner tax benefits, 
Laidler estimated the "welfare loss" due to the 
calculated "overinvestment" in owner-occupied 
housing, which presumably flowed from the over
allocation of capital resources (and related serv
ices supplied by the public and private sectors) 
to owner-occupied housing, at a surprisingly low 
$500 million per year, or roughly $2.50 per cap
ita. This somewhat wan end product was made 

'1949 1959 1969 1971 
(Dollar amounts in billions) 

Total personal 
consumption 
expenditures $77.2 
Housing expenditures: 

Amount $11.5 

$66.8 

$ 9.1 
Percentage of total 14.9% 13.7% 

Note : Percentages calculated from un rounded figures. 

Source : Compiled from Facts and Figures on Government Finance, 

"These figures are based on independent estimates by the author 
but are closely in line with the middle of the range ot esti
mates developed by Aaron, " Income Taxes and Housing," 
previously cited, Table 10, p. 802. It should be noted that the 
applicable tax rate appropriately assumed in calculating in
vestors' tax benefits in connection with rental housing is 
substantially higher than that appropriate tor the typical home
owner, probably in the 40 to 70 percent range. Certain higher 
estimates by Sun ley are discussed later. 

13 The Individual Income Tax, previously cited, p. 125. 

$176.8 '$311.2 $579.5 $664.9 

$ 19.3 $ 43.7 $ 84.1 $ 99.2 
10.9% 14.0% 14.5% 14.9% 

17th Biennial Edition. 1973, Tax Foundation, Inc. , Table 37, p. 53. 

,. Source : Estimates for 1909 and 1919 from J . Frederick Dewhurst 
end Associates , America's Needs and Resources, New York: 
Twentieth Century Fund, 1955, p. 206. Figures for later years 
derived from estimates of the Office of Business Economics, 
U.S. Department of Commerce: U.S. Income and Output ; 1958 
and Survey 01 Current Business, July 1963. The constant-price 
estimate for 1929 (U.S. Income and Output, p. 5) in 1957 
prices. 

15 	"Income Tax Incentives for Owner-Occupied Housing," previ
ously cited, Table 2, p. 60. 
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to look more impressive by the suggestion that it 
be interpreted as representing the "dollar value 
of extra resources the government could take 
away from the public if it were to abolish the 
subsidy and seek to leave consumers at the 
same level of economic welfare that they enjoy 
at present." 16 

For purposes of the present analysis, the 
most impressive fact would seem to be that the 
homeowner tax benefits are estimated to have 
increased the owner-occupied housing stock as 
of 1960 by abo!-lt 20.6 percent relative to a tax
neutral position, 17.1 percent of the existing 
stock, or about $61 billion. At current 1973 lev
els, the net addition to the owner-occupied hous
ing stock attributable to these income tax benefits 
would be in the order of $76 billionY 

Rental housing stocks may also be consid
ered to have been increased by the reductions in 
rentals (7 to 10 percent of gross rental value) 
and accompanying 10 to 15 percent increase in 
demand. If rental housing stocks may be esti
mated at about one-half the owner-occupied 
stocks, and the increase due to accelerated de
preciation tax benefits at about 12.5 percent 
(midpoint of the 10 to 15 percent range indicated 
above), the addition to rental housing stocks at
tributable to depreciation tax benefits may be es
timated to be in the vicinity of $23 billion at 1973 
levels. Rental housing effects are considered in 
more detail in a later section. 

The econometric analyses on which the 
above estimates are based do not seem to take 
clearly into account the effects of cross-elasticity 
of demand between owner-occupied and rental 
housing. Since the two alternative forms of hous
ing tenure are in a sense substitute or rival 
forms of housing services, a decline in the price 
of one tends to increase its use, thus decreasing 
the marginal utility and curtailing the demand for 
the other form of housing. 

The two forms of tax benefit, one for own
er-occupied and the other for rental housing, in
crease the overall housing demand and con
sumption. The increase between the two sectors 
is not proportional because owner-occupied 
housing derives a greater tax benefit, one which 
is extended to the consumer with greater cer
tainty than the investor-oriented benefit in the 

,. "Income Tax Incentives for Housing," previously cited , p. 64. 
11 Estimate based on extrapolation of the additional housing in 

proportion to the growth of the total housing stock at the 
average annual rate prevailing In the 1960-70 decade, shown 
in Statistical Abstract of the United States, 1972, previously 
cited, section 33, p. 846. 

rental field. Moreover, the increase in owner-oc
cupied demand by itself is not likely to be as 
great as if there were not appreciable tax bene
fits for rental housing too. 

Similarly, the depreciation benefits for rental 
housing do not increase the consumption for 
rental housing as much as they would in isola
tion, so to speak, or in the absence of the large, 
more direct and certain benefits for homeowners. 

In short, the two types of tax benefit in
crease housing consumption, not by as much as 
if all housing received the homeowner-type ben
efits but by more than the amount of increase if 
all housing received benefits only at the level of 
the rental housing benefits. The reallocation of 
housing demand from rental to owner-occupied 
units is less than if only homeowner tax benefits 
were provided. 

Locational Effects 

The locational effects of homeowner tax 
benefits have been substantial. Generally speak
ing, the homeowner provisions have tended to 
(and still do): 

• Contribute to the formation of the subur
ban areas of the large metropolitan complexes, 
typically the more affluent and rapidly growing 
sections of the country; 

• Encourage expansive land use, thus fur
thering decentralization, urban sprawl, and low
density as against high-density residential devel
opment; 

• Facilitate the middle class exodus from 
the central city to suburban and exurban resi
dential developments; 

• Stimulate the condominium form of ten
ure which combines the tax benefits of home
ownership and the convenience and economy of 
high-rise multiple unit housing in urban, subur
ban-fringe, retirement, and resort areas; 

• Afford relatively little tax savings to the 
rural areas, particularly the less affluent parts of 
rural and small-community America, where
even though homeownership percentages are 
high-housing is likely to be older, rental values 
very moderate, money incomes low, and applica
ble tax rates determining the benefit from home
owner deductions and exclusions also low; 

• Pour relatively small tax benefits into the 
central cities where, unlike the suburbs, rented 
units still constitute the predominant (over half) 
form of tenure and the income tax brackets of 
the owner-occupants tend to be lower. 

, - _____ • _. _ _L_.~~ 
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It is difficult to quantify the effects of the tax 
benefits for homeowners with regard to these 
various locational developments. The predomi
nant locational influence is, of course, the de
centralization of metropolitan areas, urban 
sprawl, and resulting agglomeration of megalo
politan areas in which the suburban or exurban 
fringe of the city merges into that of another. 
The homeowner tax treatment has contributed to 
this in certain interrelated ways : 

• It has facilitated and encouraged middle 
class flight to the suburbs by helping finance 
the additional housing costs; 

• It has stimulated additional housing con
sumption and this has included more spacious 
lots and acreage than would otherwise be de
sired or practicable, along with roomier, more 
rambling home construction, including the ap
purtenances of garages, parking areas, swim
ming pools,. patios, etc. 

It seems fair to say that the additional and 
more expansive housing construction in the sub
urbs stimulated by the homeowner ·tax benefits 
has contributed 20 to 30 percent to the area ex
pansion of the communities embraced within the 
definition of standard metropolitan statistical 
areas. 

The diversion of capital and managerial or 
promotional resources to suburban construction 
has probably contributed further to the neglect 
by the private sector of low and moderate in
come residential development in the central cit
ies, already unattractive because of the lower in
comes and greater risk and difficulties in the 
central city areas. 

Prices and Values of Owner-Occupied and 
Rental Housing Units 

The additional consumption of housing serv
ices due to homeowner tax benefits has probably 
raised housing construction costs, these higher 
factor costs generally affecting owner-occupied 
and rental housing alike. However, the additional 
pressure on land or site values has probably re
sulted in a relatively greater increase in the cost 
and price of the typical owner-occupied unit 
consisting of a separate single family house with 
an appropriate parcel of land. This increase in 
site values has been less important for the multi
ple unit high rise. Thus rental housing has been 
impacted to a lesser extent. In the owner-occu
pied field, techniques of land economization 
have thus developed, including the condominium 
apartment and cluster developments with subur
ban "townhouses." 

The rise in value of owner-occupied homes, 
supported by the homeowner tax advantages 
along with the inflation-hedging and land specu
lation incidental to housing consumption, has 
been so substantial in recent years that realistic 
rental values now fall appreciably short of the 10 
to 12 percent of fair market value of property 
that Aaron suggests is the real estate market 
rule of thumb for single family houses.1s Laidler 
uses a figure of 11 percent in his estimates of 
homeowner tax subsidies.19 It is almost a matter 
of common observation that in many suburban 
areas gross rentals of as much as 9 percent of 
market value of homes intended to be owner
occupied are out of the question. Only a moderate 
depression of the rental market in some areas 
may force rentals of single family houses in
tended for owner occupancy as low as 7.5 per
cent of market value of the property. The tax 
benefits of homeownership along with other fac
tors have become capitalized in property values, 
presumably chiefly he site value, making it nec
essary to utilize these properties on an owner
occupied basis unless the owner is prepared to 
accept a temporary loss with some consolation 
in the form of favorable tax depreciation deducti
ble from the rental income. 

Anyone prepared to pay the costs of renting 
a substantial suburban home finds it necessary 
to be an owner or to negotiate a lower rent 
which in effect puts him in an economic position 
comparable to owner-occupancy. 

One specific cost effect of the homeowner 
tax benefits is their impact on the price of capi
tal-mortgage interest rates in the first instance 
but indirectly on the whole structure of interest 
rates in capital markets. The greater demand for 
housing-which is a capital-intensive form of 
consumer service-will thus raise capital costs 
for rental housing consumers and all consumers 
in proportion to the services of capital embodied 
in their consumption. Savers and capital inves
tors will of course benefit from the higher inter
est rates generally engendered by the pressure 
of the capital-intensive demands of homeowners. 
This matter will be reviewed in the more special
ized context of mortage and capital market ef
fects later in this chapter. 

Effects on Homebuilding Industry 

The pressure of additional demand for hous
ing spurred by the homeowner tax deductions 

,. See " Income Taxes and Housing ," previously cited, p. 799. 
,. "Income Tax Incentives lor Owner-Occupied Housing," previ

ously cited , p. 61. 
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and exclusions has been reflected in homebuild
ing costs, construction methods, site values, and 
techniques for economization of scarce re
sources. 

Between 1947 and 1959, the residential non
farm structures component of gross private 
domestic investment increased from $10.4 billion 
to $24.8 billion, or by 138.5 percent; in the same 
period, total gross private domestic investments 
grew from $34 billion to $75.3 billion, or 121 .5 
percent. Gross national product rose from $231 .3 
billion to $483.7 billion, an increase of 109.1 per
cent in the 1947-59 period. Nonresidential struc
tures increased from $23.4 billion to $45.1 billion 
or 92.7 percent over the same period.20 

'This brief recital of basic data on residential 
construction growth in a key period of postwar 
development suggests clearly the differentially 
higher rate of expansion of housing investment 
as compared with other forms of investment and 
the GNP as a Whole. While various factors were 
at work producing this result, it seems difficult to 
escape the conclusion that homeowner tax bene
fits (along with depreciation tax stimulation for 

Homeownership housing costs have risen 
more rapidly than other living costs and other 
types of housing costs (computed of course 
without regard to income tax benefits). Table 4 
shows this effect in the past decade or so. 

Union wage rates have risen more rapidly in 
the building trades than in comparable selected 
trades, but the differential increase has occurred 
only in the recent period. (See Table 5.) 

Analysis of price and cost indexes for con
struction show the role of union wage scales on 
raising building costs. The fact that small resi
dential building costs have risen less rapidly 
than the composite for apartments, hotels, office 
buildings or for commercial and industrial build
ings may indicate the greater degree of unioniza
tion outside the small residential structure field. 
Nevertheless, the pressure of the homeowner tax 
deductions may communicate itself throughout 
the construction sector, contributing indirectly to 
the strength of the unionization movement in the 
apartment and commercial and industrial build
ing sector. 

Table 4. Consumer Price Indexes, by Commodity Groups, Selected Years 1960-71 
(1967 = 100) 

Items 1960 1964 
Housing (shelter) 88.7 92.9 
Rent 91.7 95.9 
Homeownership cost- 86.3 90.8 

- Includes home purchase. morlgage interesl. laxes. 

1965 1966 1968 

94.5 97.2 104.2 
96.9 98.2 102.4 
92.7 16.3 105.7 

insurance, and maintenance and repairs. 

1969 1970 1971 

109.8 116.3 121.3 
105.7 110.1 115.2 
116.0 128.5 133.7 

Source: Statistical Abstract of the United States 1972, Table 565, p. 348. 

Table 5. Indexes of Union Wage Rates, Selected Trades, 1945-1971 
(1967 = 100) 

Building trades 
Printing trades 
Motor truck drivers and helpers 
Local transit operators 

1945 1950 1955 1960 1970 1971 

30.7 47.0 60.0 75.4 128.8 144.0 
33.5 56.9 69.0 80.6 121.2 133.6 
28.6 44.8 59.4 75.4 122.5 137.8 
29 .7 47.2 59.8 73.9 125.2 135.8 

Source: Compiled trom data in Statistical Abstract of the United States 1972, Table 375, p. 234. 

rental housing) accounted to a considerable ex
tent for the higher growth rate for housing in
vestment. 

'Costs: The inevitable result of this pressure 
has been rising costs, chiefly due to labor and 
land, although building materials have not 
lagged far behind. 

JIl1971 BusIness Statistics, Biennial Supplement to the Survey 
ot Current Business, U.S. Deparlment 01 Commerce, Office 01 
Business Economics, pp. 191-192. 

As Table 6 shows, the price index for new 
one-family homes sold increased from 94 to 123 
between 1965 and 1971, an increase of 29 index 
points or a price rise of about 30.9 percent. In 
the same period, consumer prices generally in
creased about 25.4 percent, wholesale prices, 
about 17.9 percent. Again, the differentially 
higher rise in single family homes as compared 
with the consumer and wholesale price indexes 
generally suggests the economic pressure of ad
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Table 6. Price and Cost Indexes for Construction and Selected Components: 1950 to 1971 
(1957-59 = 100 except as otherwise indicated) 

Price index for new one-
family homes sold 
(1967 = 100) 
Wholesale prices of con
struction materials 
(1967 = 100) 
Union hourly wage scales 
in the building trades 
(1967 = 100) 
Construction cost 
indexes, E. H. Boeckh 
and Associates: 

small residential 

structures 


apartments, hotels, 
and office buildings 
(composite) 

commercial and factory 
buildings (composite) 

(1967 =100) 
1950 1955 1960 1965 1968 1969 1969 1970 1971 

NA NA NA 94 106 115 115 118 123 

78.9 90.4 95.5 95.8 105.6 111 .9 111.9 112.5 119.5 

47.0 60.0 75.4 90.9 106.6 115.4 115.4 128.8 144 

80.3 92.4 104.2 115.2 136.7 148.0 116.2 122.4 132.8 

75.8 90.4 105.0 118.5 139.9 151 .8 116.1 124.4 135 

74.0 89.5 104.7 117.2 139.1 149.1 114.5 123.1 133.9 

Source: Compiled from Statistical Abstract 01 the United States 1972, Table 1136, p. 677. 

ditional housing demand based in part on in
come tax advantages. 

The same type of differential appears from a 
comparison of indexes of shelter costs under 
rental as against owner-occupied tenure. 

The comparison above may bring out the 
higher site value element which enters to a 
greater extent into homeownership costs (until 
such time as the high rise condominium domi
nates the market). 

Rise of the Mobile Home Industry: One of 
the major responses of the homebuilding indus
try to the pressure of demand, partly attributable 
to tax factors, on housing resources-especially 
labor and land-is the expansion of the mobile 
home industry. 

In 1965, shipments of mobile homes 
amounted to 216,000 units, or 14.7 percent of the 
1,473,000 conventional private housing starts and 
12.8 percent of the 1,689,000 combined total of 
housing starts and mobile home units. By 1971, 
mobile home shipments had risen to 497,000 
units, 24.2 percent of the 2,052,000 private hous
ing starts and 19.5 percent of the 2,549,000 com-

Shelter: 1960 
Rent 91.7 
Homeownership costs 86.3 

bined total of housing starts and mobile home 
units. 

Mobile home construction offers various ad
vantages, primarily greater efficiency of con
struction on a mass production basis under fac
tory conditions rather than onsite construction, 
affected by weather and utilizing traditional 
methods involving waste motion etc. The mobile 
home itself may be located on a very small plot 
of ground with relatively little cost for sewer, 
water, and utility connections. Nevertheless, a 
major influence stimulating this move toward 
production of more economical-if slightly infe
rior and less esthetic by traditional standards
housing is the increase in labor and site value 
costs, due in part to increased housing demand 
flowing from the homeowner tax deductions. 

Land Development: In the first two decades 
of postwar housing experience under the mass 
income tax, expansive land use, assisted by tax 
savings to homeowners, led to suburban and 
exurban development with junior estates, 
equestrian pursuits, and living patterns modeled 
after the 19th century gentry of Britain and Eu

1971 
115.2 
133.7 

Increase 
Index 
points Percent 

23.5 25.6% 
47.4 54.9 

Source: Computed from Stat/st/cal Abstract 01 the United States 1972, previously cited, Table 565, p. 348. 
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rope. This phase now seems to be approaching 
a turning point. 

Expansive use of land spurred in part by the 
homeowner tax advantages, along with popula
tion growth and concentration of population in 
large metropolitan aggregates, has had the ex
pected results: Land scarcity and higher land 
prices. Sprawl, fringe development, leapfrog de
velopment, and other techniques to cope with 
rising land values, reached limits. (In some 
cases, presumably temporary, the shortage has 
been aggravated by limitations on new water and 
sewer connections; this enhances the value of 
existing lots in use or approved for utility serv
ices. The latter type of shortage is not due to 
land shortage per se, although less expansive 
use of land would reduce the cost of sewer and 
water networks.) 

The scarcity of land for homebuilding pur
poses has elicited several discernible adapta
tions by the homebuilding industry: 

1. Cluster or townhouse suburban housing 
development. 

2. High-rise, garden-type, or similar land
economizing condominium development. 

3. Reduction in the size of building lots. 

Specific quantitative measures of these re
sponses of the homebuilding industry to land 
scarcity and higher site values are not readily 
available. They are, however, noticeable. In the 
new equilibrium which is developing, the high 
land prices still tend to "capitalize" the tax sav
ings for homeowners acquiring and using the 
land. The net land costs to homeowners, after 
their homeowner tax savings, are in line with 
their lower marginal utility, reflecting their more 
expansive use of land and with the higher mar
ginal utility to renters who do not enjoy such tax 
benefits and rationally must use land more spar
ingly. In short, homeownership supports a more 
land-intensive form of housing than tenancy; this 
remains true even after the various forms of land 
economization that have developed in response 
to higher residential land prices. 

Impact on the Mortgage Market and Capital 
Markets Generally 

Although housing construction is a labor-in
tensive form of production, the provision of 
housing services by the completed residential 
property is in effect a highly capital-intensive 
form of production of consumer services. 

The tax benefits for homeowners by stimu
lating additional housing have made extra, tax
related demands upon capital suppliers. Initially, 
the impact of these added demands is on the 
home mortgage money supply, but pressure on 
this market raises mortgage interest rates and 
draws in capital from other sectors of the capital 
market, realigning interest rates, albeit at a 
higher overall average level. In the process, in
terest rates became higher because capital sup
plies became tighter in the other interrelated 
capital market sectors from which the tax-pres
surized home mortgage market draws its needed 
savings supplies. 

The impact of the higher interest rates is felt 
particularly by consumers of products and serv
ices which, like housing, involve a capital-inten
sive production process. These consumers are 
not able to cushion the higher interest rates 
traceable to additional home mortgage financing 
by tax deductions. 

Government may respond to the higher in
terest rates in home mortgage markets with var
ious measures to increase the funds available for 
home mortgage purposes. To the extent the gov
ernment's additional efforts merely provide 
additional funds for homebuyers via the budget 
or via budget-financed subsidies to mortgage 
finance institutions, the taxpaying population 
generally, including homeowners, shares the cost 
via the tax system or, in the absence of ade
quate taxation and related stabilization meas
ures, via the inequitable form of burden-sharing 
provided by price inflation.21 

Property Taxes and the Tenure 
Decision 

This section focuses its attention on two 
specific questions: (1) What is the effect of local 
governments' decisions as to their degree of reli
ance on the real property tax on consumers de
cisions as to ownership versus tenancy? (2) 
Where is the actual impact of property taxes in 
light of the Federal (and State) income tax de
ductions by "itemizers" of their property tax pay
ments? 

There is substantial variation in the level of, 
and degree of reliance on, real property taxes by 
local governments. While State and local taxes 
are generally deductible by itemizers for Federal 
income tax purposes-including such major 
sources as income, sales, and consumer excises 
-the property tax, the major local revenue 

21 For a somewhat truncated version of this standard analysis, see 
Aaron, "Income Taxes and Housing," previously cited, p. 803. 
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source, is different. It is deductible only by 
homeowners. Tenants pay it only in the guise of 
rent, may not be fully aware of their indirect 
contribution to property tax, and in any event 
cannot deduct it for Federal or State personal in
come purposes. Cynics may say, therefore, that 
it is a tax which invites heavy utilization by the 
local governments. A part of the population, the 
tenants, who bear the burden of the tax, may not 
be aware of it (an excellent political characteris
tic). The remaining part, the homeowners (other 
than the nonitemizers), see it as a tax deduction 
item, the real burden of which is offset by Fed
eral and State income tax savings (also an at
tractive political characteristic). 

Property tax rates have understandably risen 
in the postwar period, generally constituting 2 to 
3 percent of fair market value of the property in 
most of the populous areas of the North and 
Northeast, as well as parts of the Middle West 
and the Pacific Coast. 

In its Federal and State income tax aspects, 
heavier reliance by local governments upon the 
property tax as a revenue source would seem to 
encourage ownership tenure of housing. Federal 
deductibility serves to reduce this portion of 
housing costs for the homeowner. Apart from its 
Federal and State income implications, however, 
heavier reliance on property tax revenues may 
tend to make economy in housing so important 
to the consumer that he will be induced if not 
compelled to rent because that is the best way 
to economize on basic housing expense. 

The burden impact of the property tax is dif
ferentially reduced by deductibility for income 
tax purposes. The reduction is, of course, pro
portionately greater the higher the consumer's 
income and therefore his applicable tax bracket 
rate. Does this necessarily imply that the overall 
impact of an increment of property tax cum de
ductibility favors the homeowner? The answer is 
not fully affirmative, since property tax consists 
of two elements: A tax on land value, which is 
generally borne by the owner; and a tax on im
provements, which is generally borne (apart from 
shortrun quasi-rent effects) by the user of the 
property, whether he owns or rents it. A tentative 
generalization seems to be that if the land ele
ment of an increment of property tax is a higher 

. fraction of the total increment than the applica
ble marginal income tax rate of the housing con
sumer, rentals would be increased less than net 
after-tax housing costs of homeowners. The 
change would then tend to encourage renting. 

On the other hand, if the land element is a 
smaller fraction of the tax increment than the ap

plicable income tax bracket rate, the change 
would tend to favor homeownership. As a simple 
example, suppose $100 of additional property tax 
is imposed on a $20,000 unit, of which 25 per
cent or $5,000 is site value and 75 percent or 
$15,000 is depreciable improvement. If 25 per
cent of the $100 is absorbed by the landowner 
and the applicable income tax rate of the con
sumer is 20 percent, the net change will cost the 
homeowner $80 after tax effect and the renter 
$75 after taking account of the portion absorbed 
by the landowner. Result-marginal encourage
ment to renting. If the applicable income tax rate 
is 30 percent, the $100 property tax rise costs 
the homeowner only $70 after tax effect as 
against $75 for the renter. Result-marginal en
couragement to owning. 

These questions are explored further under 
the following headings: 

Effect of Local Governments' Reliance on 
Property Taxes on the Housing Consumer's 
Decision to Own or Rent 

It is difficult to establish empirically a direct 
relationship between levels of local property tax 
or degree of local government reliance thereon 
as a revenue source and the prevailing local or 
regional percentage of homeowner-occupancy. 
The reason for this is the operation of other fac
tors that conceal or obscure the operation of the 
level of tax or degree of reliance on property tax 
alone. 

As the simplest illustration, consider Table 
7, a compact comparison of homeowner-occu
pancy rates by region and as between city and 
suburb. 

Table 7. Homeowner-Occupancy Rates, 
Inside and Outside Standard Metropolitan 
Statistical Areas, and Regions, Selected 
Years 1960-71 

Area 212 SMSA's 243 SMSA's 
1965 1970 1971 1960 1970 

(percent) 

United States 63.3 54.2 64.2 61.9 62.9 
Inside SMSA's 59.0 60.3 60.2 • 59.5 59.5 
Outside SMSA's 66.8 71.6 71.8 66.9 70.4 
Regions: 

Northeast 55.5 58.1 58.5 ~.1 57.6 
North Central 66.4 69.5 69.4 67.0 68.0 
South 63.4 66.0 66.5 62.0 64.6 
West 62.2 60.0 60.2 61.3 59.0 

Source: Compiled from Statistical Abstract of the United 

States 1972, previously cited, Table 1161, p. 691. 
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This comparison shows noticeably higher 
homeowner-occupancy rates for residences out
side SMSA's. The effect of the greater affluence 
and tax-saving potential of the metropolitan sub
urban population is apparently offset by the 
lower homeownership rates in the central cities 
so that the smaller communities and rural areas 
outside the SMSA's, with their strong bent to
ward homeownership, register higher rates than 
for the SMSA's as a whole. 

The lowest regional rates of owner-occu
pancy shown are for the Northeast, although the 
Northeast is a high property tax region, perhaps 
the highest in the country, since it includes such 
high property tax States as Massachusetts, New 
Jersey, and New York. The South, on the other 
hand, shows owner-occupancy rates higher than 
the country as a whole and higher than any of 
the other regions except the North Central, al
though the South is recognized as having the 
lowest property tax rates of any part of the Na
tion. Since the money income levels in the South 
as a whole are lower than in the other regions, 
the explanation of the relatively high home-own
ership rate must rest upon a lower degree of ur
banization, consumer preferences, cultural pat
terns, and other nontax factors. 

Table 8 is designed to show the extent to 
which high owner-occupancy percentages are 
associated with high property tax rates, or low 
owner-occupancy percentages with low property 
tax rates. The analysis is imperfect because the 
tax rates are for the cities named in 1966 while 
the owner-occupancy percentages are for stand
ard metropol itan statistical areas of the same 
name for 1970. However, this modest random 
sample of 23 large cities shows that in over half 
the cases (13), tax rates and owner occupancy 
percentages were related in the manner one 
would expect if high property tax rates strongly 
encouraged ownership (high tax rate associated 
with high owner-occupancy percentage or low 
tax rate associated with low owner-occupancy 
percentage) while in less than half the cases 
(10) the property tax rate and owner-occupancy 
percentages were inversely related (high tax rate 
associated with low owner-occupancy percent
age or low tax rate associated with high owner
occupancy percentage). Rough rank analysis and 
regression charts indicate there is no discernible 
correlation. Perhaps a multivariate analysis tak
ing account of the various other factors besides 
property tax rates determining owner-occupancy 
percentages might isolate a relationship, but it 
has not been feasible to undertake the more 

elaborate multiple correlation analysis for this 
report. 

Table 8. Median Property Tax Rates and 
Owner-Occupancy Percentages, Selected 
Cities 

Median Rate and 
effective Owner- percentage 

tax rate. fully occupancy "correlated" 
taxable percentage (C) or 
houses, SMSA, "noncorre-

City 1966 1970 lated" (NC) 

Akron, Ohio 1.73 71.5 NC 
Birmingham, Ala. 0.92 66.3 NC 
Boston, Mass. 3.06 52.6 NC 
Cincinnati, Ohio 1.86 61.0 C 
Cleveland, Ohio 1.75 62.4 C 
Denver, Colo. 2.03 61.5 NC 
Des Moines, Iowa 3.06 69.6 C 
Honolulu, Hawaii 1.21 45.0 C 
Houston , Tex. 1.79 60.0 C 
Kansas City, ~o. 1.60 65.7 NC 
Miami, Fla. 3 .07 54.1 NC 
Milwaukee, Wis. 3.31 59.8 NC 
Newark, N.J. 4.06 53.3 NC 
Norfolk, Va. 1.18 54.9 C 
Philadelphia, Pa. 2.61 67 .1 C 
Phoenix, Ariz. 2.48 66.3 C 
Richmond, Va. 1.51 61.4 C 
Rochester, N.Y. 2.39 66.8 C 
San Diego, Calif. 2.09 56.4 NC 
San Francisco, Calif. 0.93 51 .6 C 
Tampa, Fla. 3.56 74.5 C 
Toledo , Ohio 1.54 70.6 NC 
Topeka, Kans. 2.58 64.7 C 

Source: Compiled from Statistical Abstract 01 the United 
States 1972, previously cited, Table 672 and Section 
33, pp. 429 and 846, 866 and 886. 

Combined Impact of Property Taxes and the 
Federal and State Income Tax Deductions 
by "ltemizers" of Their Property Tax 
Payments 

The combined net impact of property taxes 
and the application of Federal and State income 
tax deductions by "itemizers" of property tax 
payments has two major characteristics: 

1. Offset of the property tax burden by Fed
eral and State income tax savings arising from 
the property tax deduction. 

2. Variation of this offset with the applicable 
income tax rates, the offset being greater the 
higher the "combined" income tax rate (taking 
account of the interplay of Federal and State in
come tax structures). 
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If F is the Federal income tax rate applica
ble to income erased by the deduction, and S is 
the corresponding State income tax rate, the 
combined net offset against property tax pay
ments (expressed as a percentage thereof) is: 

(1 ) F + S - FS 

The net remaining property tax burden after 
offset (again expressed as a percentage of de
ductible property tax payments) is: 

(2) 1 - (F + S - FS) 

The operation of the above formulation may 
be illustrated very simply~ Suppose an "itemiz
ing" taxpayer is subject to marginal tax rates of 
22 percent under the Federal income tax and 7.5 
percent under the State-local income tax. ~~ For 
each $100 of deductible property tax he then 
saves $27.85 of Federal-State-Iocal income tax, 
or 27.85 percent of the property tax payment : 

(3) (.22 + .075 - [.22 X .075] = .2785). 

The step-by-step explanation of this result is 
as follows: 

1. The taxpayer deducts $100 for Federal in
come tax, thus saving $22 of Federal tax liability 
"in the first instance." 

2. Since he is allowed the same deduction 
for State and local income tax, he also deducts 
$100 on his State return, thus saving $7.50, again 
" in the first instance." 

3. The saving of $7.50 on his State-local in
come tax also reduces his Federal income tax 
deduction by that amount, thus increasing his 
Federal income tax by $1.65 (.22 X 7.50). For 
purposes of simplification, Hie timing effects for 
the typical cash-basis individual taxpayer (which 
may make part of last year's State-local income 
tax liability deductible for Federal purposes this 
year and part of this year's State-local income 
tax liability deductible next year) are ignored. 

4. The combined net burden of the $100 
property tax payments after income tax savings 
for the related deductions may then be calcu
lated as follows: 

Property tax payment $100.00 
Less savings from Federal income 
tax deduction 22.00 
Leaves 78.00 

22 The illustrative 7.5 percent State-local income tax happens to 
equal the generally applicable Maryland State income tax rate 
of 5 percent plus the 50 percent " piggyback" addition thereto 
for Montgomery County (and virtually all other Maryland 
counties). 

Less 'Savings from State-local income 
tax deduction 7.50 

70.50 
Add Federal income tax increase due 
to $7.50 decrease in State-local 
income tax deduction combined 
net burden + 1.65 

72.15 

The combined net tax savings from the 
property tax deductions taking account of the in
terplay of Federal and State-local income taxes 
is thus: 

Federal income tax savings from 
property tax deductions $22.00 
State-local income tax savings from 
property tax deductions + 7.50 
Reduction in Federal income tax 
savings due to reduction in State-local 
income tax deduction for Federal 
tax pu rposes - 1.65 

Combined net income tax savings 27.85 

For a higher bracket taxpayer, with a 42 
percent marginal Federal rate and a 7.5 percent 
State-local rate, the $100 property tax payment 
would be reduced by $46.35, leaving a net bur
den of property tax after Federal and State-local 
offsets of $53.65. 

Table 9 shows the Federal and State-local 
tax effects of a $100 deduction for the homeown
er's property tax, for a range of illustrative Fed
eral and State-local income tax brackets applica
ble in 1972 and 1973. 

As these calculations show, the Federal and 
State-local income tax deductions reduce the net 
burden of the property tax of homeowners by 
substantial amounts, ranging from 17 to 18 per
cent in the lowest taxable income brackets to 
above 72 percent in the top bracket. The figures 
clearly show that homeowners in the low and 
moderate income brackets derive appreciable 
tax savings from the deduction sufficient to con
stitute a real inducement to homeownership. For 
housing consumers in the more affluent middle 
and upper income brackets, the incentive to 
homeownership on tax grounds alone is power
ful; homeownership is virtually mandatory; ten
ancy is prohibitively expensive unless there are 
strong compensatory factors in the situation 
(such as a bargain rent situation or need for mo
bility and frequent transfers of principal abode). 
The taxpayer in the top bracket is in effect deal
ing with 28-cent dollars for a considerable part 
of his owner-occupancy housing expenses-dol
lars about as cheap as those which large corpo
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Table 9. Illustrative Calculations of Tax Savings From $100 Property Tax Deductions and 
Net After Tax Property Tax Burden, Taking Account of Combined Federal and State 
Income Tax Effects 

Combined net Remaining 
Taxable income savings from net burden 

for Federal Applicable Applicable deduction and of property 
income tax Federal State-local Federal and tax after 

purposes after income tax income tax State-local income tax 
the deductions rate 1 rate 2 income tax savings 

$1,000 15% 3 % $17.55 $82.45 
4,000 19 7.5 25.075 74.925 
8,000 22 7.5 27.85 72.15 

12,000 25 7.5 30 .625 69.375 
20,000 32 7.5 37.10 62.90 
32,000 42 7.5 46.35 53.65 
44,000 50 7.5 53.75 46.25 
76,000 58 7.5 61.15 38.85 

100,000 62 7.5 64 .85 35.15 
140,000 66 7.5 68 .55 31.45 
200,000 or more 70 7.5 72.25 27.75 

Note: Calculations assume State-local income tax is deductible for Federal income tax purposes but Federal tax is not deductible 

under State-local income tax. 

1 Married individuals filing joint returns. 

2 Assumed rates are Maryland State income tax including 50 pe rcent county "piggyback' · tax. 


rations subject to excess profits tax are said to 
have lavished on corporate luxuries in some of 
our past wartime emergency periods. 

Another way of looking at the income tax ef
fects on property tax costs for itemizers is in 
terms of the pretax income needed to pay $100 
of nondeductible property tax embodied in rent 
as against the $100 of pretax income with which 
the homeowner can discharge a $100 property 
tax obligation. This calculation is presented in 
Table 10. 

Table 10. Pretax Income Required to Pay 
$100 of Nondeductible Property Tax 
Included in the Renter's Housing Cost * 

Taxable Applicable Pretax income 
income combined needed to 
bracket Federal and pay $100 
before State-local nondeductible 

receipt of income tax rate property tax 
needed on increment included 

income 1 of income 2 in rent 

$1,000 17.55 % $121.286 
4,000 25.075 133.467 
8,000 27.85 138.600 

12,000 30.625 144.144 
20,000 37 .10 158.983 
32,000 46.35 186.393 
44,000 53.75 216.216 
76,000 61.15 257.400 

100,000 64.85 284.495 
140,000 68.55 317.965 
200,000 or more 72 .25 360.360 

• For explanatory footnotes, see Table 9. 

As this interpretation brings out, it would 
take over $360 of pretax income subject to the 
top ordinary rates of income tax to yield enough 
after-tax income to meet a $100 property tax ex
pense embodied in rent and therefore not de
ductible by the housing consumer. Even at the 
$20,000 taxable income level subject to a com
bined Federal and State-local tax rate of 37.1 
percent at the margin, it would require about 
$159 to meet a $100 property tax expense in the 
form of nondeductible rent. 

All these calculations are mathematical ex
plorations of obvious relationships between the 
income tax laws and the net cost of deductible 
versus nondeductible outlays. At another level of 
abstraction, it would be appropriate to take ac
count of the reaction of tax effects on housing 
markets. The tax deductibility of property taxes 
of homeowners may squeeze rentals down, home 
mortgage rates up, or raise site values for areas 
used for single family homes so that the balance 
between ownership and rental tenure may be 
partially restored through "market" changes that 
compensate in part for the tax advantages quan
tified in the preceding mathematical analysis. 

Effects of Including or Excluding 
Imputed Rental Income 

This section considers the equity and practi
calor administrative considerations relative to 
the recognition vs. nonrecognition of the imputed 
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rental income from owner-occupied housing, 
along with pertinent background drawn from for
eign experience. 

Equity Considerations 

The basic equity case for the inclusion in 
the income tax base of imputed rental income on 
owner-occupied housing may be stated narrowly 
in terms of the comparative tax treatment of 
homeowner and tenant or more generally in 
terms of the comparative treatment of income 
derived from investment in a residence for owner
occupancy as against income derived from 
various other forms of property investment and, 
indeed, non property sources. Both aspects are 
covered in this discussion. 

The Reality of Rental Value: To look at the 
income to the owner-occupant equity features of 
the issue of whether imputed income from owner
occupied housing should or should not be 
taxed in simplest terms, it is noted that the indi
vidual who lives in his own house or apartment 
receives income in the form of consumer serv
ices. The income he enjoys is recognized as per
sonal income in the social accounts, although 
the typical official statistics on gross national 
product, national income, personal income by 
source, personal consumption etc., are peculiarly 
silent or cryptic with respect to this component. 

The individual or family gifted with only 
moderate economic acumen and analytic capac
ity is aware that homeownership yields clear in
come-type benefits in the form of freedom from 
rent obligations. While the owner-occupant still 
has to pay property taxes, repair and mainte
nance expenses, and fire and casualty insurance 
premiums, and incur depreciation on his building 
and improvements, and is generally obligated to 
include principal or debt repayment along with 
interest in his mortgage payment, he is generally 
aware that (1) he enjoys a form of reduction in 
his shelter costs due to his equity interest in his 
property, and (2) that the portion of his mortgage 
service payment representing curtailment of the 
principal is a form of saving which increases his 
equity interest. The homeowner who has a 100 
percent equity interest in his home is generally 
in position to meet his shelter costs with pay
ment of property taxes, repair and maintenance 
expense, and insurance and by sustaining grad
ual depreciation and obsolescence of his home 
which in the aggregate are substantially less 
than what he would have to pay as rental on 
comparable dwelling accommodations. 

The term "imputed" that is usually associ
ated with the designation of income from the oc
cupancy of an owned residence is confusing and 
misleading because it merely refers to the attri
bution, ascribing, or charging of the income to 
the owner. Those in the British tradition have re
ferred to it at times as notional income, which is 
als8 confusing because it implies that such in
come is whimsical, fanciful, visionary, etc. The 
income in question is merely a form of service 
income or income in kind, which mayor may not 
be included in the tax base or imputed to the re
cipient depending upon the income concept 
deemed suitable under the tax system in ques
tion. More precisely, the rental value of the own
er-occupied residence is a form of return on the 
housing investment which takes the form of 
housing services utilized by the owner. 

The Federal income tax law does not in
clude gross imputed rental value of an owner-oc
cupied home in adjusted gross income for tax 
purposes. On the other hand, it allows the de
duction of mortgage interest and property taxes 
which, along with certain other expenses, would 
be offset against the gross imputed rental value 
in arriving at the net imputed rental value that 
might logically be treated as a component of a 
net taxable income concept. The true net rental 
value of the owner-occupied residence would be 
the gross rental value minus mortgage interest, 
property taxes, repair and maintenance expen
ses, fire and casualty insurance, depreciation, 
and whatever utility or other charge may happen 
to be the responsibility of the owner and is 
therefore covered by ordinary fair market rentals 
in the housing market in question.23 

Discrimination between Homeowner and Ten
ant: The equity issue may be viewed in terms 
of the alignment of tax treatment of homeowner 
and tenant. A person renting his house or apart
ment must pay the rent from his net income after 
taxes, with no deduction of any sort for his rent 
or any component thereof. As any tax conscious 
individual will recognize, if income is subject to 
a marginal tax rate of x percent, a rent of $100 
will require pretax income of $100 to cover his 

1 - x 
housing rental expense. The following table illus
trates the variation of pretax income required 
to meet $100 of rental expense, depending upon 
the applicable marginal tax rate. The rates shown 

2J For a succinct review of the concept of Imputed rent of owner
occupied dweliings, see Richard Goode, The Individual In
come TaJ(, Studies of Government Finance, The Brookings 
Institution, Washington, D.C., 1964, pp. 120-122. 

--------..... 
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are selected to cover the entire range of the 
statutory Federal income tax rate schedules. 

Applicable Pretax 
marginal income required to 
tax rate cover $100 nondeductible 

rental living expense 
14 $116.28 
22 128.21 
25 133.33 
32 147.06 
40 166.67 
50 200.00 
60 250.00 
70 333.33 

Now, to a considerable extent, rental pay
ments go to pay (1) a return on capital invested 
by the landlord, including interest on mortgage 
indebtedness carried by the landlord to finance 
the construction or acquisition of the property, 
and (2) property taxes. However, none of this is 
deductible by the tenant. The deduction of these 
amounts as business expense by the landlord in 
computing his taxable net income do not provide 
a positive tax benefit to the tenant. 

In the case of the owner, however, these 
components of housing costs become deductible 
items. Moreover, the income in kind representing 
the services from the capital in the house is not 
taxable. Homeowners thus enjoy a substantial 
tax advantage over tenants in that important ele
ments of housing costs that are treated no differ
ently from other items of personal expenditure 
for the renter constitute tax deductions for the 
homeowner. Owners of cooperative and condo
minium apartments or housing units are provided 
comparable treatment along with other home
owners. This, of course, helps explain the rise in 
popularity of the cooperative and condominium 
forms of ownership which permit the tax advan
tages of homeownership with the conveniences, 
economy, and locational advantages of high rise 
or other mUltiple-unit housing complexes. 

Some Rough Magnitudes on Tax-Favored 
Elements of Cost of Owner-Occupied Housing: 
The total portion of basic housing costs that are 
either deductible (mortgage interest and property 
taxes) or excludible (net return on the owner's 
equity) may easily amount to 75 or 80 percent 
(or more) of the fair market rental value of the 
residence. 

Take a house in a New England community, 
for example, valued at approximately $40,000 
and rentable under moderately favorable condi
tions at $300 a month or $3,600 a year. The local 
property tax is likely to be about $1,200, and in

terest on a $25,000 remaining mortgage debt 
(62.5 percent of the value of the property, leav
ing a 37.5 percent equity interest) at the now-ob
solete rate of 6.5 percent would be $1,625, mak
ing a total of $2,825 deductions or 78.5 percent 
of the total rental value. A return of even 6 per
cent on the 37.5 percent equity, which would 
amount to $900, would bring the total of tax-fa
vored "cost" elements well above the $3,600 an
nual rental even without taking account of insur
ance, repair, and maintenance. (In this situation, 
the return on equity is modest or negative unless 
capital appreciation, inflation hedging, and tax 
savings on depreciation are taken into 
account.) 24 

Aaron suggests that the tax-favored elements 
of the gross rents on owner-occupied houses 
constitute, on the average, at least one-third and 
as much as five-sixths of gross rent. 25 

Laidler used figures showing the tax-favored 
elements in owner-occupied housing averaged 
68 percent of gross rent. 26 

Goode has estimated the resulting tax sav
ings for the typical income taxpayer at 12 per
cent of annual housing costs at income tax rates 
and housing rental values prevailing in the late 
1960's. The tax saving was estimated at almost 
one-third of housing costs at the $50,000 income 
levelY 

Aaron's more recent estimates put the tax 
benefits of homeownership on the average at the 
equivalent of a 13.75 percent reduction in the 
cost of basic housing construction. This estimate 
is based on deductions and exclusions for the 
homeowner equal to 62.5 percent of gross rental 
value and an average applicable tax rate of 22 
percent (.22 X .625 = .1375).28 

These average figures do not tell the full 
story of tax advantage and tax discrimination be
tween homeowner and tenant. Using the 62.5 
percent estimate of tax-favored components of 
basic housing cost, it is evident that for a tax

,. These figures roughly approximate an actual and not untypical 
situation known to the author. 

25 Henry Aaron, "Income Taxes and Housing," The American 
Economic Review, Vol. LX, No. 5 (December 1970), p. 800. 

'" Laidler makes his calculations on the basis of an estimated 
value of housing services of 11 percent of housing value. Of 
this, all but an estimated 3.5 percentage points are either 
deductible or undeclared return on equity. The remaining tax
subsidy elements are thus 7.5 percentage pOints, or (7.5 + 11) 
6.8 percent of the total value of the housing services. David 
Laidler, "Income Tax Incentives for Owner-Occupied Housing," 
in The Taxation of Income from Capital, Arnold C. Harberger 
and Martin J. Bailey, Editors, Studies of Government Finance. 
The Brookings Institution, Washington, D.C., 1969. 

27 Goode, The Individual Income Tax, previously cited, p. 122. 
'" Aaron, "Income Taxes and Housing," previously cited, pp. 802

805. 
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payer even in the 40 percent bracket, the tax 
savings are equivalent to a reduction in basic 
housing costs of 25 percent. For a joint return 
taxpayer with an adjusted gross income of, say, 
$60,000 and a taxable income over $44,000, the 
tax-related reduction would be about 31.25 per
cent of basic housing costs. 

Inequities and Anomalies of Transferring 
Housing in and out of the Exchange Economy: 
The difference in the treatment of homeowner 
and tenant and the implications of excluding 
housing rental value from the tax base when it is 
removed from the exchange economy and placed 
in owner-occupancy status are effectively illus
trated by the following example. , 

Suppose two men each own a house valued 
at about $44,000, with , a gross annual rental 
value of $4,800. This is about 11 percent of capi
tal value, so that the example employs Laidler's 
assumption as to the ratio of gross rental value 
to house value (see footnote 25). If mortgage in
terest and property taxes are 62.5 percent of 
gross rental value, as estimated by Aaron, each 
owner occupant receives a net tax deduction of 
$3,000. If the two men temporarily move, each 
renting the other's house, the tax situation 
changes dramatically as shown in the accom
panying illustration. As · tenant-occupants of 
each other's houses and landlords of their own 
houses, each would lose the $3,000 personal de
duction enjoyed as an owner-occupant. In addi
tion, each would have taxable income of $700, 
assuming a low depreciation deduction of 2 per
cent (50 year straight-line) of an assumed $3,500 
building cost. Only if the depreciation allowance 
were as high as 4 percent of the $35,000 build
ing cost would the taxable income be erased. 
Thus the move of the two taxpayers with change 
in occupancy status of the two homes would add 
between $6,000 and $7,400 to the income tax 
base, depending on the assumption as to the tax 
depreciation allowances. 

The illustration incidentally shows the impor
tance of the tax depreciation assumption in ar
riving at an estimate of net imputed rental value 
attributable to the owner's equity. 

An analysis of the added income tax base 
potential of the imputed rental income approach 
versus the simpler method of disallowing the 
mortgaged interest and property tax deductions 
is presented in Appendix A. 

Review of the Equity Argument: The tax ad
vantages of homeownership as against rental of 
housing just described and illustrated have been 
widely discussed and reviewed in the literature 

Table 11. Illustration of Difference in Tax 
Effects as Between Owner-Occupany and 
Rental Status of Homes 

Owner-occupancy Rental 
status status 

Rental income $ 0 $4,800 
Tax deductions 

Mortgage interest 2,100 2,100 
Property taxes 900 900 
Total 3,000 3,000 

Insurance 150 
Repair and maintenance 250 
Depreciation: 

(a) 2% of $35,000 building 700 
(b) 4% of $35,000 building 1,400 

Sub-total (a) Depreciation 1,100 
(b) Depreciation 1,800 

Grand total deductions : 
(a) Depreciation 4,100 
(b) Depreciation 4,800 

Net tax base effect 

Deductions 3,000 

Taxable income 


(a) Depreciation 700 
(b) Depreciation o 

of tax theory and tax reform. The deductibility of 
mortgage interest and property taxes together 
with the exclusion of imputed rental value (or the 
net imputed income on the equity investment in 
owner-occupied homes) provide a substantial ad
vantage to ownership as against tenancy. These 
advantages also make homeownership an attrac
tive investment as against alternative capital 
commitments which produce taxable income. 

It is also important to note that the tax ad
vantages to homeowners have doubtless had an 
impact on rental structures, particularly in those 
segments of the housing market in which home
ownership is most clearly a competitive option to 
rental occupancy. While the pressure of this 
competition may reduce returns to landlords, it 
provides benefits in the form of lower rents to 
tenants that represent a sharing with them of the 
tax benefits of homeownership. 

Proposals for change in the income tax to 
achieve greater equity and restore neutrality as 
between homeowners and renters involve several 
alternative approaches: 

1. Disallowance of the homeowner deduc
tions for mortgage interest and property taxes. 

2. Inclusion in adjusted gross income of es
timated gross rental value of the owner-occupied 
home. Against this gross figure would be offset 
both (1) the mortgage interest and property tax 
deductions (which would in effect then be wiped 
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out) and (2) additional expenses connected with 
homeownership for depreciation, repair and 
maintenance, and fire and casualty insurance. 
The net result would be to tax the homeowner 
on both the present mortgage interest and prop
erty tax deduction and net imputed rental value 
(positive or negative) representing the excess of 
gross imputed rental over the two deductions 
less the depreciation, repair and maintenance, 
and insurance expenses. 

3. Allowance to renters of a deduction 
equivalent to the mortgage interest and property 
tax component of their rental payments. 

Alternative 2 is conceptually more sound, 
and most tax reformers prefer it, particularly 
since they believe it would raise more revenue 
than alternative 1 involving merely the disallow
ance of the two homeowner deductions. Alterna
tive 3 would, of course, involve further attrition 
of the income tax base as the cost of greater 
equality between homeowners and tenants. If a 
rate increase were simultaneously applied to 
maintain the revenue otherwise lost due to the 
renters' allowance, the net burden redistribution 
effects would be to reduce the net advantage of 
the homeowner as compared with present law 
and to extend a similarly reduced advantage to 
renters. The present tax advantages of home
owners would in effect be spread over the entire 
population of housing consumers in rough pro
portion to their housing costs. 

When the British Royal Commission on the 
Taxation of Profits and Income examined the eq
uity aspects of the then prevailing taxation of 
rental value of owner-occupied homes under the 
British income tax (Schedule A), it noted that 
witnesses before the Commission had made two 
objections to this provision: 

1. "Notional income" (the term applied to 
constructive income attributed to the property 
owner) is not a fit subject for taxation. 

2. It is inequitable to tax the beneficial en
joyment of a right of occupation of real property 
when the income which could, by parity of rea
soning, be attributed to owners of other forms of 
property (e.g., motor cars) goes untaxed. 

The Commission rejected argument 1, indi
cated that some £25 million revenue was involved 
at 1955 levels after allowing for the deduction of 
"maintenance relief" (i.e., deductions for repair 
and maintenance), and asserted that it was un

true that the retention of the charge of rental in
come to owner-occu pier was uneconomical. 29 

Its riposte to argument 2 was, in brief, that 
it was logical, but that failure to tax income from 
other chattels rests on practical and administra
tive considerations. The task of valuing and re
valuing other properties and collecting the tax 
on the imputed income thereon would be impos
sible, the Commission felt. It also pointed out 
that homes are generally more valuable than 
chattels. The conclusion was that the impossibil
ity of advancing further did not invalidate the 
then-existing charge upon the value of residen
tial occupation, and the Commission recom
mended its continuance. Ro 

As we shall see later, however, the taxation 
of rental value of owner-occupied homes under 
Schedule A was abolished in 1963, in spite of 
the 1955 Commission recommendation for its re
tention with moderate revision in valuations. The 
1963 legislation, as will be shown later, was car
ried through with broad popular support-one 
might almost say under popular pressure-under 
circumstances which confound the understanda
ble but simplistic arguments of the American tax 
reform school. 

Countervailing Arguments on the Equity 
Case for Terminating Homeowner Tax Benefits: 
A tax concession which is deliberately granted 
with the intention of encouraging certain behav
ior or expenditures cannot truly be called ine
quitable. It may be regarded as an unwise or 
inefficient use of the tax expenditure technique, 
but tt> term a concession such as that provided 
the homeowner under the income tax an inequity 
is essentially a form of expression of opposition 
to the provision and its objectives. To the extent 
the criticism is concerned with the fact that a 
given dollar deduction or exclusion save more 
taxes for a high bracket taxpayer than for a low 
bracket taxpayer-a phenomenon inherent in a 
graduated rate structure-it would apply almost 
equally to the personal exemptions and the 
whole range of other deductions for charity, 
taxes, losses, etc. The "vertical" burden effects 
of all these items are compensated for by the 
progressive rate schedule. 

The truth is that there is a powerful senti
ment and movement in homeownership in this 
country as in many other nations of the world. 
The benefits and social externalities of home

'" See Royal Commission on the Taxation of Profits and Income, 
Final Report, Cmd. 9474, H. M. Stationery Office, London, 
1955, Ch, 28, pp. 245-276, especially pp. 249-251. 

30 Ibid., p. 250. 
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ownership which have been reviewed earlier in 
this report are fostered and enhanced through 
the encouragement of favorable tax treatment. 
They would suffer a substantial setback if the 
taxation of imputed rental value of owner-occu
pied homes were adopted. 

The singling out of home rental value for 
taxation in a system which disregards various 
other forms of imputed income would constitute 
a more serious breach of uniformity than might 
appear. This consideration cannot be dismissed 
on grounds that the home is much more valuable 
than the personal property items which produce 
a flow of consumer services. Motor cars, yachts, 
speedboats, expensive furniture and home fur
nishings, camping and sport vehicles, personal 
libraries and collections of various kinds, lUxury 
wardrobes, hi-fi sets, television receivers, and 
radio and electronic equipment are some of the 
important and expensive personal property that 
would cost large rentals if such property were 
leased rather than owned. There are doubtless a 
number of homeowners whose personal property 
yielding a flow of consumer services exceeds in 
value the taxpayer's residence. There are doubt
less many tenants whose personal property of 
this type is more valuable than the homes of a 
considerable part of the homeowning population. 

In an affluent society, it is not persuasive to 
reject the argument of unevenness by saying 
that we should take step 1 even though steps 2 
and 3, which are conceptually equivalent, and in
troduce new, more glaring nonuniformities with
out the social justification of helping homeown
ership and with the danger that it may shift 
consumption patterns away from homes into the 
various remaining tax-favored forms. 

The difficulties of valuation and revaluation, 
which will be discussed in more detail later, 
would by themselves raise grave doubts as to 
the equity of taxing imputed rental values of 
homes on a national basis. Even if valuations 
were accurate and efficiently obtained and kept 
up to date, the differences in value of basically 
comparable accommodations in different parts of 
the country-as among metropolis, metropolitan 
suburb, smaller community, and the farm-would 
create an additional equity problem not fully un
derstood by most tax reformers. That is the dif
ferential impact of graduated tax rates on vary
ing money incomes which represent essentially 
similar real incomes due to differences in local 
living costs, primarily due to housing and site 
values. A house which may rent for $5,000 a 
year in an affluent suburb may rent for hardly 
half that figure in a smaller, more remote com

munity. It is true that metropolitan area renters 
who earn higher money wages, only to pay them 
out in higher rents and other expenses created 
by the congestion and economic pressures of 
the city, already suffer from the higher effective 
rate of tax due to this factor (which is comparable 
in its impact on tax burden with the effect of 
monetary inflation on money incomes under a 
progressive income tax structure). But the taxa
tion of imputed rental value would greatly ex
pand this little-understood inequity. 

In a society in which a considerable part of 
housing is subsidized by government and areas 
of rent control persist and may expand in the 
current inflationary situation, many people re
ceive housing at less than free market rents. 
Under these conditions, there is a special burden 
on those who would tax the homeowner on his 
imputed rental value without recognizing similar 
income to those enjoying bargain housing. 

Transition problems, present in any equity 
reform approach, are especially troublesome in 
the case of imputed income on owner-occupied 
homes. Homebuyers have made long-range finan
cial commitments on the strength of the present 
tax-favored treatment. An abrupt reversal of long
standing policies would be harsh and disruptive. 
Gradual application of new rules would call for a 
lengthy and probably complex transition. 

British and Other Foreign Experience with 
Taxation of Imputed Income from 
Owner-Occupied Homes 

The imputed rental value of homes is or has 
been included in the income tax base of a num
ber of countries. Some of those with a consider
able tradition of taxing such imputed income
such as Britain, Australia, and Austria-have 
abolished this treatment. The significance of this 
form of taxation has been substantially different 
in these countries from that envisioned in the 
proposals of the tax reform school in the United 
States. 

Britain: The United Kingdom taxed imputed 
rent of residential owner-occupiers from the be
ginning of its income tax early in the 19th Cen
tury. The provision became somewhat ineffective 
after World War II, owing to the obsolescence of 
assessment valuations which were not updated 
after 1936. The provision was abolished by what 
appears to have been widespread political de
mand in the Finance Act of 1963, despite a rec
ommendation of the Royal Commission on the 
Taxation of Profits and Income in 1955 that it be 
retained. 
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The following paragraphs provide additional 
detail on this whole episode in the history of the 
British income tax, including the considerations 
bearing upon the repeal actions as reflected in 
official statements and parliamentary debates. 

The Pre-1963 Provisions: Under the British 
income tax, which operates under a schedular 
system in which separate schedules apply to dif
ferent categories of income, both the rental 
value of homes of owner-occupiers and the rent 
on leased premises were taxed prior to 1963 
under Schedule A, as descri~ed in the following 
excerpt from an official source: 31 

Income Chargeable 
Income tax is a tax not only on the income of individ

uals but also on the income accruing to and retained by 
corporate bodies-e.g., the undistributed profits of compa
nies. It is imposed for each year of assessment-running 
from 6th April in one calendar year to 5th April in the next 
-at a standard rate, which at present (1961--62) is 7s. 9d. 
in the £. The tax is graduated in the case of individuals 
by means of personal allowances, reduced rates of tax and 
the surtax (see p. 17). Incomes of husband and wife are 
aggregated and treated as one income, but a higher per
sonal allowance is given than for a single person. 

The tax is levied under five different schedules accord
ing to the nature and source of the income: 

(1) Schedule A-income from the ownership of land, 
buildings and other hereditaments. Under this schedule, tax 
is charged on the net annual value of the property. Net an
nual value is arrived at by making a deduction for repairs 
from the gross annual value which is determined by refer
ence to the rent at which the property is let or is worth to 
be let by the year; gross annual value is normally fixed 
once every five years but the last revaluation for this pur
pose was made in 1936, since when the same gross values 
have been carried forward for existing properties. Where 
property is let at a rent in excess of the assessment the 
'excess rent' is charged under Schedule D. The general 
rule is that Schedule A tax is payable by the occupier of 
the property. 

Expression ot Intention to Repeal, 1962: In 
the Budget Statement of April 1962, the Chancel
lor of the Exchequer, Selwyn Lloyd, indicated 
that the taxation of rental value of owner-occu
pied homes would be eliminated in the 1963 Fi
nance Bill, an intention which had previously 
been foreshadowed in his remarks during the Fi
nance Bill debates of 1961. 

The reference to th is matter in the 1962 
Budget Statement is set forth in the following ex
cerpt: 32 

SCHEDULE A 
There is one other item of direct taxation to wh ich I 

want to refer, namely, Schedule A. In the Finance Bill de
bates last year, I said that the proper time for the Commit
tee to decide on the future of Schedule A would be in 

31 The British System of Taxation, British Information Service, Jan
uary 1962, p. 15. 

"Chancellor of the Exchequer, Budget Statement, 1962, Hansard, 
April 9, 1962, pp. 977-978. 

connection with the 1963 Finance Bill, when the new valua
tions for rating purposes in England and Wales would take 
effect. That stands. It is, however, obvious that we could 
not charge owner-occupiers of residential property with 
Schedule A Income Tax on the new rating valuations. We 
should then be suddenly trebling or quadrupling the burden 
of the tax on many of those who pay it. That would be in
tolerable. 

Indeed, the new situation, which the revised rating val
uations will bring about, indicates the unsatisfactory char
acter of this tax in its application to the owner-occupier of 
residential property. Unless it is charged on current values 
it is difficult to find a firm basis for the tax which is, in 
any event, a tax on what has been described as notional 
income. Many people have to make their plans ahead: 
there are decisions to be made whether or not to appeal 
against new assessments. 

Therefore, although I intend that this matter shall be 
dealt with in the 1963 Finance Bill, as I have said before, 
it is right to say this now. We will not seek to use the new 
rating valuations for Schedule A purposes so far as these 
owner-occupiers of residential property are concerned. On 
the contrary, for the reasons which I have set out, we will 
make proposals for bringing this tax on them to an end. 

I cannot say now whether this will be done in a single 
operation in one year. It will mean giving up about £50 
million a year. Where (sic) we can manage to get to that 
position in one year will depend on revenue considera
tions. But Schedule A for owner-occupiers of residential 
property will go. 

It will be noted that the Chancellor based 
the case for the forthcoming removal of the tax 
on the owner-occupier to a great extent on the 
pending revaluation of property for rating pur
poses (local property tax) and the shock effect 
ofa sudden "trebling or quadrupling" of the 
owner-occupier tax. It is apparent that updating 
of valuations from 1936 levels would have 
caused severe repercussions, but the Chancel
lor's justification was confusing because there 
was apparently no automatic identification of val
uations for rating purposes and for Schedule A 
income tax purposes. 

The Chancellor's reference to "notional in
come," usually an accepted technical term for 
income constructed by valuation of services, was 
apparently intended to highlight the uncertain, 
fragile, and subjective nature of such valuation
based income. 

In 1962-63, the revenue involved in repeal 
of Schedule A was estimated at about £50 million 
(over $125 million), double the £25 million esti
mate attached to this feature by the Royal 
Commission in 1955. However, even at £50 mil
lion, allowing for differences in the size of the 
U.S. and British economies, it is apparent that 
the British decision to repeal involved a much 
smaller revenue impact than the figures in the $7 
billion to $11 billion income range attached to 
homeowner tax reform in the United States. The 
relative smallness of the British revenue factor 
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was apparently due to the obsoleteness of rental 
valuations and the interplay of current mainte
nance expense allowances with 1936 rental value 
levels. 

Political Reaction to the Repeal as Ex
pressed in Parliamentary Debates: The proposed 
forthcoming repeal seemed to receive general 
support in 1962 by both Conservative and Labour 
Members of Parliament. There were impatient 
criticisms concerned with ' the fact that the pro
posed relief would not be effectuated until 1963, 
a delay justified by the Chancellor on grounds of 
budgetary cost and need for current balance. 
There was also some debate over whether 
comparable relief should be extended to renters. 
One counterargument to renter relief was that 
the renter could get tax exemption on an invest
ment in National Savings Certificates equal to 
the cost of a house of over £3000. Some Members 
suggested that additional financial aid should be 
extended to home purchasers to aid the home
ownership movement via lower mortgage interest 
rates. 

In the minds of a number of Members of 
Parliament, the basic justifications for the aboli
tion of the Schedule A tax on owner-occupiers 
were: • 

• The importance of aiding the movement 
towards a "property-owning democracy"; 

• The assumption of financial and commu
nity responsibilities by the homeowner. 

It is also clear that the Schedule A tax was 
erratic in its application, irritating, and a source 
of complexity-a thoroughly unpopular feature of 
the British system. It also seems fair to say that 
the "double-tax" role of income tax on top of 
local rates in weakening homeownership as a 
basic and ultimate form of economic security 
was a factor in the obsolescence and eventual 
demise of Schedule A. 

The flavor of the Parliamentary debates on 
the issue in April 1962 is conveyed by a number 
of excerpts presented in Appendix B to this 
chapter. 

Abolition of Schedule A: The actual repeal 
of Schedule A tax on owner-occupiers was pro
posed and enacted in April 1963, as a kind of 
anticlimax to the advance proposal and debates 
of the year before. 

The abolition of the charge on owner-occu
pier is contained in the Finance Act 1963, Chap
ter 25, Part II, Chapter II, section 14. Adaptive 
provisions placing regular rental payments on 
leased property, formerly taxed under Schedule 
A, under Schedule D are contained in section 15. 

In brief summary, it may be said that after a 
long tradition of taxing the rental value of own
er-occupied residences the British allowed as
sessments to become obsolete after 1936. The 
tax on imputed residential rents was a disagree
able one at best, a levy which was probably tol
erable under the relatively low tax rates of the 
period prior to World War II. There was underly
ing practical pressure for repeal, and the gov
ernment was unable to withstand the political 
heat it would have to sustain in modernizing 
valuations. The government of the day was un
derstandably unwilling to face up to the task of 
trebling and quadrupling valuations in the face 
of the strong homeownership movement in Brit
ain. 

Contributing to the unpopularity of the tax in 
Britain was the fact that it was regarded as a tax 
on property already taxed under local rates. 
Moreover, it was an expensive tax to administer 
relative to the comparatively low yield in its later 
phases. It also seems likely that the widespread 
existence of hidden untaxed income in the form 
of bargain rents to housing consumers under the 
public housing programs and under controlled 
rent valuations may have strengthened the psy
chological and equity case for abolition of 
Schedule A . 

The tendency to drop the tax on imputed 
rental value of owner-occupied homes has been 
quite general, similar actions having occurred 
earlier in Australia and more recently in Austria 
as will be indicated in following summaries. 

Australia: The earlier Australian income tax 
provisions followed the British tradition, taxing 
"notional income" in the form of annual rental 
value of owner-occupied homes. However, Aus
tralian legislation abolished this feature of the 
tax system in the middle thirties. The taxation of 
imputed rental value is, thus absent from the 
Australian Income Tax Assessment Act 1936-73, 
the codified structure governing their income tax. 
No specific explanation of the Australian depar
ture from the British tradition is immediately 
available.33 

Austria: Austria, which for some time had in
cluded imputed rental value of owner-occupied 
residences in its income tax base, recently abol
ished this feature effective beginning in 1973. 
This action was taken as a simplification meas
ure. As part of the legislation the deduction of 
mortgage interest which had been limited to the 
imputed rental income was eliminated. The net 

"Information obtained from Australian Embassy financial staff. 
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effect on the revenue base is reported to be rel
atively smal1. 34 

West Germany: West Germany taxes the im
puted rental value of owner-occupied homes. 
The deduction of home mortgage interest is re
stricted to the imputed rental value. 3 ;; The net 
revenue base due to this feature is reported to 
be relatively small. 

Sweden: Sweden imposes income tax on the 
imputed income from owner-occupied resi
dences. It is understood that until the 1950's the 
deductions permitted against the gross imp'uted 
rental value were limited primarily to mortgage 
interest. Later, however, other deductions were 
allowed for other home-related expenses such as 
repairs and depreciation. 

Deficits are reported to result frequently in 
the measurement of net imputed rental value on 
tax returns because the rental value assess
ments tend to be too low while expense deduc

• tions are more current and realistic. 
Property tax is not levied in Sweden, which 

imposes a general wealth tax instead. Thus there 
is no property tax deduction against gross im
puted rental value. 36 

Other Scandinavian Countries: It is under
stood that Denmark, Norway, and Finland all im
pose income tax on imputed rental value of 
owner-occupied homes, following the German 
and Swedish patternsY 

Colombia: The Colombian income tax law 
contains a complex combination of (1) tax on im
puted rental value of owner-occupied homes val
ued above a specified amount, and (2) deduc
tions for rent to specified amounts. This 
combination is designed both to assist home
ownership for taxpayers of modest means and to 
provide equality of treatment between homeown
ers and tenants in the lower income range. 

These provisions, termed the "special 
rental exemption" and the "limited exclusion of 
imputed rental income," do not have an ancient 
history in the Colombian income tax law. Both 
are reported to have been adopted in 1961, the 
rental deduction almost as an afterthought. 38 

Colombia has been characteri:z;ed as "one of 
the few nations that attempts to tax the imputed 

"Information obtained from the fiscal staff of the International 
Monetary Fund . 

.. Information obtained from fiscal slall of the International Mone
tary Fund. 

,. Information obtained from fiscal staff of the International Mone
tary Fund. 

37 Information obtained from fiscal staff of the International Mone
tary Fund. 

38 Fiscal Relorm lor Colombia . Malcolm Gillis, Editor. Harvard Law 
School, International Tax Program, Cambridge, Mass.: 1971, 
p. 311 . Contributed by Melvin White and Andrew C. Quale, Jr. 

net rent of owner-occupied dwellings under the 
individual income tax." 39 

Practical and Administrative Problems of 
Taxing Imputed Rent 

The application of income tax to imputed 
rental income of owner-occupiers involves sub
stantial practical compliance and administrative 
problems affecting taxpayer and government. 
Some of these problems present themselves in 
connection with the detailed formulation of the 
legislation and regulations thereunder. 

Simplification and removal of irritating com
pliance problems were both objectives in the 
British action abolishing the Schedule A taxation 
of imputed rental income. Disallowances of the 
deductions for mortgage interest and property 
taxes would accomplish roughly comparable re
sults without the complexities of recognition of 
gross imputed rental value and the determination 
of net imputed rental income. 

Valuation and Determination of Gross Im
puted Rental Income: The major practical admin
istrative problem arises, of course, in connection 
with the determination of gross imputed rental 
value. This may be done directly by reference to 
prevailing market rental levels for comparable 

•property 	or indirectly by reference to the capital 
value of the property and estimating annual 
rental value as an appropriate percentage (or 
graduated schedule of percentages) of appraised 
capital value. The administration of this tax fea
ture involves not only initial determination of 
rental value but a continuous process of updat
ing to reflect (1) changes in the local or regional 
rent structure or real estate values and (2) the 
impact, frequently uneven from community to 
community, of the continuing inflation process on 
money rents and real estate prices. If the rent 
determination is made by application of appro
priate percentages of capital values, the percent
age itself will need to be reviewed and updated 
in the light of changing economic conditions. 

Property valuation for pu rposes of local 
property taxes has never achieved very accepta
ble equity or uniformity. The perfection of the 
valuation process to sustain the weight and pres
sure of a substantial personal income tax struc
ture would involve greater difficulties, contro
versy, litigation, and, of course, opportunities for 
favoritism. 

In a large country, the problem of achieving 
comparability and uniformity among regions-be

39 Ibid. 
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tween city and suburb, and between metropolis 
and countryside-would be tremendous. While 
problems of uniformity in valuation and assess
ment have been encountered and dealt with in 
various ways in connection with the local prop
erty tax, they would be greater and more contro
versial where interregional equality was sought 
as a prerequisite to reasonable fairness. 

Deductions from Gross in Arriving at Net 
Imputed Rental Value: In implementing a tax on 
net imputed rental value, deductions would be 
allowed from the gross rental figure for mort
gage interest and property taxes, repair and 
maintenance, insurance, and depreciation. The 
record keeping for some of these items, such as 
repairs and maintenance (not now allowed as 
personal deductions), would be formidable for 
the taxpayer and the auditing administrator. 
Standard deduction or approximation techniques 
might be employed, but they would reduce the 
theoretical equity of the tax. On the other hand, 
allowance of actual dollar outlays on repair and 
maintenance would offer a temptation for middle 
and upper bracket taxpayers to engage in lavish 
repair practices in the nature of capital improve
ments, or ' otherwise to disguise capital improve
ments as current expense, thus using "cheap tax 
dollars" to improve their property. These prob
lems now are met in business and investment 
property situations, but their extension to the 
vast area of homeownership would introduce a 
formidable addition to the task of effective in
come tax administration. 

Combined Business and Personal Proper
ties: One of the specific problems would be the 
apportionment of rental value of jointly used 
properties as between business or farm and per
sonal residential use. 

The tax on imputed rental value would, of 
course, introduce a problem of attempted tax 
avoidance by attributing excessive proportions of 
rental value to business or farm use. 

Depreciation: Both practical and conceptual 
problems arise in connection with the allowance 
for depreciation in computing net imputed rental 
values. The variations in tax basis, depending on 
date of acquisition, prior business or investment 
use, etc., which now affect depreciation for pur
poses of computing the net income from in
come-producing property, would apparently be 
inappropriate in applying the imputed rental 
value concept, which is designed to measure an
nual income status for purposes of achieving in
terpersonal equity. The fact that A's property 

cost $10,000 because he acquired it 30 years 
ago, while B's similar residence cost $40,000 be
cause he acquired it in recent years, should not 
differentiate their income position under the im
puted rental value concept, unless it is designed 
to capture unrealized money value appreciation 
of houses due to inflation. The treatment of basis 
reduction due to prior tax depreciation while the 
property was in rental status is a similar source 
of equity complication. 

Assuming that conceptual problems are re
solved, so that acceptable depreciation methods 
are provided by the new statute, there would re
main the fact that depreciation calculations 
would be necessary for a whole new area of 
property previously excluded. This might be 
dealt with by a standard depreciation allowance 
for net imputed rental valuation purposes, or the 
standard allowance might be incorporated in a 
standard semi-net rate to be applied to capital 
values to obtain rental value. 

These matters would raise serious complica
tions of initial specification of the plan and of its 
implementation, which can only be touched upon 
in this brief review. One of the disturbing possi
bilities of the plan would be two concepts of de
preciation and depreciable basis operating side 
by side, one for regular income tax purposes if 
the property were used for income production 
and the other for the net imputed rental value 
calculation. Britian avoided depreciation prob
lems under its imputed rental value tax. The Brit
ish income tax generally does not allow depre
ciation of buildings (except in unusual factory or 
industrial situations). 

Residences Abroad: The administration of a 
tax on imputed rental value would doubtless en
counter difficulties where taxpayers owned pri
mary or second residences abroad. The ascer
tainment of the existence of such property and 
the rental value thereof outside the United States 
would be a source of complication and potential 
tax escape. 

Transition Problems: The equity problems 
calling for transition rules to avoid breach of 
faith with homeowners have been outlined ear
lier. The formulation and administration of appro
priate transition rules to prevent hardship on 
owners who have made commitments on the 
basis of the present treatment would entail sub
stantial effort and ingenuity. Since preexisting 
owners would presumably continue to enjoy at 
least part of their present favorable treatment for 
at least a period of years, sales of homes and 
acquisition of new ones not under the shelter of 
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the transition would be deterred by the tax ef
fects. Transition provisions would seem to re
quire surveillance over all transfers of houses, 
including transfers by gift and inheritance. 
Query: Would swaps of houses avoid disallow
ance of favorable transition treatment? 

Recommendations of the Canadian Carter 
Commission: The Carter Commission, which 
studied tax reform possibilities in Canada (with 
background studies by staff experts), briefly ex
amined the idea of taxing imputed rental income 
of owner-occupiers in Canada and dismissed it 
as impracticable.40 While this position was criti
cized by U.S. tax reformers interested in achiev
ing a fully comprehensive tax base, it should be 
noted that the Canadian income tax does not 
allow deductions for home mortgage interest or 
property taxes, so that the nonrecognition of 
gross imputed rental value is less important in 
their system. 41 

Tax Incentives for Investors 
in Rental Housing 

The present Federal income tax law pro
vides two major tax incentives for investors in 
rental housing: 

• Accelerated depreciation in the form of 
the 200 percent declining balance and sum-of
the-years digits methods for new rental housing 
and a 125 percent declining balance formula for 
used rental housing which has a useful life of 20 
years or more at acquisition. (These benefits 
have been denied nonresidential real estate 
since the Tax Reform Act of 1969, thus creating 
differential as well as absolute benefits for resi
dential rental property.) 

• Accelerated amortization over a 5-year 
writeoff period for expenditures on the rehabilita
tion of low and moderate income rental residen
tial property, subject to certain maximum and 
minimum limits per housing unit. 

The most recent official estimates indicate 
that the depreciation allowances on rental hous
ing in excess of straight-line resulted in tax sav
ings and revenue losses of about $600 million at 
1972 levels. Of the $600 million tax benefits, an 

.0 Report of the Canadian Royal Commission on Taxation, 1966. 
41 See Lawrence M. Stone. "A Comprehensive Income Tax Base 

for the U.S.7: Implications of the Report of the Royal Com
mission on Taxation." National Tax Journal, Vol. XXII, No. 1 
(March 1969), p. 35. 

estimated $350 million were received by corpora
tions and $250 million by individuals.<2 

The housing rehabilitation incentives were 
estimated to produce tax savings and revenue 
losses of $40 million in 1972, of which $15 mil
lion went to corporations and $25 million to indi
viduals. 

These income tax incentives (and their pred
ecessors prior to 1969) have stimulated 
investment in residential rental property to a 
substantial degree, as will be indicated more 
specifically under the following headings. The 
relatively new amortization provisions for low in
come housing rehabilitation seem to have ex
erted a stimulative effect, increasing this type of 
contribution to rental housing supply, in both 
quantity and quality. 

Impact on Housing Supply 
The tax benefits to investors in rental resi

dential property, which became substantial as 
early as 1946 with the introduction by adminis
trative action of the 150 percent decl in ing bal
ance depreciation formula for multiple-unit rental 
housing projects, were (1) increased the return 
to equity investors in such housing in the first in
stance, (2) reduced the costs of providing rental 
housing services, thus shifting the cost or supply 
schedule "to the right," i.e., increasing supply, 
and (3) lowered the rentals charged tenants and 
increased housing consumption,through the in
terplay of the increased supply schedule and the 
elasticity of demand for housing, particularly 
rental housing. 

The beginnings made in 1946 were ex
panded with the generally applicable introduc
tion of 200 percent declining balance and sum
of-the-year digits depreciation for new 
depreciable property, including both personal 
property (machinery and equipment) and real 
property (buildings and structures) under the 
legislation adopting the Internal Revenue Code 
of 1954. 

The situation was further complicated by the 
Tax Reform Act of 1969, which retained the full 
accelerated methods of the 1954 code for new 
rental housing (and for new machinery and 
equipment) but limited all other new buildings 
and depreciable real estate to the 150 percent 
declining balance method. Used housing with a 
., Estimates on both rental housing depreciation and rehabilitation 

amortization are from Estimates of Federal Tax Expenditures, 
Committee on Ways and Means, prepared by the staffs of the 
Treasury Department and Joint Committee on Internal Revenue 
Taxation, June 1, 1973. U.S. Government Printing Office, 
Washington, D.C., 1973, Table 1, p. 5. 
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remaining useful life at acquisition of 20 or more 
years was allowed a 125 percent declining bal
ance method, while nonresidential used real es
tate acquired thereafter was limited to straight
line depreciation. Only used housing with a 
remaining useful life of a less than 20 years was 
restricted to straight-line. 

Since 1969, therefore, new rental housing 
enjoys both the absolute dollar advantages of 
the 200 percent DB (declining balance) and SYD 
(Sum-of-the-years digits) methods and a differen
tial advantage vis-a-vis nonresidential construc
tion, which tends to divert the allocation of capi
tal funds and construction resources away from 
alternative uses and into rental residential con
struction. 

Several distinguishable mechanisms are fac
tors in the effect of the tax incentives on housing 
supply: 

1. Increase in the rate of return to investors 
due to the faster timing of depreciation and the 
deferment of tax liability. 

2. Increased cash flow, particularly in the 
early years, which permits transfer of equity cap
ital from one completed project to another one, 
with limitations of longer-term risks on anyone 
project. 

3. Pass-through of lower capital costs (i.e., 
lower tax rate of return to produce a given net 
after-tax return) to tenants with resulting greater 
housing consumption due to price elasticity of 
demand for housing services. 

Both the absolute and differential tax advan
tage effects on housing supply will be consid
ered in the following discussion. 

Supply Effects: The supply of housing will 
tend, other things being equal, to be greater the 
higher the price paid for it. The supply schedule 
for rental housing may be based on the relation
ship between quantity supplied and a market 
price in terms of rent or in terms of rate of re
turn to the equity investor in rental housing. 

Relatively little is known about the elasticity 
of supply of rental housing. The elasticity or re
sponsiveness of supply to price changes will, of 
course, depend upon the time allowed for the 
supply response or adjustment (elasticity will be 
greater the longer the response period) and 
upon the particular set of conditions, particularly 
the available supplies of financing, land, and 
construction resources (abundant loan money 
and physical resources will insure a larger re
sponse to a given market price change than a 

tight, scarcity resource situation). The supply 
conditions may in turn depend upon the related 
changes of redirection of demand, which in the 
event of massive housing supply changes would 
release resources from alternative uses. How
ever, the validity of elasticity measures which 
take account of such large economy-wide or ma
croeconomic developments is dubious. Many 
would say-indeed, it is probably fair to say that 
in standard economic doctrine-that the longrun 
supply schedule for rental housing-such as 
apartment house projects-is nearly perfectly 
elastic. 

The elasticity of the supply of rental housing 
has recently been the subject of published dis
cussion by de Leeuw and Ekanem and by 
Grieson.43 In brief, de Leeuw and Ekanem found 
the shortrun elasticity of supply to be low, in the 
.3 to .7 range in a given market in a short run 
defined as a -time period long enough for the 
total "quantity" of housing capital in a housing 
market to "respond fully to changes in underly
ing conditions," a period estimated to be in the 
order of magnitude of 6 years. A longer period, 
not covered by their measure, would be one suf
ficient to allow response not only of "quantity" 
but also of the "form" of existing housing capital 
(number of units per building, architectural style, 
location pattern within the housing market, etc.) . 
Grieson estimated the supply elasticity of low in
come housing at 2.2. An earlier estimate by him 
placed supply elasticity at 2.36 to 5.00 when land 
is about one-fifth to one-tenth of the value of the 
structure plus land and certain other conditions 
are met. Despite disagreements with Grieson on 
the magnitude of shortrun elasticity, de Leeuw 
and Ekanem " expect" that longrun housing sup
ply is very elastic ; because construction of new 
housing is a replicable process, constant returns 
to scale would characterize, at least approxi
mately, this long run-leaving aside pressures 
on import prices;' 1 De Leeuw and Ekanem "sus
pect" that the explanation of their findings of 
low supply elasticity in the short run as defined 
lies in "diseconomies of scale in the mainte
nance, improvement, and conversion of existing 
capital"-a characterization that indicates the 
rather specialized and limited significance of 
thei r results for appraising the effect of a change 

.. Frank de Leeuw and Nkanta F_ Ekanem, "The Supply of Rental 
Housing." The American Economic Review, Vol. LXI, No. 5 
(December 1971) pp. 806-817; Ronald L. Grieson, "The Supply 
of Rental Housing : Comment," The American Economic Re
view, Vol. LXIII , No. 3 (June 1973) pp_ 433-436; and Frank 
de Leeuw and Nkanta F. Ekanem , "The Supply of Rental 
Housing : Reply," The American Economic Review, Vol. LXIII, 
No.3 (June 1973) pp. 437-438. 

"See "Reply," cited above, p_437. 
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such as accelerated depreciation tax benefits on 
the Nation's rental housing supply. 

Perfect elasticity of the aggregate supply 
(not just local supply) of residential rental units 
implies that economic and financial resources 
can be transferred freely or diverted from other 
uses, brought into existence, or modified for 
rental housing construction, with very little hitch 
or restriction, in response to even miniscule 
price changes. Even if other resources were 
freely available at constant costs to increase 
housing supply along a vertical or perfectly elas
tic supply curve, the limitation of the supply suit
able sites would seem to destroy the perfect 
elasticity situation. The bidding up of the price of 
land located in suitable places, particularly if the 
analysis is concerned with central city areas 
where land resources are limited, would increase 
housing supply costs as the supply was ex
panded, thus reducing the elasticity measure.45 

Massive increases in housing supply on an 
economywide basis require reductions, of 
course, in consumer demand in other directions 
so as to release basic resources for the added 
housing effort. This process, if not due to volun
tary switches of consumer demand, would re
quire taxation or other macro-type policy steps 
to curtail income and money demand for goods 
and resources competitive with the larger hous
ing effort. 

In general, it can be said with confidence 
that, short of changes calling for very massive 
resource reallocations, the housing supply is 
quite elastic in markets in which orderly social 
conditions prevail and the market mechanism 
can operate without serious interference by so
cial disorder, crime, vandalism, factors causing 
uncollectability of rents, or basic loss of confi
dence on the part of housing suppliers, or inves
tors. 

The extent to which housing production has 
actually increased in response to tax-related re
ductions in the cost or supply schedule has of 
course been determined by the interaction of the 
supply schedule and the demand schedule. If the 
rental housing supply schedule were perfectly 
elastic, the additional rental housing production 
and consumption due to a decrease in costs of x 
percent all along the supply schedule would in
crease rental housing demand by a percentage 
of x percent times the elasticity of demand for 
rental housing. 

"This topic is discussed by Emil M. Sun ley. Jr., in "Tax Ad
vantages of Homeownership Versus Renting: A Cause of 
Suburban Migration," National Tax AssOCiation, Sixty-Third 
Annual Conference on Taxation, September 1970, Honolulu, 
Hawaii, National Tax Journal. 

If the cost reduction is in the 7 to 10 per
cent range (the amount previously estimated in 
this report based on the tax effects of the excess 
of accelerated over straight-line depreciation on 
rental units) actual housing consumption would 
increase by about 10 to 15 percent. (Again, the 
reader is reminded that this assumes perfect 
elasticity of rental housing supply.) 

If housing supply is not perfectly elastic
within the range of supply changes and in the 
particular housing submarkets primarily affected 
-the effect of the tax-caused cost cut interact
ing with demand elasticity would be reduced by 
the associated cost increase reflecting less
than-perfect elasticity of supply. This offset to 
the increase in volume of housing consumption 
and production which would occur with perfect 
(co) elasticity may be approximated. 

The elasticity coefficient of supply or Es is 
equal to the percentage change in the quantity 
supplied divided by the related percentage 
change in price, i.e., 

It seems likely that the Es coefficient for the 
supply of rental housing under the general con
ditions prevailing in recent years and over the 
range of time and price changes involved in the 
accelerated depreciation tax benefits, wbile not 
infinite, is in the vicinity of 5 to 10. That is, a 1 
percent increase in price will elicit about a 5 to 
10' percent increase in supply. In the illustrative 
calculations in the following section, elasticity 
assumptions of both 5 and 10 are used. 

Consumption Effects: First, it is assumed 
that the supply elasticity is 10. Under these con
ditions, a 7 to 10 percent reduction in housing 
supply costs (and prices) due to accelerated tax 
depreciation benefits, which would otherwise in
crease housing consumption by about 10.5 to 15 
percent with a demand elasticity of - 1.5, would 
then encounter a supply price rise of approxi
mately 1.05 to 1.5 percent. This would initiate 
further changes in demand and supply setting a 
new equilibrium within the new supply schedule. 
The actual new equilibrium of housing supply 
and consumption following a 10 percent cost re
duction due to tax benefits would thus occur 
with an increase in housing supply and demand 
of about 13.0435 percent and a price reduction 
of 8.69565 percent. Thus, if supply and demand 
were formerly equated at 100 with a price of 1, 
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in the new equilibrium supply would equal de
mand at 113.0435 with a price of .9130435.46 

If the supply elasticity is assumed to be 5 
the price reduction would be 7.6923 percent and 
the new equilibrium would be at 111.5385 
(supply = demand) with a price of 92.0769. 

The preceding analyses relied on reckonings 
that the effect of accelerated depreciation tax 
benefits decreased housing costs about 7 to 10 
percenty These estimates assumed that the 
benefits of accelerated depreciation were appro
priately measured by reference to the excess of 
accelerated over "true" depreciation of 2 to 2.25 
percent of the depreciable property cost. 

Higher estimates of the cost-cutting stimulus 
of accelerated depreciation would result if "true" 
depreciation on buildings were set, in line with 
some theoretical standards, at lower levels. 
These estimates would of course result in higher 
estimates of the impact on housing supply and 
consumption.48 

The use of extremely low "economic" de
preciation concepts as a benchmark for acceler
ation. benefits is rejected in the present report. In 
the first place, they are by definition irrelevant to 
the examination of the impact of the accelerated 
methods introduced in 1954 and modified in 
1969. In the second place, it is doubtful whether 
these concepts are realistic in a world of risk 
~nd uncertainty in which a prudent cost recovery 
In the early years to reduce risk is a kind of "re
quirem~nt" in investors' thinking, denial of which 
would have a negative effect on investment rela
tive to what would occur under traditional con
cepts of taxable net income measurement.49 

.. Calculated as follows: 100 [ 1- (-1 .5x)] = 100 (1 + [10(.10 
- x)]} where x = the proportionate price reduction that 
would. equate supply and demand following a 10 percent cost 
reduction (supply price reduction throughout the supply sched
ule) due to the application of accelerated tax depreciation 
benefits. 

.., In line with estimates by Aaron in "Income Taxes and Hous
ing ,"' previously cited, p. 802 . 

.. For example, Su.nley-relying on the Samuelsonian concept of 
true depreclallon as the decline in the present discounted 
value. of the expected income stream from a property and 
certain observations of his own-put true depreciation lower 
than straight-line, i ndeed near zero in the early years. This 
led to estimates that rental housing costs were reduced by 
some 17 to 39 percent in the 40-70 percent investor tax 
brackets. "Tax Advantages of Homeowning Versus Renting: 
A Cause of Suburban Migration?" previously cited. 

.. The relationship between net Income measurement and the 
theory of pre.sent discounted value based on expected net 
cash flows Without regard to capital recovery is a complex 
area beyond the scope of this paper. 

Quantitative Analysis of Housing Output 
1969-73 Assuming the Tax Reform Act 
of 1969 Had Not Been Enacted 

The Tax Reform Act of 1969 reduced 
depreciation on used rental housing acquired 
thereafter, particularly property with a residual 
useful life of less than 20 years. However, it re
tained intact the "fully" accelerated depreciation 
formulas (200 percent DB and SYD) on new 
rental housing, while denying them to other 
types of building. Nonresidential buildings, such 
as offices, hotels and motels, and commercial 
and industrial structures, all were denied the ac
celerated method and limited to 150 percent de
clining balance. Used buildings other than rental 
housing were all limited to straight-line deprecia
tion. 

In addition, the 1969 Act made an exception 
for residential rental property under the 
provisions which provided a phaseout of the for
mer percentage recapture schedule with respect 
to post-1969 excess depreciation on real estate. 
To provide incentive for the continued building 
and restoration of residential rental properties, 
the law as revised in 1969 sets forth a more ben
eficial recapture rule for post-1969 excess depre
ciation on residential rental property and rehabil
itation expenditures on low and moderate 
income rental properties. The pre-1970 recapture 
percentages were retained for limited-return 
housing investments, including those under the 
so-called FHA 221 (d(3) and 236 programs and 
certain other State and local assisted projects.GU 

The introduction of these favorable differen
tials to assist rental housing construction was 
designed to assist and afford special incentive 
for residential rental investment activity. How 
does the experience in the brief period since the 
1969 legislation (PL 91-172 was approved by the 
President on December 30, 1969) bear out or 
justify the 1969 provisions retaining the acceler
ated depreciation formulas for new rental hous
ing and embodying the various prohousing differ
entials, in terms of accomplishment of their 
indicated objectives? 

Table 12 examines the data on private hous
ing starts 1965-1973, with particular reference to 
the changing proportions between single family 
and multifamily units. The assumptions underly
ing this analysis are that (1) single family units 
are almost entirely for owner-occupancy, and (2) 

'" For further details on the various recapture rules (and related 
depreciation revisions) discussed in this and the preceding 
paragraph, see Explanation 01 Tax Reform Act 01 1969 Com
merce Clearing House, 1969, paragraphs 1328 1329 PP'. 158
166. ' , 

--~-~-----------.--- ...------- 
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Table 12. Private Housing Starts: Single Family and Multifamily, 1969-1973 

1965 1966 1967 1968 1969 1970 1971 1972 1973 
(seasonally 

adjusted 
annual rates) 
Jan. April 

prei. 
U.S. total : 


Private housing starts 1473 1165 1292 1508 1467 1434 2052 2357 2497 2103 

Single family 964 779 844 900 811 813 1151 1309 1450 1191 

Multifami ly; 


Number 509 387 448 608 656 621 901 1047 1047 912 
Percent of total 34.6 33.2 34.7 40.3 44.7 43.3 43.9 44.4 41. 43.4 

Note: Items may not add to totals due to rounding . 
Source: Compiled and computed from data in Statistical Abstract of the United States 1972, previously cited , Table 1144, p. 682 


and Economic Indicators , May 1973, prepared for the Joint Economic Committee by the Council of Economic Advisers, 

U.S. Government Printing Office, Washington, D.C., 1973, p. 20. 

multifamily housing is very predominantly for (midpoint of the 33.2 to 40.3 percent range for 
rental use, although condominium developments 1965-68) to 43.3 percent (midpoint of the 
have been increasing. 41.9-44.7 percent range for 1969-73), or by 6.55 

As this table shows, multifamily housing percentage points, measures the impact of the 
construction ranged between 41,9 and 44.7 per new tax differentials introduced in the 1969 act. 
cent of the total private housing starts in the However, it is indicative of some substantial in
1969-73 period as compared with 33,2 to 40.3 fluences by the alteration of the income tax envi
percent in the 1965-68 period. The July 25, 1969, ronment. Relaxation of the tight money market
effective data of the new provisions were known 

conditions of the late 1960's assisted in the reto taxpayers, and the new rules therefore af
covery of housing construction which becamefected economic decisions long before the sign •
manifest in 1971. However, the money marketing of the 1969 act into law by the President on 


December 30, 1969. It is simplistic to argue that stringency and its relaxation affected the build

the increase in the multifamily percentage of ing of both single family homes for owner-occu

total private housing starts from 36.75 percent pancy and multiple housing unit rental projects. 


Table 13. Gross Private Domestic Investment 
(Dollar amounts in billions ; quarterly data at seasonally adjusted annual rates) 

Total G ross Private Nonresidential Residential 

Domestic Investment Structures Structures 


1963 $ 87.1 $19.5 $27.0 

1964 94.0 21.2 27.1 

1965 108.1 25.5 27.2 

1966 121.4 28.5 25.0 

1967 116.6 28.0 25.1 

1968 126.0 30.3 30.1 

1969 139.0 34.2 32.6 

1970 137.1 36.0 31.2 

1971 152.0 38.4 42.6 

1972 180.4 42.2 54.0 

19731 199.7 46.7 59.4 


Dollar Dollar Dollar 
Increase: Amount Percent Amount Percent Amount Percent 


1968 over 1963 38.9 44.7 10.8 55.4 3.1 11 .5 

1972 over 1968 54.4 43.2 11 .9 39.3 23.9 79.4 

19731 over 1968 73.7 58.5 16.4 54.1 29.3 97.3 


Addendum to test difference between 1968 and 1969 as the dividing-line year : 


1969 over 1963 51.9 59.6 14.7 75.4 5.6 20.7 

1972 over 1969 41.4 29.8 8.0 23.4 21.4 65.6 


Source: U.s. Department of Commerce data from Economic Indicators, May 1973, p. 8. 
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Another indication of the impact of the 
post-1968 tax differential favoring rental housing 
is the relative change in commercial and in
dustrial (nonresidential) construction as against 
housing activity. Table 13, a resume of develop
ments in the residential versus nonresidential 
components of gross private domestic invest
ment in the 5 years before and the 5 years after 
1968, discloses remarkable changes. 

As this table indicates, gross private domes
tic investment as a whole increased by about the 
same overall percentage from 1963 to 1968 and 
from 1968 to 1972. The nonresidential structure 
component, however, increased by 55.4 percent 
between 1963 and 1968, but by an appreciably 
reduced percentage, 39.3 percent between 1968 
and 1972. By contrast, the residential structu re 
component increased by only 11.5 percent be
tween 1963 and 1968, but by 79.4 percent in 
1972 over 1968. If the sharp burst of inflationary 
growth between 1972 as a whole and the first 
quarter of 1973 is added to the analysis so as to 
permit an intersectional comparison for the pe
riod 1968-1973, one finds again that the residen
tial structures outpaced both nonresidential 
structures and gross private domestic investment 
as a whole. 

The addendum to the above table using 
1969 rather than 1968 as the dividing line for the 
periods before and after the 1969 act does not 
significantly modify the interpretation just out
lined. 

Again, it is hazardous to jump to simplistic 
conclusions, in view of the complexity of the 
cause of economic events and the various forces 
operating to influence the relative expansion of 
the different components of gross private domes
tic investment. However, this evidence seems to 
support the indications provided by the earlier 
examination of rental versus nonrental housing 
expansion rates before and after the 1969 act. 

One of the imponderables in the situation is 
the role of the repeal of the investment credit by 
the Tax Reform Act of 1969, which tended to 
slow business investment in machinery and 
equipment. This action was reversed and the 
credit was restored with some modifications in 
1971. There was virtual elimination of the credit 
for the durable equipment as a component of 
gross private domestic investment. The ratio of 
producers' durable equipment in 1972 to 1968 is 
1.338 as compared with a ratio of 1.432 for gross 
private domestic investment as a whole. 

On the basis of the above analysis it seems 
fair to say that the Tax Reform Act of 1969 had 
several basic effects on housing unit production: 

1. It diverted substantial resources from 
nonresidential to residential structures. The di
version at 1972 rates probably amounted to $1.2 
billion,51 equivalent to 80,000 rental housing 
units-an average cost of $15,000 per unit, or 
60,000 units at an average cost of $20,000 per 
unit. 

2. It may also have diverted considerable 
capital expenditures from producers' durable 
equipment, which was made vulnerable by the 
repeal of the investment credit in the 1969 Act. 
Although this effect is presumably now wearing 
off, as of 1972 it seems likely that the result of 
this phase of the 1969 tax reform legislation was 
to release some $2.75 billion investment funds 
from the producers' durable sector, making it 
available directly or indirectly to the rental hous
ing field. This would be equivalent to 183,333 
rental housing units at $15,000 per unit or 
137,500 units at $20,000 per unit. 

3. The accelerated amortization provisions 
for rehabilitation of low income rental housing 
units probably increased eligible expenditures of 
this type by $80 million to $100 million at 1972 
levels.52 This would be equivalent to 26,667 to 
33,333 rehabilitated units at $3,000 (the minimum 
required to meet tax eligibility rules) per unit. 

These effects would not have materialized in 
the absence of the 1969 legislation. 

Current Tax Reform Proposals 
Preliminary Overview 

The current Treasury proposals for tax 
. changes contain three elements affecting hous

ing investors and consumers. Two are designed 
to limit the avoidance by high income taxpayers 
who now pay little or no tax. The other is in
tended to help humanize the local property tax 
in its application to low and middle income eld
erly persons. 

One set of proposals would repeal the exist
ing 10 percent minimum tax for individuals and 
replace it with two provisions applicable to indi
viduals: (1) A Minimum Taxable Income provi

"This estimate is based on the differences between the actual 
level of nonresidential construction and the level projected on 
the assumption that nonresidential construction increased 
1968-72 at the same overall rate as gross private domestic 
investment. 

"Estimate assumes that combined profitability effects (increasing 
the rate of return on rehabilitation outlays) and cash flow 
benefits increased expenditures by an amount 2 or 2'12 times 
the estimated revenue loss from this feature in 1972. 
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sion; and (2) a Limitation on Artificial Accounting 
Losses. These two provisions in combination are 
estimated to produce about $1 billion of addi
tional revenues in the first full year operation, for 
a net revenue gain of $800 million after taking 
into account the revenue loss of about $200 mil
lion attributable to the proposed repeal of the 
present minimum tax on individuals. 53 

The other proposal, concerned with the par
ticular weight of the property tax burden on eld
erly taxpayers, is an extension at the Federal 
level of so-called "circuit-breakers" adopted by 
some 14 States and designed to relieve property 
tax "overload situations." The proposal would 
provide a refundable property tax credit for low 
and middle income elderly persons whose prop
erty taxes exceed 5 percent of household in
come, up to a limit on the credit of $500. Equiva
lent relief would be afforded elderly renters for 
the property tax embodied in their rental pay
ments. The revenue concession involved in this 
relief is estimated to lose about $500 million in 
the first full year.54 

Minimum Taxable Income 

Highlights of Proposal: Under existing law, a 
special 10 percent minimum tax is imposed on 
the amount by which the aggregate of specified 
tax preference items exceeds (1) $30,000 plus (2) 
taxpayer's income tax liability for the year. This 
tax is applicable to individuals, corporations, 
trusts, and estates. For purposes of the tax, tax 
preference items are: 5 5 

1. Excess investment interest (representing 
the excess of the investment interest expense 
deduction of taxpayers, other than ordinary cor
porations, over their net investment income for 
the year). 

2. Capital gains. 

3. Accelerated depreciation on real prop
erty. 

4. Accelerated depreciation on personal 
property subject to a " net lease" (one where 
total business deductions for the property are 
less than 15 peroent of the gross rental income 
from the property). 

53 Proposals for Tax Change, Statement of the Honorable George 
P. Schultz, Secretary of the Treasury, before the House Ways 
and Means Committee, Apri 30, 1973, Department of the 
Treasury, pp. 18 and 82. 

M Ibid., pp. 54-56 and 82. 
M The listing supplied here relies upon 1972 U.S. Master Tax 

Guide, Commerce Clearing House, 1971 , pp. 89-91. 

5. Percentage depletion in excess of ad
justed basis. 

6. Amortization (accelerated or 5-year write
off of specified assets such as pollution control 
facilities and railroad rolling stock) in excess of 
otherwise allowable depreciation. 

7. Stock option gains (fair market value of 
option stock at time of exercise in excess of the 
option price). 

8. Bad debt deduction of financial institu
tions. 

The Treasury's reform proposal would re
place the minimum tax for individuals (including 
fiduciaries) with a minimum taxable income rule 
which would prevent the combination of exclu
sions and itemized deductions from offsetting 
more than one-half of a taxpayer's income and 
thus require every individual to pay tax on at 
least the balance. The exclusions involved are 
those for : (1) one-half of long term capital gains, 
(2) the bargain element of a stock option at the 
time of exercise, (3) percentage depletion in ex
cess of adjusted basis, and (4) income earned 
abroad and presently excluded under section 
911 of the Internal Revenue Code. Unlike the 
present minimum tax, the proposal would not in
clude accelerated depreciation on real property 
as a preference (or "addback") item. 

In applying the provision, the specified ex
clusions would be added back to the taxpayer's 
adjusted gross income. From that sum would be 
subtracted the personal exemptions plus $10,000 
(an exemption to render the provision inapplica
ble to low and middle income individuals). The 
resulting amount would be divided by two to ar
rive at the minimum taxable income on which tax 
would be computed at the regular rates. 56 

The Minimum Taxable Income proposal 
would operate to tax recipients of tax prefer
ences with considerably greater severity than the 
present Minimum Tax. The comparative results in 
a presumably representative case are shown in 
the accompanying illustration from the Treasury's 
recent presentation before the House Ways and 
Means Committee (Proposals for Tax Change, 
previously cited, Table 4, p. 81) . A more detailed 
comparative analysis will be made at a later 
point in this section. 

Direct Implications for Housing: Housing 
investors would not be significantly adversely af
fected by this particular proposal. Accelerated 
depreciation on buildings is not included in the 

56 Proposals for Tax Change, previously cited , pp. 13-14. 
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Table 14. Minimum Taxable Income (MTI) 

CURRENT LAW 
Salary 
Stock Option Bargain 
Long-term Gain on Stock 
Less 50% Exclusion 

Mineral Income 
Percentage Depletion 

Adjusted Gross Income: (AGI) 

Less Deductions: 
Interest on Deep Discount Bond 

Margin Load 
Charitable Contribution to 

Public Charity 

State Income Tax 

Other Personal Deductions 

Exemptions 


Taxable Income 

Tax (Joint Return)(Minimum Tax) 

$100,000 
(Excluded) 

$100,000 
(50,000) 

50,000 50,000 

$100,000 
(40,000) 

60,000 60,000 

210,000 

25,000 

100,000 

30,000 

49,000 

6,000 

210,000 (210,000) 

o 
$11,000 

MTI 

AGI $210,000 
+Option 50,000 
+ Percentage Depletion 40,000 
+ Excluded Gains 50,000 

Expanded AGI $350,000 

Less Exemptions (6,000) 
Low Income Floor (10,000) 

MTI Base $334,000 

X 50% = MTI = $167,000 

Tax $88,340 

Source: Proposals for Tax Change, Department of the Treasury, April 3D, 1973. 

list of "addback" items in applying the 50 per
cent minimum taxable rule. Only the capital 
gains element in the new minimum taxable in
come base would affect housing investors. The 
additional tax effect in the case of capital gains 
is mild 'because the expanded MTI base (after the 
add back of 50 percent of net long term capital 
gain) is divided by 2 in calculating the minimum 
taxable income. Consequently, the capital gains 
obtain at least the benefit of a tax of one-half 
the applicable ordinary rate. 

A further consideration is that the repeal of 
the present 10 percent minimum tax, for purposes 
of which accelerated depreciation on real prop

. erty is a tax preference item, would actually tend 
to relieve housing investors receiving substantial 
accelerated depreciation tax benefits (the rule of 
the Limitation on Artificial Accounting Losses in 
partially replacing the minimum tax in true tax 
shelter situations involving accelerated deprecia
tion on housing). 

Limitation on Artificial Accounting Losses 

Highlights of Proposal: The proposal for a 
Limitation on Artificial Accounting Losses deals 
with tax avoidance through the spillover of the 
excess of certain deductions associated with the 
production of income against the taxpayer's in

come from other sources. This proposal is thus 
directed at the tax shelter device, whereby artifi 
cial losses on certain types of business or in
vestment ventures due to the existing tax ac
counting rules are applied to erase income from 
salaries, professional earnings, and various other 
activities. 

The types of deductions involved in the Lim
itation on Artificial Accounting Losses include: 
Prepaid feed in livestock feeding syndication, in
tangible drilling expenses in mineral exploration, 
taxes and interest paid during the construction 
period for buildings and other structures, and 
accelerated depreciation in excess of straight
line depreciation in the case of buildings . 

The proposed limitation would not disallow 
or capitalize the deductions. It would only pre
vent losses from the activity to which they relate 
from offsetting or sheltering other unrelated in
come of the taxpayer. The loss would be "sus
pended" until the property on which they arise 
begins to produce enough income to absorb 
them, at which time the loss could be used as 
rapidly as applicable income is generated. 

The Limitation on Artificial Accounting 
Losses does not put a complete stop to the use 
of the tax shelter device; the income from the in
vestment itself may still be sheltered as intended 
by the favorable incentive-type deductions. As 
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stated in the Treasury presentation of April 30, 
1973 57 on the Limitation on Artificial Accounting 
Losses: 

1. It will not affect those taxpayers who are 
regularly and profitably engaged in the business 
activities involved. 

2. In the case of mineral exploration and 
housing, where present law provides intended in
centives, the proposal is declared to be liberal in 
its definition of the related activity against which 
such losses may be used. The losses from hous
ing may be used against the income from all 
housing, wherever situated. Similar treatment 
would apply to mineral exploration; losses may 
be used against income from all oil and gas pro
duction wherever situated. 

3.. Existing investments and outstanding 
commItments would be unaffected, since they 
have been made in reliance upon existing law. 
According to .1he Treasury statement, housing 
projects "which will receive certain kinds of gov
ernmental subsidy assistance will be similarly 
unaffected even though investment commitments 
are not yet firm." 58 This is said to preserve the 
status quo with respect to Federal housing pro
grams that depend on such subsidies. The Treas
ury 's statement indicates that approval of new 
projects has been suspended by HUD and the 
Department of Agriculture pending the reexami
nation of existing programs, on which the Presi
dent is to make policy recommendations to the 
Congress in early September. Other new proj
ects begun outside the housing field after April 
30, 1973, would be subject to the proposed tax 
shelter rules under the Limitation on Artificial 
Accounting Losses. 
. Direct Implications for Housing: The limita

tIOn on Artificial Accounting Losses would seem 
to strike directly at the real estate tax shelter 
with re~pect to its utilization by taxpayers in 
both mIddle and upper income tax brackets. 
However, the liberal definition of related income 
against which housing losses could be offset
t~g~ther with the absence of accelerated depre
cIatIon on real property from the list of addback 
items under the Minimum Taxable Income provi
sion-might actually have a favorable net effect 
on tax incentives for housing investors. For ex
ample, it might spur investment in housing that 
would produce net income to absorb losses gen
erated by "newer" projects. In short, the tax 

"Proposals lor Tax Change , previously ci ted, p. 16. 
58 Quotation from Statement of the Secretary of the Treasury . 

April 30, 1973, In Proposals lor Tax Change, previously cited, 
p. 17. 

haven rules, together with the removal of the ex
isting sanction against accelerated depreciation 
t~x benefits on real property and the proposed 
tl~hter tax haven rules in other fields, might 
stImulate rather than discourage judicious pack
aging of combinations of " net income" and "net 
loss" housing investments. 

Probable Impact of Enactment of Proposals 
on the "Housing Market" 

While it is extremely difficult to quantify the 
probable effect of the MTI and LAL proposals on 
housing supply, construction, and investment, it 
is possible to explore the various implications 
for housing previously noted and to indicate the 
order of magnitude. 

Of the $1 billion gross revenue estimate for 
the combined effect of MTI and LAL ($800 mil
lion net after allowance for the $200 million sac
rificed in repealing the present 10 percent mini
mum tax), nonofficial estimates have attributed 
$600 million to the MTI feature and $400 million 
to the LAL.Ga 

MTI Effects: According to Treasury esti
mates, the MTI will affect approximately 130,000 
affected, this does not offer assurances with re
turns would be in income classes above $50,000. 
Taxpayers taking the standard deduction or low 
income allowance would be exempt if their ad
justed gross income (less personal exemptions 
and exclusion preferences) was not above 
$10,000. While relatively few taxpayers would be 
affected, this does not offer assurances with re
gard to housing investment, where risk-takers 
encouraged by tax incentives fall in the higher 
income brackets. 

The previous analysis has suggested, how
ever, that the impact of the MTI on long term 
capital gain-the major aspect of the MTI pro
posal tending to increase taxes of real estate 
investors-would be mild. Only in the 70 percent 
top bracket would it involve applying as much as 
a 35 percent effective rate on capital gains; 
since 1972 this has been the regular tax on such 
gains for taxpayers in the 70 percent bracket, 
except for the continuation of the old 25 percent 
alternative capital gains rate on the fi rst $50,000. 
For taxpayers subject to the present minimum 
tax, the MTI could mean relief, since an incre
ment of capital gains income could bear an in
cremental tax rate of about 36.5 percent under 
present law.50 

,. Estimate secured from Tax Analysis and Advocates . 
60 35 percent (V2 of 70 percent) plus 10 percent min imum tax on 

the 50 percent excluded portion minus 3.5 percent due to the 
subtraction of the 35 percent from the 10 percent minimum 
tax base. 
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The exclusion of the excess of accelerated 
depreciation over straight-line on real property 
from the list of addback items under the MTI 
would actually save taxes for some housing 
investors now paying minimum tax on these ben
efits. Some appreciable portion of the $200 mil
lion tax reduction associated with repeal of the 
present minimum would thus go to investors in 
rental housing. A rough estimate would place the 
housing investors' share of the $200 million con
cession in the neighborhood of $10 million. 61 

There would be no offset for this under the MTI 
because it excludes accelerated depreciation on 
real property, as just indicated. 

The favorable response of rental housing in
vestment to new relief from the present 10 per
cent minimum would probably amount to a multi
ple of perhaps 3 to 5 times the $50 million 
revenue involved. 

LAL Effects: The specifications of the LAL 
deal liberally with losses on one housing invest
ment, permitting them to be offset cum~ntly 

against the net income from another housing in
vestment. Moreover, housing and certain mineral 
explorations are singled out for this treatment, 
as distinguished from others in which there is 
apparently intended to be considerable compart
mentalization of projects so that income from 
one would be treated as unrelated income not 
eligible for current offset by an artificial account
ing loss on another investment in the same gen
eral category. As a consequence, it may be an
ticipated that housing investment, along with oil 
and gas exploration, would enjoy substantial 
stimulation due to the shelter treatment in alter
native investment sectors and the possibility of 
expanding housing investment income through 
shifts in taxpayers' holdings to retain the current 
tax sheltering effect of new housing projects. 

Relatively little of the estimated $400 million 
additional revenue from LAL is likely to be de
rived from housing. The favorable response by 
middle and upper bracket investors to the liberal 
treatment of housing and oil and gas exploration 

6 1 In 1970, tax preferences in the form of accelerated depreciation 
on real property generally and on low income rental housing 
amounted to about $248 million and $8 million, respectively, 
in relation to total tax preferences of $4,473 million reported 
on returns with tax preferences. Capital gains accounted for 
$3,651 million or nearly 82 percent of the total reported pref
erences. Accelerated depreciation, only part of which was 
related to housing, amounted to less than 6 percent. The 
total amount of additional tax on tax preferences for 1970 
was $122 million. The $10 million estimate shown here is 5 
percent of the higher $200 million figure for minimum tax at 
current levels. Data used was from Statistics 01 Income, 
1970. Individual Income Tax Returns, U.S. Treasury Depart
ment and Internal Revenue Service, Table 62, pp. 166-187. 

under the LAL proposal is likely to amount to 
several billion dollars annually, of which a sub
stantial part would be allocated to rental hous
ing. 

Conclusions 
Homeownership Tax Benefits 

On the basic issue of housing tax policy 
with which this report is primarily concerned
the rationale and cost-benefit balance of the tax 
deductions and exclusions benefiting homeown
ers-the conclusion is that the present treatment 
is quite defensible. The beneficial externalities of 
homeownership transcend the cliches of social 
stability and sense of community which tax re
formers frequently cite as the sole excuse for 
the present treatment. Actually, these are straw
man arguments to be outweighed and over
whelmed by the familiar case for taxation of im
puted rental income of owner-occupiers in the 
interest of tax uniformity and neutrality. The real 
rationale for tax incentives for homeownership 
consists of: 

• The essential economies of the owner
occupancy form of tenure; 

• The additional real income and wealth 
brought into existence by homeowners; and 

• The additional security afforded the pop
ulation and the economy by a form of income
owner-occupied housing services-which (1) 
does not melt or explode with ups and downs 
in the economy, (2) gives individuals and families 
a reliable form of income with a substantial 
built-in inflation hedge in the face of economic 
change, and (3) does not contribute to problems 
of escalation or stabilization policy (as does 
rental tenure) in an economy which has not yet 
mastered the worldwide forces of inflation. 

The taxation of imputed rental value of own
er-occupied homes is greatly oversimplified in 
the literature of its proponents. The revenue po
tential of this approach tends to be overstated by 
a considerable margin. There seems to be a 
widespread trend towards abandoning this ap
proach or reducing its practical significance in 
countries like Britain and Austria which pre
viously included imputed rentals in the income of 
homeowners. The practical problems of imple
menting this form of taxation, particularly the 
valuation and periodic reevaluation of owner-oc
cupied homes for Federal income tax purposes, 
would be especially formidable in a large and 
varied economic area like that of the United 

~~-'" 

942 

http:million.61


States. The element of double taxation of own
er-occupied homes would be troublesome and 
psychologically irritating in a fiscal structure 
which involves heavy reliance on real estate 
property tax by the local jurisdictions. 

Case studies based on typical homeowner 
situations indicate that the net imputed income is 
small or negative after offset by the mortgage in
terest and property tax deductions. In short, the 
bulk of the revenue to be derived from removal 
of the homeowner tax benefits relates to denial 
of the homeowner deductions rather than recog
nition of net imputed income per se. 

Property Tax and the Tenure Decision 

The report concludes that heavy reliance on 
local property tax tends to encourage homeown
ership. The portion of property tax which rests 
on land is borne by the homeowner and not the 
tenant (whose landlord absorbs it); the portion of 
property tax resting on the building or improve
ment is generally borne by the occupier-owner 
or tenant. The deductibility of the portion of 
property tax borne by the occupier in particular 
favors homeownership. It increases rentals and 
imputed rentals in a manner which enhances the 
income tax advantages of owner-occupier status. 

The relationship between the level of prop
erty tax and percentage of owner-occupancy
like that between low and high tax localities-is 
difficult to identify or isolate from the empirical 
data because the property tax level effect is ap
parently obscured by other influences. 

Economic Impact of the Homeowner 
Deductions 

It seems evident from the data and analysis 
developed in the report that the homeowner de
ductions have sti mulated demand for owner-oc
cupied as against rental units. The prices of 
owner-occupied units and the productive factors 
going into their creation, particularly land, have 
been pushed up by the tax stimulus. The rentals 
on units most closely competitive with owner-oc
cupancy type housing have been pressed down 
in this tax environment. To the extent the tax ad
vantages of homeownership are merely capital
ized in this way, they offset the nominal tax ben
efits which are perceived by the individual 
housing consumer and decision maker. 

The more expansive land use patterns en
couraged by the tax advantages of homeowner
ship have encouraged urban sprawl and the hori
zontal spatial growth of suburbia and exurbia. 

While condominium development may be a re
cent offset to this trend, and the tax benefits of 
accelerated depreciation initially received by 
landlords but passed through to tenants are a 
partial offset, the basic thrust of the present tax 
treatment has been toward decentralization and 
sprawl. The inevitable effect of the attraction of 
economic energies and resources to either sub
urban owner-occupied homes (or affluent rental 
developments best able to utilize the accelera
tion tax benefits) has been further to deprive and 
emaciate the already handicapped development 
of the central cities. 

The upward thrust of homeowner tax bene
fits on land prices, mortgage interest rates, and 
rates of interest or return in capital markets gen
erally has had a diffused impact on housing con
sumers generally and consumers of capital-inten
sive goods and services outside the housing 
field. 

Tax Incentives for Investors in Rental 
Housing and the 1969 Tax Reform Act 

The tax incentives for investors in rental 
housing, present in the housing market since the 
administrative action of 1946 first permitting 150 
percent declining balance depreciation on multi
ple-unit rental housing projects, have increas~d 
the supply of rental housing and have given sub
stantial support to government-assisted housing 
programs which rely upon private initiative and 
equity capital investment. 

The new, tax differentials in favor of new 
(and used) rental housing which emerged from 
the Tax Reform Act of 1969 have apparently 
stimulated additional rental housing construction. 
This effect has been achieved by the diversion of 
investment resources from both commercial and 
industrial structures (which were denied the ac
celerated methods beginning about midyear 
1969) and from producers' durable equipment 
(which was deprived of the investment credit for 
a period in 1969-71). The combined dollar 
amount of additional expenditures is roughly es
timated at close to $4 billion at 1972 levels, or 
some 200,000-265,000 rental units. 

Probable Impact of Current 1973 Tax Reform 
Proposals on the Housing Market 

A review of the major features of the 1973 
tax reform proposals which would directly affect 
housing leads to the conclusion that the pro
posed new minimum taxable income (MTI) and 
limitation on artificial accounting losses (LAL) on 
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net balance would not only not have a detrimen
tal effect on rental housing investment but would 
actually have some favorable stimulative effect. 
The MTI would replace the former 10 percent 
minimum tax, and the MTI provides relief for 
housing investors. Rental housing investment 
would probably receive some stimulation under 
the LAL rules due to the proposed tighter treat
ment of alternative investment sectors and the 
possibility permitted under these rules of ex
panding housing investment income through 
shifts in investment holdings to retain the exist
ing tax sheltering effect of new housing projects. 

Appendix A: Additional Income Tax Base 
Potential of Disa"owing Mortgage Interest 
and Property Tax Deductions Versus 
Recognition of Gross Imputed Rental 
Income 

Mathematical Relationships: This appendix 
briefly formulates and explores the relationships 
between the two commonly considered alterna
tives for removing tax advantages of homeowners. 

Let 

IRV = gross imputed rental value 
MI = mortgage interest 
PT = property tax 

~ IN = homeowner's insurance cost 
RM = repair and maintenance expense 

D = depreciation 

Then, imputation of gross rental value to the 
homeowner against which the present interest 
and property tax deductions ma~ be applied 
(along with other new deductions) would pro
duce more revenue in the aggregate (or in a par
ticular homeowner situation) than mere disallow
ance of the present deductions for mortgage 
interest and property taxes, if 

'IRV - (MI + PT) - (IN + RM + D) > 0 
or if, in a slightly different formulation: 

IRV - (MI + PT) >IN + RM + D 

Most aggregate estimates by tax reform ad
vocates suggest a larger revenue gain under the 
imputation approach than under the disallowance 
of deductions method. 

Examples: The following exercises explore 
the plausibility of substantially greater additions 
to the income tax base under the imputation as 
against the simpler disallowance approach in se
lected illustrative taxpayer situations. All figures 
are based on $1,000 of capital value of an own
er-occupied house. 

Example 1. House with fair market value 
of $80,000. 

Assumption Comment 
IRV = $90 Assumed IRV of 9 percent of 

capital value 
MI = 56 	 Figured at 8 percent on a 


70 percent unpaid mortgage 

principal 


PT = 22.50 	 Property tax assumed to be 
2.25 percent of fair market 
value of home 

IRV - (MI + PT) = 90 - 78.50 = 11.50 
IN = 2 	 Based on actual homeowner's 

insurance policy rates in rela
tion to fair market value in 
Montgomery County, Md., i.e., 
.2 percent 

RM = 6.25 	 Estimated based on observa
tion and experience with 5- to 
15-year old house 

D = 16 	 Calculated at 2 percent 
(straight-line, 50-year life) on 
building with cost basi's equal 
to 80 percent of the capital 
value of the property 

IN + RM + D = 2 + 6.25 + 16 = 24.25 

'Under these conditions, the excess of IRV 
over (MI + PT) is less than the sum of the addi
tional deductions (IN + RM + D) which would 
be allowed under an imputed rental income ap
proach. Net imputed rental income (IRV 
[MI + PT + IN + RM + DJ) would be negative, 
i.e., - 12.75 (11 .50 - 24.25). This set of relation
ships would result in an addition to the income 
tax base of $78.50 (56 + 22.50) under the dis
allowance of the homeowner deductions for 
mortgage interest and property taxes. The addi
tion to the 'base under the full net imputed rental 
value approach would be 65.75 or less than under 
the deduction disallowance approach by the 
negative net imputed rental value of - 12.75. 

Example 2. House with fair market value 
of $40,000. 

Assumption Comment 
IRV = $90 	 Again, this relies upon the 

9 percent of capital value 
assumption 

MI = 37.375 	 Based on a mortgage of 
57.5 percent of the house 
value at 6.5 percent interest 

PT = 32.50 Property tax at 3.25 percent 

of fair market value 
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IRV - (MI + PT) = 90 - 69.875 = 20.125 
IN = 3.75 Based on actual homeowner's 

insurance policy rate of 
. 375 percent of fair market 
value of home 

RM = 7.50 Estimate based on actual 
experience and observation 
with 5- to 10-year old house 

o = 20.3125 Based on 2.5 percent straight
line depreciation of house 
basis equal to 81.25 percent 
of total property value 

What changes in the assumed income and 
deduction relationships could plausibly alter this 
result? An increase in the gross imputed rental 
value by 1 percentage paint of the capital value 
or by 10 would still leave a deficit of 2.75 (i.e., a 
negative net imputed rental income of -2.75). 
Although some tax reformers have placed gross 
imputed rental value at 10 to 12 percent of capi
tal value, it is difficult to support such a figure in 
virtually any affluent suburb under 1973 condi
tions. 

Suppose the $90 or 9 percent gross imputed 
rental assumption is retained but the homeown
er's equity is increased. If the mortgage principal 
is assumed to be as low as $540.625, the value 
of MI decreases to 43.25 and the net imputed 
rental value is increased to O. The additions to 
the tax base under the deduction disallowance 
and the imputed rental income approaches then 
become equal at 65.7S. That is 

MI + PT = 43.25 + 22.50 = 65.75 

IRV - (MI + PT + IN + RM + 0) = 


90 - (43.25 + 22.50 + 2 + 6.25 + 16) = 0 


(When imputed net rental value is 0, the net ef
fect of the imputed rental income approach is to 
disallow MI + PT by offsetting them against an 
equivalent addition to the gross income concept.) 

IN + RM + 0 = 3.75 + 7.50 + 20.3125 = 31.5625 

Under these conditions, the excess of IRV 
over (MI +PT) or 20.125 is less than the sum of 
the additional expense deductions (31.5625) re
sulting in a net imputed rental value of -11.4375 
(20.125 - 31.S62S). This negative result occurs in 
spite of the fact that the interest on the 6-year old 
mortgage is at the relatively low rate of 6.5 per
cent, well below current 1973 mortgage financing 
rates. 

Under this set of assumptions, the disallow
ance of the homeowner deductions would add 
69.875 to the income tax base. By contrast, the 

net imputed rental value approach would add 
only 58.4375 (net imputed rental income of 
-11.4375 plus 69.875, the sum of MI + PT) . 

If the unpaid mortgage principal were cur
tailed to 399.0385, reducing MI to 25.9375, net 
imputed rental value would be increased to 0 and 
the disallowance of deductions approach would 
produce the same addition to the income tax 
base as the imputed rental income approach. 
That is, MI + PT would equal 58.4375 and the 
excess of IRV (90) over the new expenses 
(IN + RM + PT = 31.5625) would exactly equal 
58.4375, so that the net result of the net imputed 
rental value approach under the facts as as
sumed would be to add to the tax base an 
amount exactly equal to the disallowance of the 
two homeowner deductions. 

Importance of the Equity Interest: The pre
vious examples and analysis indicate clearly that 
the imputed income approach produces a 
greater net addition to the income tax base than 
the deduction disallowance method only if the 
homeowner has a substantial equity interest in 
his property. In the general range of situations, 
the mortgage indebtedness still remains too high 
to produce a net imputed rental before the MI 
and PT deductions sufficient to absorb them. 
Thus, the disallowance of the deductions yields a 
larger addition to the revenue base than the full 
fledged imputed rental value approach. 

Table 15 analyzes the role of variations in 
the mortgage debt (with two alternative mortgage 
interest rate assumptions) in modifying the rela
tionship between MI + PT (addition to the in
come tax base under the disallowance method) 
and the excess of gross imputed rental value 
over the other new de.ductions (IN + RM + 0). 

As this table shows, only if the mortgage 
debt is reduced to near 70 percent under a 6 
percent interest rate assumption is the imputed 
rental income approach as productive of revenue 
as the deduction disallowance method. Under 
the 8 percent interest assumption, the mortgage 
would have to be reduced almost down to SO 
percent before the imputed income approach 
adds as much to the income tax base as the de
duction disallowance method. 

The imputed income approach adds a con
stant amount to the tax base regardless of the 
debt or interest assumptions. This result may 
surprise the reader, but the reason for it is ob
vious on reflection. The addition to the income 
tax base under the imputed income approach is 
equal to: 
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Table 15. Tabular Analysis of the Effect of Variations in Mortgage Indebtedness (and Equity 
Interest) on Additions to Tax Base Through (1) Disallowance of Deductions and 
(2) Imputed Rental Value Approach 

Assumption based on $1000 house value; IRV = 90, MI varies as indicated in table , 

PT = 20, IN = 2, RM = 5, D = 18.75 


Excess IRV over "constant expense" 44.25 


(1 ) (2) (3) (4) (5) (6) 
Equity Mortgage Mortgage Addition to Net imputed Addition to 

interest debt interest income tax base rental val ue income tax base 
(M!) under disallowance after all under imputed 

approach deductions income 
(MI + PT) and expenses 1 approach 2 

6% 8% 6% 8% 6% 8% 6% 8% 

50 950 $57 $76 $77 $96 $-12.75 $-31.75 64.25 64.25 
100 900 54 72 74 92 - 9.75 -27.75 
200 800 48 64 68 84 - 3.75 -19.75 
300 700 42 56 62 76 2.25 -11.75 
400 600 36 48 56 68 8.25 - 3.75 
500 500 30 40 50 60 14.25 4.25 
600 400 24 32 44 52 20.25 12.25 
700 300 18 24 38 44 26.25 20.25 
800 200 12 16 32 36 32.25 28.25 
900 100 6 8 26 28 38 .25 36.25 

1000 0 0 0 20 20 44 .25 44.25 

I IRV - (MI + PT + IN + RM + 0) 

2 Figu res in th ese columns equal the Sum of the figure in corresponding interest rate columns (4) and (5). 


(a) (MI + PT) which are in effect erased as creases) by that same x amount; at the same 
deductions to the extent they are absorbed by time, the term IRV - (MI + PT) then decreases 
the new gross income item IRV, plus (or increases) by the same x amount (as does 

(b) the excess, positive or negative, of IRV - the excess of this term over (IN + RM + D)), 
(MI + PT) over IN + RM + D. thus exactly offsetting the change in (MI + PT). 

As MI is increased (or decreased) by an Thus the addition to the income tax base under 
amount x, the term MI + PT increases (or de- the imputed income approach remains constant. 
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Federal Income Tax 
Provisions and Urban 
Homeownership 

By Raymond J. Struyk * 
The Urban Institute 

This paper will review current studies of the 
determinants of the homeownership decision 
with emphasis on their implications with respect 
to the effect of termination or reduction of Fed
eral income tax advantages to owner-occupants. 
No estimates of the change in the actual rate of 
homeownership for particular groups or in the 
aggregate can be made on the basis of existing 
information. Some notion, though, as to which 
groups will be most affected and to the likely re
distribution of homeownership among groups is 
possible. 

Two salient characteristics of the studies 
should be noted from the outset as they define 
the limitations of the analysis presented. First, 
they are econometric studies of the demand for 
owner-occupancy. Not dealt with is the effect 
that owner-occupancy has on the amount of 
services which the owner-occupant provides 
himself from the unit versus that which a land
lord might provide ; nor is the issue of how own
ership affects neighborhood stability or other so
cial aspects considered. While it is clear that 
such aspects of owner-occupancy are important, 
the extent to which they feed back and affect the 
demand for owner-occupancy is much less evi
dent. In the studies reviewed herein, the feed
back effects of supply phenomena are treated as 
being sufficiently small to permit ignoring them 
in the statistical analysis of demand. 

The second characteristic of the studies is 
that they are based on cross-sectional data. In 
such analysis, one assumes a longrun equilib
rium situation. Even dividing the households into 
various family types and life-cycle positions may 
not insure, however, that certain dynamic as
pects of household behavior will be properly 
treated. In both the theoretical and applied anal

• The 	 views expressed are those of the author. Frank de Leeuw 
and Morton Isler provided useful comment on an earlier 
version . 

ysis which follows, the explicitly dynamic as
pects of the tenure decision are neglected. 

The paper is informally organized as fol 
lows. A brief theoretical discussion of the effect 
of certain factors, including Federal tax treat
ment, on the tenure decision is presented. Fol
lowing this, the direct empirical evidence on the 
encouragement to homeownership given by the 
tax advantages is reviewed. In view of the pauc
ity of this evidence, indirect evidence on the 
same issue is marshaled. 

The determinants of household tenure 
choice are essentially the same set as those for 
the demand for housing services of which tenure 
is a single-albeit very important-aspect. From 
studies of the demand for housing services, one 
would expect the tenure decision to depend on 
household type and age, family size, race, in
come, and the price of housing in general and 
owner-occupied housing in particular, the latter 
including price subsidies from Federal income 
tax treatment. 

Figu,e1 

Homeownenhip - Income Relal;OI1 
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The foremost characteristic of the tenure de

cision is its discrete nature: Either the unit is 
owner-occupied or not. Figure 1 a depicts graphi
cally the discrete relationship between home
ownership and income for a given household, 
holding fixed the family characteristics, its pref
erences, and market conditions. Below some in
come level , ki, the household rents; above ki, the 
household is an owner-occupant. Now, if one in
troduces additional households broadly similar to 
the ith except for income (e.g., nonelderly 
married white), two factors act to make the func
tion continuous. First, even among households 
with the same level of income some stochastic 
variation is introduced which effectively makes ki 

a locus of points instead of a single point. Sec
ond, one can allow one or more of the givens, 
such as family size, to vary, and this in turn var
ies the position of ki . The resultant relationship 
is likely to be similar to that shown in Figure 1 b, 
in which the frequency of owner-occupancy 
asymptomatically approaches an upper bound 

947 



x 

(possibly unity) as the household's income be
comes great enough. An important point is that 
over the middle range of incomes we expect the 
tenure decision to be quite sensitive to incre
ments of income. 

Figure 2 

Indifference Curve Analysis of Tenure Choice Decision 
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We can examine the effects which family 
type, preferences for owner-occupancy, and Fed
eral income tax advantages to homeownership 
have on the tenure decision through use of indif
ference curve diagrams. We make use of a slight 
variant of the standard diagram, which can be 
described with reference to Figure 2a. The dia
gram generally depicts the consumption possibil
ities of housing services and all other goods by 
means of the budget lines which are drawn. The 
budget lines are for two households, one (house
hold 2) more affluent than the other (household 
1). 

Although the general relationship is between 
other goods (X) and housing services (H), use of 
two horizontal scales permits us to distinguish 
between owner-occupied and rental services. 
One horizontal scale measures the units of own
er-occupied housing services (Ho); the other 
scale measures units of rental housing services 
(Hr). Separate budget lines are shown in Figure 
2 for owners (0) and renters (R); and each is 
drawn with reference to its own horizontal scale. 
That is, the intercept of the owner budget line on 
the horizontal axis indicates the amount of own
er-occupied housing services he could purchase 
if he spent all its income on these services. 

The households in diagram 2a have no pref
erence for one tenure form over the other, as in
dicated by both the owner and rental scales rep
resenting equivalent quantities of services at 
each point. For example, points at Band B 1, re
spectively, indicate 100 units of rental and own
er-occupied housing. The horizontal scales in 
Figures 2b and 2c, · on the other hand, demon
strate situations in which there is a preference 
for owner-occupied and a preference for rented 
housing services, respectively. Points BB 1 in Fig
ure 2b, for example, indicate that it takes 300 
units of rental housing to offer the equivalent 
satisfaction yielded by 200 units of owner-occu
pied housing. Thus the relative positions of the 

x 

2b 

~----------~----~~----------H
CI BI Hr 
C ~oo B Ho 

200 

x 

2c 
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budget lines indicate the result of both tenure 
preference and differences in the price of hous
ing services by type of tenure. 

Figure 2a shows two budget lines for each 
household, the budget constraint each would 
face if it were an owner (0) and that it would 
face if it were a renter (R). The differences be
tween 0 and R arise here because of the advan
tageous treatment of certain home expenses of 
owner-occupants. The magnitude of these advan
tages depends both on the level of income (tax 
rate) and the quantity of services consumed, ad
justed for the fraction subject to preferential 
treatment for each household. It is this combina
tion of factors which accounts for 0 1 being 
above R1 only when a relatively large fraction of 
income is devoted to housing 1 and for 0 1 bend
ing slightly away from the horizontal axis as it 
approaches it. 2 

Let us now turn to the case in which a sin
gle, moderate income household has a definite 
preference for owner-occupied housing. This is 
the situation depicted in Figure 2b. Again, only 
the budget lines are shown. In this instance, 
though, other factors which affect the relative 
prices of owner-occupied and rental housing, 
such as the availability of single unit structures 
in the overall market, are allowed to enter. For 
simplicity of presentation, the scales of the hori
zontal axes are assumed to be consistently of 
the same units, although this is not a necessary 
restriction . 

At CC 1 the household is indifferent between 
tenure form-that is, it is indifferent between, 
say, 50 units of rental services and 33 units of 
owner-occupied services, because at this partic
ular point the portion of its income devoted to 
housing is the same for both . Simultaneously, of 
course, its preference for owner-occupied hous
ing is satisfied. 

The relative positions of the budget lines 
show that the household will maximize its utility 
by being an owner at all levels of housing con
sumption beyond CC.1 Such preferences for own
er-occupied housing are typical of middle-aged 
husband-wife families, especially those with 
children. 

1 The concavity will also increase as the level of income rises. 
For a discussion and estimates of the magnitude of the Fed

. eral income tax advantages to homeownership , see Henry 
Aaron , "Income Taxes and Housing, " American Economic 
Review, December 1970. 

, For a critic.al evaluation of the advantages of howeownership 
for renters at the lower end of the income distribution, see 
Peter Marcuse, " Home Ownership for the Poor: Economic 
Implications for the Owner/Occupant," (Washington, D.C.: 
The Urban Institute, 1971). 

Preferences for rental housing as typically 
associated with unrelated individuals and very 
young families are depicted in Figure 2c. In this 
case the pecuniary advantages of ownership do 
not offset the preferences for rental tenure until 
a greater quantity of housing is consumed than 
was the case in Figure 2b, i.e., DO 1 is to the right 
of CC.l In brief, the relative positions of the 
owner and renter budget lines reflect the trading 
off of pecuniary advantages against household 
preferences. For some family types (like those in 
2b) the preferences and pecuniary advantages 
are in the same direction, so that rental tenure 
dominates ownership over only a small portion 
of the entire possibility set. 

x 
2d 

BI 
--------------------------~~~-Hr 

250 B 
--------------------------~2~0~0---Ho 

Finally, Figure 2d shows the equilibrium 
consumption of housing services and tenure 
choice for a single household which has a mod
est preference for ownership. As drawn, the 
household chooses to be an owner-occupant. 
Clearly, though, a counterclockwise rotation of 
the indifference curve would both switch the ten
ure choice and reduce the quantity of housing 
services consumed. 

The above discussion makes two important 
points for the problem at hand. First, the elastic
ity of demand for owner-occupancy with respect 
to both income and price should differ by fam ily 
type. Second, the effects wh ich Federal income 
tax advantages have on the tenure decision are 
appropriately price effects, altering the relative 
price of owner-occupied housing vis-a-vis rental 
housing and other goods. 

Unfortunately, the direct evidence on the 
magnitude of the tax subsidy price effect is very 
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limited. Only two direct estimates are available. 
The first of these was made by David Laidler 
using cross-sectional data for several cities; the 
unit of observation was the Census tract. 3 Laid
ler estimated the price elasticity of the quantity 
of housing services purchased indirectly from 
separate income elasticity estimates of the quan
tity of services purchased by owners and rent
ers. The subsidy price elasticity of owner-occu
pied housing services is estimated to be 
between - 1 and - 3, certainly consistent with 
estimates of the overall price elasticity of de
mand for owner-occupied services. 4 

The second direct estimate is from a study 
by Struyk of the tenure choice of individual 
households in the Pittsburgh SMSA which disag
gregated households into six classes, four hus
band-wife types distinguished by age of head, 
other families, and unrelated individuals." Sev
eral specifications of the effective price subsidy 
afforded by Federal tax treatment were experi
mented with for each household type in models 
in which variation in tenure choice associated 
with income and family size and composition had 
already been controlled for. The, results were 
generally disappointing as a significant relation 
between only one price subsidy variable specifi
cation was established for two family types. The 
subsidy-price elasticity of ownership at the mean 
for husband-wife households with heads under 
age 30 and age 30-44 were .470 and .038, re
spectively. These were the two household types 
which (as detailed below) also exhibited the 
greatest income elasticities of tenure choice. 
One limitation of these estimates, though, is that 
the one subsidy measure which did yield signifi
cant results is not an unambiguous measure of 
the subsidy. Thus, the direct evidence on the 
price subsidy effect on tenure choice is meager 
indeed. 

Given this situation, we shall attempt to 
make some inferences as to the effect of tax 
subsidies on the homeownership decision by ex
amining the income sensitivity of the ownership 
decision of various household types, of which 
defensible empirical estimates do exist. Implic
itly, it seems evident that households whose ten
ure decision is sensitive to income changes will 
likewise be sensitive to price changes that di 

3 David Laidler, The Income Tax Incentive to Owner-Occupation 
of Housing (Chicago: The University of Chicago, unpublished 
Ph.D. dissertation, 1964). 

• See, 	 for example, Frank de Leeuw, "The Demand for Housing: 
A Review of the Evidence," The Review of Economics and 
Statistics, February 1971 . 

5 	R. Struyk assisted by S. A. Marshall, "The Determinants of 
Household Home Ownership," Urban Studies, Vol. II, 1974, 
pp. 289-99. 

rectly effect their real purchasing power. Stated 
differently, the total price effect is comprised of 
substitution and income components which, for a 
superior good like owner-occupied housing, will 
produce changes in demand in the same direc
tion. Whether the income effect alone offers a 
useful approximation to the total subsidy price 
elasticity depends both on the magnitude of the 
substitution effect and on its variance across 
household types. It might be that the price sub
stitution effect is small; this could be the case if 
households view the subsidy as an increment to 
income rather than a price reduction. Such an 
"income view" is already encouraged by the 
lump-sum payment of the subsidy which occurs 
when the income tax return is prepared. A small 
substitution effect would, of course, be consist
ent with the inability to quantify the effect of the 
subsidy treated as a price reduction. In, the fol
lowing the assumption is that the ordering of 
subsidy sensitivity among household types is the 
same as ordering of income effects. 

Two recent estimates of the income elastic
ity of demand for owner-occupancy are reviewed 
here, those for Pittsburgh households mentioned 
previously and those for a sample of 39 cities. 
Both sets of estimates are cross-section esti
mates for 1970 and are based on various Census 
data. The sample household type breakdown 
listed earlier was used in both studies, 

In studying the tenure choice of households 
in a single housing market like Pittsburgh, the 
advantage is that the broad market parameters 
-the price per unit of housing service, struc
tural types available, and so forth-are the same 
to all households and are, therefore, held fixed. 
At the same time, the resultant estimates depend 
on the characteristics of the market itself. Table 
1 presents point income elasticities of the de
mand for owner-occupancy by household type 
for white Pittsburgh households. "Income" in 
these estimates consisted of measures of both 
current and an estimated permanent household 
income. Several income variables were fre
quently included in the models to approximate 
the nonlinear income-tenure choice relation 
noted earlier, 

The point elasticities in the table clearly dif 
fer by family type, and they exhibit three distinct 
patterns. For younger husband-wife families, the 
elasticities are extremely high at low levels of in
come and steadily decline at higher income lev
els. For the two older husband-wife family types 
and primary individuals, the elasticities increase 
and then decrease as income rises; for primary 
individuals, the elasticity actually becomes nega
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tive at the highest income levels. The income 
elasticity for non-husband-wife families increases 
over the entire income range. 

While these estimates of the household in
come-tenure relation are of interest, they may, 
as noted, depend on some unique features of the 
Pittsburgh housing market. The cross-city esti
mates allow various market factors to vary and 
interact with the income demand for owner-occu-

Table 1. Elasticities of Tenure Choice with 
Respect to Income for White Pittsburgh 
Household Types at Selected Income Points n 

Family Type Income b 

$4,000 $8,000 $12,000 $16,000 $20,000 

Husband-Wife Families 
1. 	 Head under 

age 30 1.90 1.1 9 .786 .555 .424 
2. 	 Head age 

30-44 .847 .700 .576 .464 .331 
3. 	 Head age 

45-65 .170 .183 .211 .222 .163 
4. Head age 65 .112 .141 .154 .136 .091 

Other Families .091 .168 .232 .268 .335 
Primary Individual .237 .269 .189 .014 -.276 

n Elasticities are total elasticities of all income terms. 

b Income shown In column heads is current income. The 
permanent income corresponding to the current in
come for each family type was calculated separately 
and used for permanent income variables. 

Source: R. Struyk with S. A. Marshall, "The Determinants 
of Household Home Ownership," op. cit. 

pancy. Although the estimates are based on ag
gregate data, the underlying model represents a 
rigorous aggregating over the theoretical individ
ual household tenure choice-income relation. 
Thus the estimates have a direct relation to indi
vidual household behavior.6 

Table 2 displays the elasticities at mean in
come and point elasticities at $4,000 income of 
tenure choice with respect to income by house
hold type by race. Only one point elasticity is 
shown, since the form of estimated model yields 
elasticities that will decline steadily and linearly 
as income rises. There are appreciable differ
ences between the races in the mean elasticities, 
with those for black households being larger for 
five of six family types. These differences are, 
however, frequently due to differences in aver
age income levels between blacks and whites. 
For the younger husband-wife family types, the 

• For 	 details see R. Struyk with S. A. Marshall, "Income and 
Urban Home Ownership," The Review of Economics and Sta
tistics, Vol. 56, February 1975. 

point elasticities are quite close between races; 
for the other family types, blacks display sub
stantially greater elasticities. For policy pur
poses, though, the mean elasticities which sum
marize the existing situation should be 
emphasized; and these indicate a greater income 
sensitivity on the part of blacks. 

The above estimates do not provide the 
basis for making any quantitative statements as 
to the extent which homeownership might be re
duced by the termination of the favorable Fed
eral tax treatment of some ownership-related ex
penses and imputed rent. They do, however, 
allow us to suggest which groups would be the 
most affected by the likely overall reduction in 
homeownership which would accompany termi
nation of the favorable treatment, based on the 

Table 2. Elasticities of Owner-Occupancy 
with Respect to Income by Race, Based on 
39-City Cross Sectional Study 

Family Type White Householder Black Householder 
Income = Mean Income = Mean 

$4000 Income $4000 Income 
Husband-Wife, Head 

Under age 30 1.44 .493 1.05 .431 
Age 30-44 .875 .220 .887 .289 
Age 45-65 474 .110 .541 .184 
Over age 65 .126 .050 .511 .312 

Other Families .513 .212 1.02 .688 

Primary Individuals .115 .078 .400 .396 

All Households .189 .269 

Source: R. Struyk assisted by S. A. Marshall, "Income and 
Urban Home Ownership," op . cit. 

income elasticities for owner-occupancy just re
viewed. There are three, non-mutually exclusive 
groups which would probably be the most ad
verselyaffected: 

1. Husband-wife families with heads of the 
house under age 45 and non-husband-wife fami
lies. 

2. Households (of all six family types) with 
low to moderate incomes. 

3. Households headed by blacks in hus
band-wife families with head over age 44 and in 
non-husband-wife family types. 

While membership in two or more of these cate
gories may increase the income-sensitivity of 
demand, it is not necessarily so; thus these 
groups should be thought of independently. On 
balance, then, there is a likely reduction in and 
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redistribution of homeownership away from 
younger families, those with low to moderate in
comes, and some blacks. It may be that the 
probability of owning a home at some point in 
their lives will not be diminished for some 
households, but they may end up purchasing 
later in life as their income and preference for 
owner-occupancy become greater. 

Finally, some notion of the magnitude of the 
groups that may be most adversely effected is 
available from Table 3, which displays the distri
bution of owner-occupants by family type. About 
one-third of all owner-occupants are in hus
band-wife households with heads under 45, and 
another 11 percent of owner-occupants are in 
non-husband-wife families. Only about 6.6 per
cent of all owner-occupant households are 
headed by blacks, but of these, nearly two-thirds 
are in households with high income elasticities 
of demand for owner-occupancy. The accounting 
below shows the percentage of current metropol
itan area owner-occupants with low annual in
comes (below $5,000) and moderate incomes 
($5,000-$10,000) by race in 1970: 

All Black-headed 
Households Households 

Low income 16.0 30.2 
Moderate income 25.2 34.0 

In short, all three of the groups which would be 
primarily affected by the tax premium repeal 
contain a substantial proportion of current home

owners; cumulatively they represent over half of 
all homeowners in metropolitan areas. 

As a necessary caveat, the reader is warned 
again that the assertions just made are subject 
to the limitations of the studies upon which they 
are based, which were set forth at the outset of 
this paper. Also, all of the findings are based on 
quite indirect observation-that is, we have not 
been able to observe the behavior of households 
confronted with different income tax provisions 
as regards homeownership. 

Table 3. Distribution of Owner-Occupant 
Households by Race by Family Type 
(Percent) in Metropolitan Areas, 1970 

All Households Black-Headed 
Households 

Family Type Percent Number Percent Number 
(000) (000) 

Husband-Wife, Head 98.2 20,417 66.9 1,221 
Under age 25 1.8 457 1.7 31 
Age 25-34 3.5 3,519 11.0 200 
Age 35-44 19.0 4,956 17.0 311 
Age 45-65 34.0 8,878 29.0 529 
Over age 65 9.9 2,607 8.2 150 

Other Families 10.9 2,858 21.4 391 

Unrelated Individuals 10.8 2,813 11.7 213 

Total 100.0 26,089 100.0 1,826 

Source: U.S. Bureau of the Census, Census of Housing, 
1970 Metropolitan Housing Characteristics Final Report 
HC(2)-1 , United States and Regions, Tables B-7 and 
B-17. 
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Housing and Federal 
Taxation: Costs and 
Effectiveness 

By Housing Policy Staff 

Urban Systems Research & Engineering, Inc. 


Overview: Tax Policies and Housing 
Introduction 

There are a wide variety of Federal tax laws 
and tax provisions that affect the housing mar
ket. These provisions have important impacts on 
such diverse features as the rate of homeowner
ship across income classes, the rate of return on 
housing investments, the amount of investment in 
housing, the rate of residential suburbanization, 
and the distribution of income, both across in
come levels and according to race. For example, 
tax incentives favoring homeownership constitute 
a substantial reduction in the price of owning 
relative to renting, especially for high income 
households. This in turn increases the demand 
for single family structures. Since these can be 
most cheaply provided in more suburban loca
tions, the tax laws have been one among many 
factors encouraging suburbanization in the post
World War II period. 

Assessing the effects of tax laws on the 
housing market therefore requires that a broad 
range of decision processes be analyzed, includ
ing how households, investors, and financial in
termediaries behave. In each case the several ef
fects of tax policies on incentives must be made 
explicit. Evaluating a set of multidimensional out
comes is a familiar problem for many public sec
tor budgeting decisions. The discussion below is 
organized around a matrix which delineates the 
several principal tax provisions along one dimen
sion, and the several principal outcomes or influ
ences felt in the housing market on the other. 
Evaluating the effects of any given tax policy re
quires that these different types of outcomes be 
evaluated. In some cases a particular tax provi
sion or policy may partially or totally counteract 
the effects of other policies; in other instances 
the provisions may be complementary and mu
tually reinforcing. 

The following are the principal outcomes of 
Federal tax laws: 

• 	 Tenure mix. 
• 	 Income redistribution: Via changes in 

prices to households as consumers and by 
altering opportunities for wealth accumula
tion. 

• 	 Spatial pattern of urban development. 
• 	 Age distribution and quality of the hous

ing stock, by altering rates of return on 
new construction versus maintenance and 
rehabilitation. 

• 	 Forgone Federal tax revenues. 

No explicit statement of national objectives 
exists which permits a complete and objective 
evaluation of the tradeoffs between the many 
outcomes listed above. Most analysts regard our 
progressive income tax and the various pro
grams that provide goods in kind or cash pay
ments to poorer households as testimony that re
distributing income in favor of the poor is a 
national objective. However, when actual Federal 
tax payments as a share of income are related 
to .gross income, it is revealed that the burden of 
the tax laws on the rich is much less than might 
be supposed, given the very progressive mar
ginal tax rates. A variety of tax shelters exists 
that provide relief for middle and upper income 
households, of which the capital gains tax provi
sions are the largest. In addition, there are many 
Federal programs that have a regressive (or, at 
best, neutral) effect on the distribution of in
come. Thus, while the income tax laws and other 
transfers in kind suggest that a policy of trans
ferring income so as to reduce income equality 
is a "national objective," it is clearly a policy 
whose objective is only limited redistribution. 
Making a quantitative estimate of society's pref
erences for differing levels of income redistribu
tion is hazardous. 

There is even less basis for .judging what 
society prefers with respect to the other out
comes listed above. There is no explicit refer
ence to homeownership as a national goal. Nor 
does the National Housing Policy elucidated in 
1968 of a " decent home for everyone" (or ear
lier, in the 1949 Housing Act) make reference to 
the necessity to replace old housing with new; 
housing objectives were described in terms of 
housing "quality," which is hardly synonymous 
with age. Finally, no stated national policies fa
voring more (or less) suburbanization are evi
dent. Many public policies exist that affect loca
tion patterns, with some encouraging and others 
discouraging residential dispersal. These hardly 

.. , ----- ----..-, ............ ~.... -- --<
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can be viewed as implying a clear national 
objective. In short, the appropriate social welfare 
function to continue these many effects is not 
apparent. Accordingly, in the discussion below 
no attempt is made to combine numerically the 
several effects of tax laws into a single welfare 
measure. 

A Review of the Major Tax Provisions 

There are several major provisions of the 
Federal tax laws that affect the housing markets. 
These are briefly explained below. (A more com
prehensive discussion of each of these is made 
in subsequent sections of the report.) 

Tax Treatment of Homeownership: The Fed
eral tax laws provide specific benefits for home
owners through: 

1. Deduction of mortgage interest and real 
property. 

2. Forgoing taxation on "imputed rent" 
earned by homeowners. 

3. Forgoing of capital gains taxes on 
homeowners' equity. 

The first tax provision is familiar to most 
homeowners through its importance as an item
ized deduction on their income tax forms. The 
concept of imputed rent is less familiar to its 
beneficiaries because it need not be explicitly 
calculated, but is no less important. A home
owner has an investment in his house, which, if 
he rented it to someone else, would yield a taxa
ble income. By being both landlord and tenant, 
the homeowner avoids this tax on his home's 
rental value. This gives him an important advan
tage over the renter with equivalent assets in 
taxable investments. Forgoing taxation of capi
tal gains when a residence is sold-as long as 
another house of equal or greater value is 
bought-also constitutes a substantial subsidy. 
Few financial investments enjoy this advantage 
-that capital gains taxes are not paid when the 
asset is sold. The rationale for this provision is 
that many sales of residences are induced by 
job relocation or other events that cannot be an
ticipated or avoided. However, the net effect of 
this provision of the tax laws is to allow home
owners to defer capital gains taxes well past the 
peak point in their life cycle of marginal tax 
rates. 

The effect of these tax advantages of own
ing is in effect a price subsidy, which increases 
the demand for owning relative to renting; the 
magnitude of the impacts will depend on the de

mand elasticity and the nature of supply respon
ses. These are discussed below. 

Depreciation Allowances for Rental Property 
and Capital Gains Taxation: All capital asset 
holders are favored by the tax laws to the extent 
that depreciation allowances exceed the market 
rate of depreciation of the asset in question. 
Rental residential properties are no exception. 
As with most types of capital assets in an infla
tionary environment, depreciation schedules for 
many rental properties for tax purposes exceed 
market depreciation rates. This is most likely to 
occur when using accelerated depreciation but 
also may occur when using more conservative, 
straight line methods. The advantage to investors 
of fast depreciation lies in the ability to forgo 
taxes until the date of sale, and in the lower tax 
rates for capital gains. 

The Tax Reform Act of 1969 provides for 
somewhat different depreciation procedures for 
different types of real estate investments (Sec
tions 167 and 1250). · New rental housing can be 
depreciated by 200 percent declining balance, 
compared with 125 percent for existing housing. 
This encourages new construction. In each in
stance, a limit is placed on the tax savings asso
ciated with accelerated depreciation by the "re
capture" provision; this requires that capital 
gains arising from using accelerated versus 
straight line methods be taxed as ordinary in
come if the asset is held less than 100 months. 
This discourages rapid turnover in the rental 
capital stock purely to take advantage of capital 
gains taxes. 

Analogous to the case of homeownership 
tax shelters, the above tax provisions regarding 
depreciation reduce the price of renting. Since 
the average income of renters is below that of 
owners, this tax provision primarily benefits 
lower and middle income households. If the rate 
of return on investment is increased, benefits will 
accrue to investors as well. Those investing in 
rental structures tend to be in the upper portion 
of the income distributions. Analyzing how rates 
of return on investments are affected requires 
that an analysis be made of how the capital mar
kets operate. It will be argued below that any 
major effects on rates of return are unlikely. 

Subsidies to Lending Institutions and Indi
viduals: A wide class of financial institutions or 
intermediaries is affected by the Federal tax 
laws. The most celebrated tax shelter is that af
forded real estate investment trusts. Real estate 
investment trusts are essentially mutual funds in
vesting in mortgages and equity in real estate; 
they are exempt from corporate income taxes if 
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90 percent of the income is distributed. This 
makes the tax treatment of income equivalent to 
that earned by an individual or partnership. 

Mutual savings banks and savings and loan 
associations also enjoy tax benefits by being 
permitted excessive bad debt reserves in calcu
lating profits. As noted below, because these fi
nancial markets in which thrift institutions partici
pate are essentially competitive, the principal 
effect of these tax provisions is to reduce the in
terest rates at which mortgage loans are made, 
and to increase the volume of loans. 

A Summary of the Impacts 

The Federal tax laws essentially alter market 
prices or incentives to which households, lend
ers, and investors respond. Assessing the impact 
of the tax laws on the housing market requires 
an analysis of how these several types of deci
sionmakers are affected. This analysis is made 
complicated by the fact that many types of mar
kets are involved. To develop satisfactory empiri
cal estimates requires detailed models of hous
hold consumption and investment decisions, 
models of the behavior of lending institutions 
and the financial markets in which they operate, 
and a model of the adjustments in the housing 
stock itself to changes in prices and mortgage 
markets. The housing stock varies dramatically 
throughout space in a metropolitan area, and is 
properly considered the aggregation of a great 
many individual, interrelated submarkets. Analyz
ing how the stock changes really entails analyz
ing how all these submarkets adjust. Determining 
the effects of tax laws on location patterns 
implicity involves a model of metropolitan de
velopment which explicitly treats the location 
and tenure decisions of households and the de
cisions by housing suppliers in various submar
kets. Completely satisfactory models of this sort 
are not available. Lacking satisfactory models of 
these several market processes limits the extent 
to which empirical estimates can be made of 
some of the tax provisions. 

An assessment of the impact of Federal tax 
laws on the housing market can be subdivided 
into that of analyzing several broad classes of 
decisionmakers. Because these groups partici
pate in markets which are interrelated, there 
necessarily remain some areas of overlap. The 
beginning point is to consider how households 
behave as consumers, reacting to the prices of 
owning or renting. As noted, the tax laws affect 
both owners and renters. In the latter case, the 
effect is indirect, because investors holding the 

rental stock establish rents. This is the second 
group of decision makers affected. The critical 
question is, of course, whether rental markets 
are competitive; if so, any change in costs (e.g., 
due to depreciation procedures) is passed on in 
the form of rent changes. The third class of ac
tors is lending institutions. In this instance the 
issue is how much will be lent at differing inter
est rates and to what types of borrowers. The 
tax laws have two impacts on lenders; the de
mand for credit is altered (e.g. by homeowner
ship tax advantages), and the cost of lending is 
affected by the tax treatment of the lending insti
tution itself. Again, the critical questions involve 
whether the lending institutions operate in a 
competitive market. 

All of the above actions by households, fi
nancial institutions, and those who have invested 
in the capital stock could be viewed in a static 
context, i.e., in a very short period in which the 
residential capital stock is "fixed." This is a use
ful pedagogical point of view since the residen
tial capital stock is very durable, long-lived, and 
changes only very slowly. Demand changes tend 
to occur more rapidly than supply adjustments, 
leading to changes in prices or rents. Units in 
short supply in particular markets will be bid up 
in price, and vice versa. That process by which 
prices change will involve households, financial 
intermediaries, and the owners of the existing 
stock, as noted above. Over a period of years, 
however, these changes in prices or rates of re
turn to those owning the stock, of either single 
family or multifamily structures, will induce con
struction and other changes in the stock. These 
supply changes will tend to equalize rates of re
turn to investors. These stock adjustment proc-
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esses have long lags, and are the most difficult 
to forecast reliably. 

Figure 1 summarizes in very simple fashion 
these interrelationships in a single flow diagram. 
The diagram is oriented in terms of fixed hous
ing stocks, whose prices are determined at each 
point in time by decisions by households, mort
gage lenders, and suppliers. Prices will be deter
mined by, and determinants of, household 
decisions. The dotted line denoting changes in 
supply in response to market prices is intended 
to denote a lagged adjustment process. This flow 
diagram is only intended as a pedagogical de
vice, and is hardly suited to represent all the in
terrelationships or adjustment processes over 
time. For example, it does not illustrate any of 
the interrelationships between geographic sub
markets, which are really at the essence of the 
stock adjustment process on the supply side. 

the amount of housing consumed will be af
fected. The detailed analysis below of the effects 
of tax provisions for homeowners on the tenure 
choice essentially employs this procedure; esti
mates of the effects on tenure and type of hous
ing chosen are based on econometric estimates 
of household demand functions. 

The tax laws reducing the price of owning 
relative to renting have both direct and indirect 
effects on the distribution of income. Homeown
ing is a superior good with a significant positive 
income elasticity. It therefore bestows its biggest 
benefits on higher income households. Estimates 
of income redistribution effects can be made by 
determining the changes in tenure choice and 
expenditures across income classes. 

In addition, homeownership in the postwar 
period has proven to be a lucrative investment 
due to the general inflation in property values 

Table 1.1 Summary of Tax Impacts on the Housing Market 

Tax Provisions Tax Shelters to Financial 
Home Accelerated Intermediaries 

Housing Ownership Depreciation Real Estate 
Market Tax for Rental Thrift Investment 

Outcomes: Shelters Property Institutions Trusts 

1. 	 Tenure Mix: Increases rate of Reduces rate of Small effect favoring Small effect 
homeownership homeowner ownership favoring renting 
by 5-7 percent slightly 

2. Income Redistribution : 
a. 	 households as Regressive income Progressive income Small regressive Small progressive 

consumers transfer transfer transfer transfer 
b. 	 wealth accumulation Regressive income Very regressive Negligible Small transfer to 

transfer income transfer very wealthy 

3. 	 Spatial Pattern of Small effect encour- Encouraged central- Negligible Negligible 

Urban Development aging residential ization in post-


dispersal 	 World War II ; 
cu rrent effects 
negligible 

4. 	 Age Distribution and Negligible Favors new Negligible Negligible 

Quality of Housing construction over 

Stock existing units 


The discussion below summarizes the infor and the freedom from taxation on capital gains 
mation available on the effects of the various tax represented by the increase in market values of 
instruments using this general framework. The a person's home. Those households able or in
best approximation of the empirical magnitudes clined to invest in a 	home have therefore en
is indicated where possible. The following matrix joyed a large increase in financial net worth.
(see Table 1.1) provides a summary of the quali Among lower and middle income households,tative impacts of 	various tax provisions. More 

homeowners' equity is a major component of fidetailed discussion of these outcomes follows. 
nancial asset holdings for those households who Homeownership Tax Shelters: The principal 
are 	 owners. The survey of consumer financeissue in assessing the longrun effects of the tax 
conducted by the Federal Reserve Board in 1963 relief provided homeowners is to estimate how 
revealed that housing equity was the single largthis affects the demand of housing. The tax is 

conceptually equivalent to a price subsidy or est type of financial holding for households with 
negative excise tax. Both the tenure choice and incomes below $15,000. 
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The tax provIsions favoring homeownership 
have particular effects on black households. Be
cause of the existence of widespread discrimina
tion in urban housing markets, large numbers of 
black households are confined to central city 
ghetto locations. A principal characteristic of the 
housing stock in these areas is the preponder
ance of multifamily structures particularly un
suited for resident ownership. A dispropor
tionately large portion of black households 
residing in ghettos are renters. Thus, black 
households are deprived of enjoying some of the 
benefits of tax laws favoring ownership because 
of the unavailability of single family structures in 
the ghetto, and the high costs of entry into sub
urban submarkets. A second-order effect is that 
the opportunity to accumulate financial assets is 
much curtailed. 

In the short run, the effects of homeowner 
tax treatment may differ from the longrun effects 
because of the time lags involved in altering the 
housing stock. For example, in the immediate 
postwar period there existed a shortage of single 
family structures, given the increased demand 
for such housing associated with rising birth 
rates, mortgage guarantees, rising incomes and 
high levels of financial wealth, and the tax in
centives for ownership. Similarly, the location of 
existing housing was hardly suitable, given the 
above factors, which tended to increase the de
mand for more dispersed locations, and given 
employment dispersal and development of urban 
highway systems, which also added to incentives 
for suburbanization. Thus the introduction of sig
nificant tax incentives favoring single family, 
owner-occupied housing probably affected the 
types of housing consumed and the spatial pat
tern of urban housing development over a period 
of many years. Virtually no empirical research 
has been done on housing supply elasticities, es
pecially in the short run, and hence the nature of 
these lagged adjustment processes is uncertain. 
The tax laws, however, were one factor contrib
uting to dispersal in the postwar period. 

While there is no pent-up demand for single 
family structures remaining that can be attrib
uted to the tax laws, any significant change in 
tax provisions would again introduce a gradual 
stock adjustment process. For example, changes 
in the tax laws inducing a big shift in tenure 
would in the short run create shortrun gains and 
losses to investors in the existing capital stock. 

The development of condominiums is in
creasing the number of residents of multifamily 
structures who are owner-occupants. Neverthe
less, most households who are owners will also 

be residents of single family structures. Accord
ingly, retention of existing tax shelters for home
ownership will continue to constitute a small en
couragement of residential dispersal. While 
rental units are increasingly available throughout 
the metropolitan area, most Single family units 
are in suburban locations. 

Accelerated Depreciation: Many of the same 
general issues are raised in assessing the effects 
of accelerated depreciation for rental properties. 
Again, important assumptions must be made on 
the supply side in order to distinguish between 
longrun and shortrun impacts. 

In assessing the longrun impacts, the impor
tant simplifying assumptions are those of perfect 
capital markets-that is, the rate of return on . 
rental real estate investments is not influenced 
by the tax provisions. This implies that savings 
are channeled to investments such that differ
ences in rates of return in different types of in
vestments only reflect differences in risk or vari
ability of returns. This implies that the supply of 
funds available for any type of real estate invest
ment instrument is therefore perfectly elastic. 
Second, as in the case of single family struc
tures, the supply curve for rental properties is 
perfectly elastic in the long run. Accordingly, a 
change in tax laws affects the price at which 
rental housing is offered, but not the financial 
rate of return. These changes in rents in turn af
fect the tenure mix and the types of structures 
consumed. Assessing the longrun impact there
fore involves knowing the demand elasticities. 

The income redistribution effects of acceler
ated depreciation are twofold. Renters enjoying 
lower prices for rental property tend to be 
poorer than owners on average. On the other 
hand, the advantages of accelerated depreciation 
and capital gains taxes increase with income, 
and hence it is to be expected that real estate 
investments are especially favored at the high 
end of the income distribution. Investors in resi
dential properties therefore tend to be from 
among the highest income groups (though vir
tually no data exist on the magnitudes involved). 
To the extent that "unanticipated" capital gains 
are associated with owning rental real esfate, a 
greater volume of rental property (associated 
with the tax shelters which lowered rents) will 
result in greater financial wealth for that seg
ment of the population making the investment. 

There is virtually no effect on spatial devel
opment patterns associated with rental tax provi
sions at present because rental properties are 
now widely dispersed throughout metropolitan 
areas. As noted above, this was not true in the 
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early postwar years since rental properties 
tended to be quite spatially concentrated. In the 
short run, of course, changes in tax laws may 
yield quasi-rents (either profits or losses) to cer
tain owners of the rental capital stock, in sub
markets where the supply cannot be quickly 
adapted to changes in rates of return. 

A small incentive favoring new construction 
over existing structures arises from the different 
depreciation provisions of new versus used 
units. Since new units can be depreciated at a 
faster rate, either prices will be lowered, vis-a
vis older but comparable units, or investment 
rates of return will differ. The latter is unlikely, 
given relatively perfect capital markets. The tax 
advantage for new units tends to encourage 
more entry or construction; this greater supply in 
turn influences market rents for new versus older 
units. 

A greater supply of newer units tends to re
duce prices and equalize rates of return. Thus, 
the effects of the tax laws on the mix of units by 
age level depends on the magnitude of the ef
fects of the tax differential on rents and the de
mand functions for new versus older units. The 
latter determines how many new versus older 
units will be consumed at different relative 
prices. 

Tax Shelters to Financial Intermediaries: In 
the case of tax subsidies to different types of 
mortgage lenders, one additional factor must be 
considered-the rate at which flows of funds re
spond to changes in rates of return associated 
with particular tax provisions. Since financial 
capital transactions costs are generally small 
and capital is relatively mobile, the assumption 
that the supply of funds is virtually perfectly 
elastic at prevailing rates of return is not a bad 
approximation, even in the relatively short run. 
Much of the capital market relevant to the mort
gage lending sector is also perfectly competitive, 
with many "sellers." For example, there are 
large numbers of thrift institutions. This competi
tive market environment implies that the tax ad
vantages of saving and loan associations and 
mutual savings banks are passed on to consum
ers in the form of lower cost mortgages. Again, 
a determination of the elasticity of housing de
mand with respect to interest costs provides the 
basis for estimating the longrun effects of tax 
laws on the housing market. As before, the sup
ply responses in the short run may differ from 
those in the long run because of the lags in add
ing to or changing the capital stock in response 
to a change in demand. 

The effects of these interest rates changes 
on the tenure mix, or income distribution, are 
modest because the interest rate changes in
volved are not large. Because the savings and 
loan industry is competitive, equity holders 
within that industry are not enriched by the tax 
shelters. 

In the case of real estate investment trusts, 
the effects of tax laws on wealth accumulation is 
less clear. These tax provisions are largely a 
shelter for wealthy individuals. The assumption 
of perfectly elastic supply curves for investment 
funds is less tenable; thus, changes in the tax 
laws may alter rates of return to investors (as 
well as rents on these properties to households 
in residence) and hence the distribution of 
wealth. At the same time, many of the tax advan
tages of real estate investment trusts are also 
available through limited liability partnerships. 
Changes in tax provisions regarding the former 
may lead to changes in the amounts of funds 
channeled into the mortgage market by the latter 
type of financial instrument. 

Homeowners' Tax Deductions 
This section will analyze in some detail the 

effects of three specific benefits to homeowners 
of the Federal personal income tax structure: 

1. The deductibility of mortgage interest and 
real property taxes; 

2. The exclusion of net imputed rent from 
taxable income; and 

3. The forgoing of capital gains taxation 
of homeowner's equity. 

The following conclusions are drawn from 
the ensuing analysis. 

1. The impact of the tax benefits on the dis
tribution of income is large and substantially re
gressive, with direct benefits accruing principally 
to upper income homeowners; 

2. The subsidies have played a significant 
role in determining housing tenure choice in the 
United States and explain a significant portion of 
the historical trend toward increased ownership 
evident since World War II; 

3. Since the tax shelters constitute only a 
small portion of the total price of housing, the 
effects of the subsidies on the aggregate stock 
of housing has probably been considerably 
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smaller than was once believed. Increased con
sumption of housing on the part of low income 
households as a result of the subsidies has been 
negligible; and 

4. The subsidies have contributed signifi
cantly to observed postwar trends toward decen
tralization in the residential location of urban 
households. 

Distribution of Income 

The impact of the tax benefits on the distri
bution of income is large and substantially re
gressive, with direct benefits accruing principally 
to upper income homeowners. Most of the re
gressivity is due to the progressivity of marginal 
tax rates and the nature of the subsidy. Subsi
dies enacted as deductions or exclusions are 
worth more to higher than to lower income 
households. A deduction of $1,000 in mortgage 
interest is "worth" $700 in tax savings to a 
household with a $100,000 income and a 70 per
cent marginal rate. The same deduction is worth 
only $140 to a household with a $7,000 income 
and a 14 percent marginal rate. This effect is 
compounded by the fact that many lower and 
middle income families find that total itemized 
deductions only marginally improve upon the re
cently increased standard deduction. Their taxa
ble income is reduced only to the extent that 
mortgage interest and property tax deductions 
raise total itemized deductions above the "stand
ard" level. Poor households with exemptions and 
deductions (whether itemized or standard) al
ready sufficient to reduce their taxable income to 
zero receive no subsidy at all. 

The latter point renders published I.R.S. 
data (Statistics of Income, Individual Income Tax 
Returns) insufficient for estimating first order dis
tributional effects. Accurate estimates require ex
tensive analysis of disaggregated tax return data. 
Although net imputed rent by income bracket 
can be estimated fairly easily, its effect on tax 
liabilities again depends upon detailed tax file in
formation. Undoubtedly the best data base in ex
istence for such estimations is the Brookings 
Merge File, which combined information on 
30,000 families and single persons included in 
the 1967 Survey of Economic Opportunity con
ducted by the Census Bureau with a file contain
ing full information from 90,000 Federal individ
ual income tax returns for 1966.1 Table 2.1 

1 Pechman, J. and B. Okner. "Individual Income Tax Erosion by 
Income Classes." The Economics of Federal Subsidy Pro
grams. Part I. Joint Economic Committee, 1972, pp. 13-40. 

presents estimates of direct aggregate benefits 
accrU;;'lg to households by total income bracket 
that result from the exclusion of net imputed rent 
and from the deductibility of real estate taxes 
and mortgage interest. Estimates are computed 
using the Brookings file updated and are based 
on the Revenue Act of 1971 applied to 1972 
incomes. 2 

Attacking the question of distributional im
plications from a slightly different angle, Aaron 
has examined the impact of the full subsidy on 
gross rents (what the homeowner would be re
quired to report if he were treated like other 
businesses, i.e., net rent plus mortgage interest, 
property taxes, maintenance expenses and de
preciation.) (See Table 2.2) 3 Aaron estimates the 
full subsidy as a percent of gross rent for five 
marginal tax rates under three plausible assump
tions. Overall the results suggest that tax bene
fits reduce the price of homeownership from 
10-15 percent. 4 

Tenure Choice 

The three special tax provIsions under con
sideration affect consumers in three ways. First, 
homeownership is cheaper relative to renting 
than it would be in the absence of the subsidies. 
Second, the after-tax rate of return from invest
ment in an owner-occupied home is higher than 
it would be if income from housing were fully 
taxed. Both of these effects tend to encourage 
homeownership in lieu of renting. Finally, the 
capital gains provisions provide strong, dire~t 
incentives for present homeowners to remain 
homeowners rather than become renters. 

There can be no doubt that these factors, 
combined with the availability of mortgage credit 
on increasingly liberal terms after World War II, 
have contributed significantly to the substantial 
alteration of tenure pattern that has taken place 
during the past 30 years. Table 2.3 indicates that 
the percentage of total housing units occupied 
by owners, which remained virtually constant 
from 1900-1940, rose sharply after the war and 
continued to rise into the 1960's. 

A number of economists including Maisel, 
Lee, Orcutt, and David, have conducted econo
metric studies of the determinants of home 

2 Ibid. Computed from Table 2, p. 22, Table 8, p. 27, and Table 
A-2, p. 34 . The Brookings procedure for estimating net im
puted rent is described in detail in Henry Aaron, "Income 
Taxes and Housing," American Economic Review, Vol. 60, 
No.5 (December 1970), Appendix, p. 805. . 

3 Aaron, H. "Income Taxes and Housing," American EconomIc 
Review, Vol. 60, No. 5 (December 1970), p. 799. 

4 Ibid. 
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Table 2.1. Increase in 1972 Federal Income Tax Collections if Net Imputed Rent on Owner
Occupied Houses Were Taxed and Mortgage Interest and Real Estate Tax Deductions 
Were Disallowed, by Income Class 

Total Income Class' 
(Dollars) 

0- 3,000 

3,000- 5,000 

5,000- 10,000 


10,000- 15,000 

15,000- 20,000 

20,000- 25,000 

25,000- 50,000 

50,000-100,000 


100,000 and above 

All Classes 


• Total income includes all 
net imputed rent, and 

Source : See Footnote 3. 

Table 2.2. Subsidy as a Percent of Gross Rent probability of homeownership and home pur

Imputed 

Rent Plus 


Deductible 

Expenses 


As a Fraction 

of Gross 


Rent 14 20 

3AI 5.2 7.5 
Y2 7 .0 10.0 
0/8 8.8 12.5 

Source : Aaron, "Income Taxes 

chase using a binary dependent variable and a 
number of socioeconomic characteristics, includ
ing income, as explanatory variables. Although 
the coefficient of "income" gives us some indi
cation of the income effects of the tax differen
tials, substitution effects are ignored because 

30 50 70 relative prices are not included among the inde
11.2 18.8 26.2 pendent variables. As a consequence, these15.0 25.0 35.0 
18.8 	 31.2 43.8 studies are of little real value in analyzing the ef

fects of the tax subsidies on tenure choice; the 
and Housing," p. 799 . subsidies directly affect the relative price of 

rental versus owner-occupied housing. 
The only study to date which explicitly ex

amines price effects on the decision to own or
Table 2.3. Occupancy of Rental and Owner rent is a forthcoming work by Straszheim. 6 In a
Occupied Housing 1900-1970 

Percent 
Owner-Occupied 

Year Units 
1900 46.7 
1910 45.9 
1920 45.6 
1930 47.8 
1940 43.6 
1950 55.0 
1960 61.9 
1963 61.0 
1966 62.0 
1969 61.0 
1970 62.9 

Total 

Collections 


(Millions of Dollars) 


4 
41 

625 
1,588 
2,032 
1,598 
2,631 

723 
399 

9,642 

Increase in Tax Increase In 
Per Family Tax as Percent 
(Dollars) of Income 

1 	 .1 
6 	 .2 

32 	 .4 
91 .7 

194 1.1 
323 1.5 
590 1.8 

1,157 1.8 
2,015 .9 

137 	 .9 

realized capital gains, constructive realiZ'8tion on gifts and bequests. State and local bond interest. 
all transfer payments. 

ownership.5 Maisel, Lee, and Orcutt analyze the 

departure from traditional analyses of the hous
ing market which view "housing service" as a 

Percent single dimensional, homogeneous commodity,Renter-Occupied 
Units Straszheim views housing as a multidimensional, 
53.3 heterogeneous commodity. In his econometric 
54.1 analysis, he uses San Francisco data to derive 
54.4 demand functions for individual housing attrib
52.2 utes one of which is tenure. 56.4 
45.0 Straszheim estimates that the price elastic
38.1 ity of the "probability of ownership" is ap
39.0 

• Maisel, 	 S. J., " Rates of Ownership, Mobility, and Purchase," 
Essays in Urban Land Economics (Los Angeles: Real Estate 

38 .0 
39.0 

Research Program, University of California, 1966), pp. 76-108;
37.1 Tong Hun Lee, "Demand for Housing : A Cross-Section Anal

ysis," Review of Economics and Statistics, XLV, 2 (May 
Source: U.S. Department of Commerce, Statistical Abstract 1963), 190-6; Guy H. Orcult, et al., Microanalytics of Socio

of the United States 1972, p. 687: For ·1963-1969 economic Systems (New York : Harper and Bros., 1961) ; Mar
George Katona, Lewis Mandell, and Jay Schmiedes tin David, Family Composition and Consumption (Amster
kamp, 1970 Survey of Consumer Finances, University dam : North Holland Publishing Co., 1962). 
of Michigan, 1971, Table 3-12, p. 46. o Straszhelm, M., An Economic Analysis of the Urban Housing 

Market, NBER (forthcoming). 

.......".-",.....-.-~ ...... , .....--- 
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proximately - .462. Accordingly, tax benefits that 
reduce gross rents by 10-15 percent would 
cause a 5-7 percent increase in the overall prob
ability of homeownership, or a shift of from 3.2 
million to 4 million units nationally in 1970 from 
renter to owner-occupied status. 

These results indicate that homeowner sub
sidies in the present income tax laws have 
played a significant role in determining housing 
tenure choice in the United States and explain a 
substantial portion of the historical trend toward 
increased ownership evident since World War II. 

Impact on the Housing Stock 

Traditional analyses of housing stock re
sponse to various stimuli rest upon the con
tention that housing expenditures are a good 
proxy for "housing services," a homogeneous, 
unobservable commodity obtained by the users 
of heterogeneous dwelling units. This contention 
in turn rests upon the assumption of a perfectly 
competitive housing market. 7 Landlords and 
owners can increase or decrease the quantity of 
housing service yielded by a dwelling unit by in
creasing or decreasing expenditures on mainte
nance and rehabilitation. Under the assumption 
of constant construction and maintenance costs, 
some indication of the response of the housing 
stock to tax policies can be obtained from esti
mates of the price elasticity of demand for hous
ing services. 

Estimates based on these standard assump
tions all suggest that the price elasticity of 
demand for housing is in the vicinity of -1 to 
-1.58 Thus, if tax benefits reduce g ross rent in 
the neighborhood of 10-15 percent for homeown
ers, the quantity of housing services consumed 
at equilibrium would rise by between 10 and 22 
percent, indicating a very substantial increase in 
construction, maintenance, and rehabilitation ex
penditures. 

Recent studies have t~ken more explicit ac
count of the heterogeneous nature of the hous
ing stock. To say that the quantity of "housing 
services" consumed has changed tells us little 
about the nature of changes in the housing 
stock. A more fruitful approach examines the de
mand elasticities of individual housing attributes. 
Straszheim has estimated price elasticities of lot 

7 See Department of Commerce, Statistical Abstract of the United 
States 1972, Table 1155. p. 687 and Henry Aaron, Shelter 
and Subsidies, Brookings Institution, 1972, p. 62. 

8 See Edgar Olsen, "A Competitive Theory of the Housing Mar
ket," American Economic Review, Vol. LX, No. 4 (September 
1969), pp. 612-622. 

size, structure size, age, and tenure. 9 Strasz
heim 's estimates indicate that demand for various 
housing attributes are quite sensitive to changes 
in incremental "attribute" prices, but quite insen
sitive to changes in the price of the composite 
bundle. In virtually every equation, the elasticity 
of attribute demand with respect to bundle price 
is substantially below unity. . 

These results indicate that stock response 
to elimination of the subsidies being considered 
would be considerably smaller than the response 
predicted by the traditional theories. 

Conspicuously absent from these analyses 
is any expl icit consideration of the supply side of 
the housing market. De Leeuw and Ekanem con
sidered the response of housing supplies to 
changes in the demand for rental housing, but 
their results, which rest on some rather ad hoc 
assumptions, are of little use to the present 
analysis, lO Accurate assessments of housing 
stock response to elimination or alteration of the 
subsidies in question must await further research 
into the supply of single family dwellings. Con
sideration must be given to the durable and het
erogeneous nature of the existing stock, time 
lags in decision making and implementa.tion, and 
the nature and determinants of maintenance and 
construction costs. 

Based on evidence gathered in research to 
date, we conclude that aggregate stock response 
to changes in present tax subsidies is probably 
considerably smaller than once believed. A price 
elasticity of .8 implies that if elimination of tax 
benefits reduces gross rents to 10-15 percent,ll 
the quantity of housing demanded will fall by 
8-12 percent. In addition, it is clear that since 
benefits accrue largely to individuals in the 
upper brackets, adjustments will occur in high
cost housing stocks. Poor households only bene
fit from the subsidies to the extent that filtering 
of dwelling units occurs. All evidence indicates 
that these benefits are indeed small if not non
existent and that filtering is an extremely ineffi
cient method of increasing consumption of hous
ing services on the part of low income 
households." 2 

o For example see Tong Hun Lee, "The Stock Demand Elasticities 
of Non Farm Housing," Review 01 Economics and Statistics 
(February 1964), pp. 82-89; Margaret Reid, Housing and In
come (Chicago: University of Chicago Press, 1962), p. 381 ; 
Richard Muth, "The Demand for Non Farm Housing," in 
Harbinger, A. C., ed., The Demand lor Durable Goods, Chi
cago, 1960, pp. 290-96; M. Houthakker and L.. Taylor, Con
sumer Demand in the United States, 1929-1970-Ana/ysis and 
Projections, Cambridge, 1966. 

10 Straszheim, op. cit ., p. 161 . 
11 F. de Leeuw and N. Ekanem, "The Supply of Rental Housing," 

American Economic Review (December 1971) . 
"See Aaron, "Income Taxes and Housing, " op. cit., p. 799. 
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Implications for the Spatial Pattern of Urban 
Development 

Over the last several decades, at least, 
there has been a trend toward decentralization 
in the residential location of households that 
seems to have been caused by: 

1. A decentralization of employment loca
tion, 

2. a decline in travel costs, 
3. an increase in real income levels, and 
4. a change in the age composition .of urban 

population (younger average age),13 

According to Hoover and Vernon, young 
high income households have tended to lead this 
charge to the suburbs in search of low density 
housing. 

Straszheim's demand functions indicate that 
lot size decisions are the most sensitive to hous
ing price change and to income change. 14 Since 
the bulk of benefits accrue to upper income 
households, there is substantial reason to be
lieve that the subsidies being considered have 
contributed significantly to the observed postwar 
trends in the residential location of urban house
holds. 

Projected Costs 

In the absence of extensive disaggregate tax 
return information, estimates of revenue loss to 
the Treasury are plagued with the same difficul
ties encountered above in the analysis of distri 
butional effects. Estimates and projections of the 
dollar value of total mortgage interest paid, resi
dential property tax collections, and net imputed 
rent, can be made with reasonable accuracy; 
however, the response of income tax revenues 
to changes in either their treatment under the 
Internal Revenue Code or their magnitudes de
pends upon the extent to which households 
would utilize the standard deduction in the 
absence of the subsidies. For example, a house
hold with an income of $15,000 and standard de
duction of $2,000 receives benefits from the 
mortgage interest and property tax deductions 
only to the extent that they raise its total item
ized deductions above $2,000. A household with 

13 Aaron, Shelter and Subsidies, op. cit., p. 165. 

14 For empirical analysis of the declining density gradient, see 


Edwin S. Mills, "Urban Density Function," Urban Studies, 
Vol. 7, No.1 (February 1970); Richard Muth, Cities and Hous
ing (Chicago: University of Chicago Press, 1969), Chapters 
7-8. For a descriptive study, see Edgar Hoover and Raymond 
Vernon, Anatomy 01 a Metropolis, Cambridge, 1969, Chapters 
6-9. 

total itemized deductions (including housing pref
erence items) of less than $2,000 would pay no 
additional taxes if the deductibility of mortgage 
interest and property taxes were eliminated. 

Again we turn to the Brookings Institution's 
extensive data base for the initial estimate of 
$9.64 billion in 1972.15 The procedure used to 
compute the Brookings estimate involved actual 
recomputation of 86,610 representative tax 
returns. 16 Our projections of 1973-1977 were 
based on forecasts of growth in total net im
puted rent, residential property tax collections, 
and mortgage interest payments under the as
sumptions outlined above and assume implicitly 
the same pattern of homeowner utilization of the 
standard deduction predicted by the Br.ookings 
simulations. 

An econometric estimate of the responsive
ness of aggregate home mortgage volume to 
changes in national income indicate that mort
gage volume has been increasing at a rate 1.65 
times the rate of growth of dollar GNP. Assum
ing a constant interest rate and annual growth of 
money GNP of 7.5 percent, mortgage interest 
paid is rising at approximately 12.4 percent an
nually. These results are remarkably consistent 
with HUD projections of residential mortgage 
flows through 1978.17 

Property tax receipts were econometrically 
estimated to be growing at approximately 1.4 
times the rate of growth of money GNP, resulting 
in an estimated annual increase of 10.5 percent 
in residential property tax collections. This ag
gregate estimate takes into consideration trends 
in assessment ratios, home values, and rate ad
justments. 

Similar projections of the value of net im
puted rent were made in two ways. First, na
tional income accounts data (available through 
1971) were used to estimate econometrically the 
elasticity of net imputed rent with respect to 
GNP. The results, based on annual data from 
1962-1971, indicate that net imputed rent has 
grown at a rate of 6 percent below that of 
money GNP.1s Second, data from the University 
of Michigan's 1970 Survey of Consumer Finances 
indicate that the value of net equity in houses 
grew just slightly slower than GNP prior to 

15 Economic Report 01 the President, 1973. Table c-64, p. 269. 

,. Bechman and Okner, op. cit. p. 23. 

11 See Aaron , II lncome Taxes and Housing ," op. cit., p. 80!). 

,. See Leo Grebler, "Broadening the Sources of Funds fo Resi


dential Mortgages," in Ways to Moderate Fluctuations in 
Housing Construction, Board of Governors, Federal Revenue 
System (December 1972), Appendix E., p. 225. (From Second 
Annual Report on" National Housing Goals, p. 31, Table XII). 
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1970.19 Both estimates are consistent with re
cent research indicating an income elasticity of 
housing demand for homeowners of less than 
unity. 

The Katona data indicate a sharp discontin
uity in 1970, however, with median home value 
rising 18.7 percent, and net equity has been ris
ing at a rate in excess of the rate of growth in 
money GNP since 1970. As a consequence, our 
estimates of net imputed rent are based on an 
elasticity of 1.2 with respect to GNP, and thus on 
a 9 percent annual growth rate overall. 

The estimate of the value of forgone capi
tal gains tax requires a less complex technique, 
because it is unaffected by the standard deduc
tion option in tax calculation. The data on which 
to base calculations are, at best, approxima
tions, however. Extrapolations from the 1960 
Census data on the value of owner-occupied 
housing yield a 1972 value of $690 billion. The 
median value of net equity increase has been es
timated by Katona to be about 7 percent an
nually, or $48.3 billion in 1972.20 Assuming that 
half of the homeowners avoid all capital gains 
taxes by remaining homeowners until their death, 
and estimating a tax rate of 11 percent, the an
nual capital gains tax loss (rather than just post
ponement) was $2.65 billion for 1972. 

ent tax laws or rates, (2) growth of real GNP at 
3 percent annually, (3) inflation of 4.5 percent 
per year and (4) constant interest rate on out
standing mortgage debt. As such, they represent 
lower bound estimates. The revenue effects of 
the individual subsidies cannot be added to de
termine combined effects, because the standard 
tax deduction becomes effective for more tax
payers when combinations of deductions are 
eliminated. Thus the effect of eliminating all pro
visions would be slightly less than the sum of 
the individual efforts. 

To determine the revenue loss of 1973-77, it 
is necessary to consider the overall responsive
ness of the Federal income tax to changes in the 
level of aggregate income for those years. Be
cause of the fixed and progressive marginal rate 
structure, as incomes increase in money terms 
(whether due to inflation or increased productiv
ity), tax revenues grow faster as everyone moves 
into higher and higher brackets. Case has esti
mated the overall elasticity of tax liabilities with 
respect to personal income to be 1.422.21 

The bulk of this responsiveness, however, is 
due to the relatively large number of households 
entering th!3 bottom tax bracket for the first time. 
Our estimates, however, assign most of the reve
nue loss from the subsidies being considered to 

Table 2.4. Estimated Revenue Loss from Homeowner Preference Subsidies 1972-1977 
(Billions of Dollars) 

Mortgage 
Interest Real Estate Exclusion of Foreign 

Year Deduction Tax Deduction Net Imputed Rent Capital Gains 
(1972) (2.26) (2.06) (5.50) (2.65) 
1973 2.57 2.30 6.04 2.84 
1974 2.92 2.57- 6.64 3.04 
1975 3.31 2.86 7.30 3.25 
1976 3.76 3.20 8.02 3.48 
1977 4.28 3.57 8.82 3.72 

5 Year Total 16.84 14.50 36.82 16.33 
1973-1977 

Estimates of the present and projected an
nual revenue loss resulting from the exclusion of 
imputed rent, the deductibility of mortgage 
interest and real estate taxes, and the forgoing 
of capital gains taxation are presented in Table 
2.4. The projections are based on the Revenue 
Act of 1971 and assume (1) no changes in pres

19 Department of Commerce, Survey 01 Current Business, July 
1966, 1969, 1972, Table 7.3. George Katona, Louis Mandell, 
Jay Schmiedeskama, 1970 Survey 01 Consumer-Finances, 
University of Michigan, 1971, Table 3-6, p. 41 and Table 3-8, 
p. 43.

2. Katona et al. , op. cit. , p. 41. 

the upper brackets. In addition, the responsive
ness has shown a steady decline since 1964, a 
trend which is anticipated to continue. As a re
sult, it was assumed that a 1 percent increase in 
the level of net imputed rent, mortgage interest, 
or residential property tax payments would result 
in a 1.1 percent increase in revenue loss rather 
than a 1.422 percent increase. 

21 Katona et aI., op. cit. , p. 41. 
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Tax Incentives for Construction and 
Rehabilitation of Rental Housing 

The Federal Government currently provides 
a variety of tax incentives for the construction 
and rehabilitation of housing. In contrast to the 
incentives discussed in the last section, these 
provisions are directed at the supply side of the 
housing market, and operate through the crea
tion of tax shelters for qualified investments in 
construction and rehabilitation. There are three 
major elements of these tax shelters: 

• Accelerated depreciation. 
• Conversion of income to capital gains. 
• Deferral and avoidance of capital gains 

liability. 

These individual dimensions of tax shelter 
characteristically operate in conjunction to in
crease the return on qualified investments. The 
advantages to public policy of providing incen
tives of this nature relate to the ability of the 
government to be specific with respect to the 
kinds of housing investment encouraged. Char
acteristically, these provisions are directed to
wards the provision of rental accommodations, 
with an emphasis on the income eligibility of the 
tenant and with special treatment being given to 
rehabilitation rather than construction of rental 
units. These provisions are described in sum
mary in the next section; a more comprehensive 
discussion of their methods of operation is pro
vided in Appendix A. In the remaining sections 
an assessment is made as to the impact of these 
provisions on the supply of housing in relation to 
the cost to the Treasury of providing these in
centives. 

Summary Description of Tax Shelter 
Provisions 

Accelerated Depreciation: Investors have 
long been able to take accelerated depreciation 
on real estate, but the 1969 Tax Reform Act was 
instrumental in changing the relative deprecia
tion benefits for certain types of real estate. Spe
cifically, the maximum allowable depreciation 
rate on used residential rental property was re
duced from 150 percent to 125 percent, with a 
corresponding rate for new residential rental 
housing being left unchanged at 200 percent. 
The 1969 act provided in addition, through Sec
tion 167(k), for qualified rehabilitation expendi
tures for low income tenants to be written off 
over a period of 5 years. 

The general effect of these provisions is to 
defer payment of taxes that would otherwise be 
due until the time of sale of the property, in this 
way providing an interest-free loan to asset hold
ers. The value of this loan is dependent on the 
tax bracket of the asset holders and, as will be 
discussed later, on the ability of the asset holder 
to convert this income into capital gains taxable 
at a lower rate. In summary, the intent of the 
legislation is to increase the return on invest
ment for rental housing, with a special emphasis 
on rehabilitated properties for low and moderate 
income families. The effect of these provisions 
on the return on equity investment is significant 
given the characteristically high debt/equity ra
tios in real estate development. 

Conversion of Income to Capital Gains: In 
the absence of any other provision on the tax 
laws, the impact of accelerated depreciation 
would be simply the deferral of tax liability. 
There are, however, additional provisions of the 
tax law which allow income that would be taxed 
at ordinary rates to be converted into income 
taxable as capital gains. 

Gains from the sale of depreciated prop
erty is taxed at capital gains rates unless subject 
to "recapture." "Recapture" applies to that frac
tion of accelerated depreciation taken that ex
ceeds straight line depreciation over the normal 
useful life of the property. If the property is held 
long enough, however, the recapture provision 
does not apply. This essentially permits asset 
holders, taking advantage of the recapture provi
sion, to convert income subject to tax at ordi
nary rates into income subject to tax as capital 
gains. This in turn increases still further the re
turn on qualified investments. 

The Deferral and Avoidance of Capital 
Gains Liability: Several methods exist in the tax 
code to further defer or even avoid capital gains 
taxation. By refinancing instead of selling, a 
property owner can recoup his original invest
ment without having to pay the capital gains tax 
at that time. Another means of deferring capital 
gains is to exchange the property for other real 
estate rather than first selling and then buying 
(IRC Sec. 1031). Death is the only means to 
avoid, rather than defer, capital gains taxation. 

The one tax deferral provision aimed di
rectly at low and moderate income housing is 
the Section 1039 rollover. If the owners of a 
221 (d)3 or 236 project sell the project to the ten
ants, and reinvest the net amount realized in an
other such project, then no taxable gains will be 
recognized on the sale. However, the basis on 
the second project will be reduced by the 
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amount of gain not recognized on the sale of the 
fi rst. 

Costs Impacts of the Tax Shelter 
Provisions 

It cannot be overemphasized that estimates 
of the impact of these provisions of the tax legis
lation are extremely difficult to develop. The ex
tent to which the elimination of tax shelters, ei
ther separately or in conjunction, would lead to 
redirection of capital away from the rental hous
ing market in general, and from the low income 
housing market in particular, is hard to assess. 
Accurate estimation of the extent and nature of 
such redirection would depend on detailed un
derstanding of the cross-elasticity of supply in 
these markets, and are in any case contingent 
on assumptions with respect to the continuation 
of current provisions .for homeowners and on the 
future operators of the subsidized programs to 
which they are closely linked. In this section an 
attempt will be made to arrive at an overall as
sessment of the cost of these programs in the 
"tax budget" sense; in other words, their costs 
will be assessed as the difference between cur
rent and projected tax revenues under the cur
rent provisions, and tax revenues as they would 
be if no excess depreciation or conversion of or
dinary income to capital gains was permitted. On 
the impact side, more qualitative judgments will 
be made with respect to the effect of these pro
visions on spatial and income distributions; esti
mates of their impact in terms of housing quan
tity and quality will, necessarily, be based on 
rather crude assumptions. 

Income Distributional Effects: The provision 
and use of tax shelters for the construction and 
rehabilitation of rental housing have direct effects 
on the distribution of income. These effects im
pact on both high and low income groups. 

The particular nature of tax shelters insures 
that those who take advantage of them are pri
marily individuals in high tax brackets, and cor
porations wishing to reduce and defer tax liabil
ity. In 1971, almost 70 percent of individuals 
taking advantage of excess depreciation provi
sions had incomes of over $50,000 per annum. 
Table 3.1 shows the distribution of excess depre
ciation by income group. 

It should be pointed out that "adjusted 
gross income" has already been adjusted for 
such deductions as depreciation. Without depre
ciation, therefore, the adjusted gross income of 
these ' taxpayers would be significantly higher. 

Table 3.1 

Adjusted Gross Percentage of 
Income Class Excess Depreciation 

$3,000 to $5,000 
$5,000 to $7,000 2.0 
$7,000 to $10,000 3.0 

$10,000 to $15,000 7.0 
$15,000 to $20,000 11.0 
$20,000 to $50,000 7.5 
$50.000 to $100,000 29 .5 

$100,000 and over 17.5 
22.5 

100.0 

Source: Statement of Han. Edwin S. Cohen, Under Secre
tary of the Treasury, Hearings before the Joint Eco
nomic Committee, July 19-21, 1972, p. 166. 

This table, therefore, understates the regressive 
impact of these provisions on the suppliers of 
rental accommodation, It should also be men
tioned that these figures are for individuals only, 
and do not include corporations; 'Corporations in 
1972 took 60 pe rcent of all such excess depre
ciation. 

In the event that these provisions were re
moved, there would be an increase in the de
mand for other forms of tax shelter. The effect of 
this increase in demand would be to bid up the 
price of nonhousing sheltered equities, and 
therefore to reduce the income impact in these 
tax rate categories. To the extent that other shel
tered assets were less than completely perfect 
substitutes for housing investments to those cur
rently holding housing assets, the loss in income 
in these high tax brackets would exceed the 
total amount of tax currently avoided under 
these provisions. Estimates of the cost of these 
provisions provided by the U.S. Treasury indicate 
that some $650 million of tax revenues are for
gone through the provisions permitting excess 
depreciation under the 1969 act. 

To offset this, it is necessary to assess the 
value and distributive impact of the rental hous
ing investments that result from these programs. 
In this connection, it is useful to distinguish be
tween depreciation taken as part of a develop
ment involving 236, leased, or 312 subsidies, and 
depreciation unrelated to subsidized programs. 
With respect to the first category of investment, 
there is a direct insurance that the occupants of 
this housing are in the low and moderate income 
bracket. Nevertheless, it is not clear that the tax 
shelters have themselves contributed much to
wards the improvement of quality or the increase 
in quantity for these families. The number of de
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velopers ready and able to undertake 236 proj
ects has far exceeded the supply of 236 funds in 
nearly all local FHA offices, even before the 
moratorium; indeed, in some instances (i.e., New 
York UDC), agencies were able to force develop
ers to plow back syndication proceeds into the 
project and still keep them interested. Leaving 
aside these cases, the only way that depreciation 
benefits are passed directly to the tenants is 
when developers forgo cash dividends to re
duce rents to FHA limits. In most cases, how
ever, tenants receive no direct reduction in rent 
from the tax shelter; direct subsidies keep rents 
sufficiently below the market rates that develop
ers have little concern about vacancies, or about 
meeting FHA limits. This argument suggests that 
in cases where direct subsidies are available, 
excess depreciation provisions may be redun
dant in the sense that they contribute little or 
nothing to additional construction. 22 To reverse 
the argument, it is not clear, if these subsidies 
are rationed, why it is necessary to stimulate the 
demand for tt"n:lm through tax shelters. Indeed, 
the high return on many of these projects to the 
holders of these equities suggests that it is in 
large part a pure economic rent received by the 
holder of a scarce commodity-the right to 236 
subsidy money. 

Failure to benefit directly the tenants of 
rental accommodations through the passing on 
of depreciation savings does not necessarily 
mean that these programs fail to confer benefits 
on low and moderate income groups. Indeed, the 
emphasis on rehabilitation-as opposed to new 
construction-suggests that since rehabilitation 
is cheaper than new construction, the real aim of 
the program is to increase the supply of housing, 
and thereby to promote across-the-board reduc
tions in rents. In fact, although 167(k) does ap
pear to have reallocated some 236 money to
wards rehabilitation and away from new 
construction, the costs of rehabilitation have 
been essentially equal to that of new construc
tion. The average 236 limited dividend mortgage 
has been $15,300 overall, and $15,600 for reha
bilitation projects on a yearly basis. This reflects 
the fact that rehabilitation has frequently been 
concentrated in high cost areas. 

A significant amount of 167(k) excess depre
cjation has been combined with unsubsidized 
mortgage funds as shown in Table 3.2. It is inter
esting to note that this rehabilitation is qualita
tively different from rehabilitation carried out in 

22 Sunley, Emil, "Tax Incentive for the Rehabilitation of Housing," 
The Appraisal Journal (July 1971). 

conjunction with the subsidized programs. Mean 
rehabilitation costs for the latter are in the vicin
ity of $1,300 a unit; for conventionally mortgaged 
rehabilitation using 167(k), the costs average 
$4,000 a unit. In this instance, there seems to be 
a strong presumption that excess depreciation is 
providing a required incentive for rehabilitation 
on the conventional market; this estimate must 
be arrived at by indirect means. The only avail
able information is the Office of Tax Analysis 
figure of $50 million in depreciation taken in 
1972 under 167(k) in excess of the depreciation 
that would have been taken using the actual use
ful life. This figure, however, is the combined 
total of subsidized and unsubsidized rehabilita
tion. The unsubsidized amount can be estimated 
by first computing the value of subsidized reha
bilitation through data and assumptions, and 
then subtracting subsidized costs from total 
costs. HUD figures indicate that by mid-1972, re
habilitation had begun or had been completed 
on nearly 11,000 limited dividend dwelling units 
at an average mortgage of $15,800 and an aver
age total development cost of $17,600. Assuming 
that construction expenses equal $1,600 per unit 
and that land and shell costs are also $1,600, the 
bases depreciable under 167(k) would then be 
$14,400 per unit. The annual allowable deprecia
tion would then be $2,880 per unit, $720 of which 
would be deductible using a normal useful life of 
20 years. Finally, assuming an average tax 
bracket of 50 percent, the total amount of Treas
ury loss accruing from the 5-year writeoff under 
Section 236 is $1,080 per unit for a total of about 
$12 million. These calculations underlie the fig
ures presented in Table 3.2. 

Treasury estimates of the existence of $650 
million of excess depreciation in 1972 indicates 
that the impact of 167(k) remains moderate in re
lation to the total. It is hard, nevertheless, to say 
much about the distributional impact of this ad
ditional $600 million of tax shelter on the rental 
market. There are no data on the income distri
bution of persons occupying these rehabilitated 
units, although there may be a presumption that 
they are middle income families. In terms of 
achieving distributional goals, there may be a 
reasonable assumption that this rehabilitation, by 
forestalling abandonment, has a significant trickle
down effect, thereby reducing the market 
rents for the low and moderate income. It is, in 
any case, reasonable to assume that since these 
rents are not controlled, there are some direct 
benefits passed on to tenants. In this case, the 
real contributors to this subsidy would be land
lords who own property not capable of rehabili

966 

http:construction.22


__ __ 

tation whose rents are bid down. In summary, 
therefore, the impact of these provisions of the 
tax law seems to be redistribution in favor of the 
wealthy, which is at least as great in real terms 
as the value of the tax savings. There is, in addi
tion, some redistribution in favor of renters at 
the expense of certain classes of landlords not 
able to take advantage of these provisions. 
Within the context of 167(k), there is favorable 
distribution of income, for those who occupy 
rental property, which does not take advantage 
of mortgage subsidy programs; there is a more 
limited distribution of income attributable to tax 
shelters which accrues to those occupying mort
gage subsidy programs. 

Spatial Distribution and Tenure Mix: The pe
riod following World War II saw a tremendous 
expansion in suburban areas and a simultaneous 
deterioration of the inner city. The late 1960's 
saw a slight reversal of the earlier trend, with 
considerable new construction and rehabilitation 
taking place in central cities. Government subsi
dies and government-financed housing have 
played a major role in reversing the earlier 
trend. 

The overwhelming preponderance of Section 
236, Section 221 (d)4, and State agency housing 
has gone into metropolitan areas. Less than 3 
percent of all 236 limited dividend projects (43 
out of 1,552) have been built on urban renewal 
land. The bulk of government-assisted housing 
has gone into fringe areas of central cities, with 
lesser amounts going into suburban areas. 

place in the older portions of central cities. The 
167(k) incentive is maximized where large clus
ters of rehabilitable units are situated together. 
These considerations all apply to tax incentives 
related to mortgage subsidy programs. 

To a large extent, however, the impact of 
tax shelters must be considered independently of 
these programs. To the extent that these shelters 
have provided incentives for rental housing, it 
appears clear that they have contributed to the 
reversal of the trend towards residential decen
tralization. The extent of this influence may be 
quite limited, however. The impact of tax shelter 
provisions is unlikely to offset homeowner de
ductions and allowances or any individual in a 
position to buy a house. To the extent that this is 
true, these incentives will have had little effect in 
reallocating ,resources between the single family 
and multifamily housing. Because the multifamily 
housing is almost exclusively located in metro
politan and submetropolitan areas, it may be as
sumed that it has little impact on the spatial dis
tribution of metropolitan housing. 

Cost to the Treasury 

Although tax benefits of ownership of rental 
housing are extremely important to housing in
vestment decisions, the actual magnitude of tax 
subsidies to rental housing is quite small in com
parison to the level of Federal revenues lost 
through subsidies on owner-occupied homes. 
Calculation of the exact cost to the Treasury of 

Table 3.2. Breakdown by Program of Excess Depreciation Taken Under 167(k) 

Number 

Program of Units 


236 11,000 

Leased 4,000 

312 1,000 

Conventional 142,000 

Total 159,000 


Rehabilitation starts under 236, which are 
likely to have been influenced by 167(k), have 
been overwhelmingly concentrated in the Na
tion's largest cities. Three-quarters of the 151 
limited dividend rehabilitation 236 projects have 
been in cities with populations of over 250,000 
inhabitants; 97 percent have been in cities with 
populations in excess of 10,000. While not a sin
gle limited dividend 236 rehabilitation project 
has been closed on urban renewal land, consid
erable subsidized rehabilitation has been taking 

Excess Excess 
Rehabil itation Depreciation Depreciation 

Cost/Unit Unit/Year (Millions) 

$14,400 $1,080 12 

10,000 600 8 

10,000 600 3 


4,000 240 27 
$5,000 $333 $50 

rental residential property is extremely difficult 
because of the complexity of the applicable tax 
provisions. Projections of future tax revenue 
losses are even more difficult because of the 
historical pattern of widely fluctuati!1g rates of 
new investments. 

The largest Federal tax subsidy program for 
rental housing is the accelerated depreciation 
procedure. Treasury Department estimates of the 
cost of this provision in reduced Federal reve
nues are $500 million in 1971 and $600 million in 

-~.~__ ~ ...-..o 
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1972.23 Projecting these depreciation benefits 
over the next 5 years is hazardous, but the long
run trend in rental housing construction would 
indicate that a 10 percent annual gross rate over 
this period is more likely than the 20 percent an
nual increase experienced between 1971 and 
1972. At 10 percent annual growth, the annual 
cost of this subsidy would increase from $660 
million in 1973 to $970 million in 1977. 

Tax incentives for the rehabilitation of rental 
housing are a recent innovation whose long term 
effects on Federal revenues are difficult to judge. 
Early estimates of the impact of the rehabilitation 
tax incentive provision of the Tax Reform Act of 
1969 predicted Federal revenue losses of $50 
million in 1971, $100 million in 1972, $200 million 
in 1974, and , assuming the program continued 
beyond 1974, stabilizing at about $330 million in 
1979.2 4 The actual experience with housing re
habilitation indicates a much lower level of reve
nue loss. 1973 Federal estimates are $25 million 
for 1971 and $40 million for 1972.25 The discrep
ancy between projection and actual experience 
is the result, in large part, of a lower level of 
housing rehabilitation activity than was antici
pated. The dol lar cost of other Federal tax bene
fits for rental property owners are, like the reha
bilitation provisions, overshadowed in magnitude 
by the accelerated depreciation provisions. 

Tax Impacts on Financial 
Intermediaries 
Introduction 

Tax advantages have been granted to 
specific financial intermediaries as an incentive 
for participation in the housing sector. In this 
study, attention will be focused upon three sets 
of tax provisions: 

1. Allowance for bad debt reserves for com
mercial banks and thrift institutions. 

2. Exemption of real estate investment trusts 
from corporation income tax. 

3. Implicit taxation resulting from restric
tions placed on deposit rates in financial inter
mediaries. 

'" u.s. Congress Committee on Ways and Means, Estimates of 
Federal TaJ( EJ(penditures, June 1, 1973, p. 5. 

,.. U.S. Congress Joint Committee on Internal Revenue Taxation, 
Revenue Estimates Relating to the House , Senate and Con
ference (enacted) versions of H. R. 13270: Tax Reform Act 
of 1969, 91st Congress, Second SeSSion, 1970, p. 11 . 

., Estimate of Federal TaJ( Expenditures, p. 5. 
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The approach to be followed in each case 
will center on a determination of the resultant ef
fect on the housing market in the event that the 
tax provision is lifted. The tax change can be ex
pected to alter the structure of interest and de
posit rates that presently prevail. These rate 
changes, in turn, influence the demand for hous
ing and the net flow of funds into the mortgage 
market. Specification of the interest elasticity of 
demand then provides the basis for estimation of 
the effect on the housing market of specific tax 
provisions. 

Allowance for Bad Debt Reserves 

Allowances for bad debt . reserves granted 
by financial institutions have long been thought 
to be inappropriate and to give far too much 
credit in excess of actual bad debts. Over the 
years, Congress has gradually whittled away at 
this provision, with the latest attack coming in 
the Tax Reform Act of 1969.26 

Commercial Banks: Prior to 1969, .8 percent 
of eligible loans outstanding at the end of the 
year were allowed to be added as bad debt re
serves to a maximum total buildup to 2.4 per
cent. The above act alters the maximum percent
age as follows: 

Year Percent 
Prior to 1969 2.4 

1969-1975 
1976-1981 
1982-1987 

1.8 
1.2 

.6 

After 1988, the bank must compute these 
reserves on the basis of its average experience 
for the current and 5 preceding years. 

Eligible loans exclude (1) loans to other 
banks, (2) loans to domestic branches of foreign 
banks, (3) loans secured by deposits in the lend
ing bank or other banks if the lender has control 
over the deposit, (4) loans guaranteed by the 
United States, (5) loans of Federal funds, and (6) 
commercial paper traded in the open market. 

Thrift Institutions: Prior to the Tax Reform 
Act of 1969, the reserve addition was the highest 
of (1) the amount needed based on experience 
or (2) 60 percent of taxable income before re
serve addition. The Tax Reform Act of 1969 al
ters the 60 percent rule over a 10-year period: 

'" TaJ( Reform Act of 1969, Public Law 91-172, 91st Congress, H.R. 
13270, December 30, 1969. For a concise explanation ot the 
law and the changes it entails see: TaJ( Reform Act of 1969: 
Concise EJ(planation, Prentice-Hall, N.J. 1970. 



Year Percent Year Percent 
1970 57% 1975 45% 
1971 54% 1976 43% 
1972 51% 1977 42% 
1973 49% 1978 41% 
1974 47% 1979+ 40% 

If less than 60 percent of assets qualify, no per
centage of income allowance is permitted-re
serves must be based solely on experience. If 
qualified assets of a mutual savings bank fa" 
below 72 percent (82 percent for savings and 
loan associations) for each percentage point of 
deficit, the otherwise allowable percentage-of
income is reduced by 1.5 percent (.075 percent 
for savings and loan associations). A provision 
prior to 1969 remains intact restricting the re
serve for qualifying loans to 6 percent of such 
loans at yearend; in addition, the reserve cannot 
exceed 12 percent of deposits. 

Methodology: In order to analyze the effect 
of these bad debt reserves on the housing mar
ket, the following assumptions will be made: 

1. Because of the diversity of asset portfolio 
and the method of calculation of the eligible 
loans, with its numerous exclusions, commercial 
bank bad debt reserves do not affect the mort
gage rate for housing. 

2. Any tax advantage that thrift institutions 
possess relative to commercial banks will be 
passed along to the customer in the form of 
lower interest rates than would prevail without 
the tax advantage. 

Given these assumptions, an estimate must 
be made of the true differential between interest 
rates, in order to be able to analyze the effect 
on the housing market. Because of differences in 
markets and credit terms, however, it .is not im
mediately evident what represents this differen
tial impact. 

Looking at the mortgage market as of De
cember 1971 as shown in Table 4.1, certain 
generally valid characteristics are apparenty 

• Effective interest rates for Mutual Sav
ings and Savings and Loans equal or exceed 
commercial rates, despite previously mentioned 
tax advantages. 

• Commercial banks have shorter terms to 
maturity than do the others. 

2T Savings and Home Financing Source Book, Federal Home Loan 
Bank Board, Washington, D.C., February 1973, pp. 44-46. 

Table 4.1. Characteristics of First Mortgage 
Loans on Single Family Homes 

Effective Term to Loan to Purchase 
Rate Maturity Price Price 

Commercial Banks 
New Homes 7.45 23.6 66.7 43.0 
Existing Homes 7.38 21.9 65.9 38.6 

Mutual Savings Banks 
New Homes 7.44 25.5 69.2 34.2 
Existing Homes 7.48 24.2 70.8 32.5 

Savings and Loan 
Associations 

New Homes 7.79 27.1 77.8 34.7 
Existing Homes 7.74 25.5 77.6 30.4 

• Greater downpayments are required by 
commercial banks. 

• Higher value homes are financed by 
commercial banks. 

• For only a very slight increase in interest 
rates, a" three institutions are lenient in applying 
the last three credit provisions to new housing, 
e.g., for new homes, they allow better terms to 
maturity, higher loans to value ratios, and permit 
higher price housing purchases. 

These points are not insignificant in their ef
fects on the housing market, but an approxima
tion must be made of the true differential of tax 
provisions on like mortgages. In connection with 
the Economic Stabilization Program, the Commit
tee on Interest and Dividends has collected data 
on VA and FHA mortgages. Assuming that the 
credit terms on these loans do not differ be
tween institutions, differences in effective rates 
can be designated as an approximation of the tax 
subsidy effect. This differential on the average is 
slightly more than 13 basis points. 

The removal of the relative tax advantage of 
thrift instituting may be treated in one of two 
general ways. First, the mortgage rates charged 
by thrift institutions will increase on the average 
of 13 basis points. It is possible that the in
crease in interest rates will be constant over a" 
types of mortgage loans, but it is probable that 
certain types of loans may bear a greater or 
lesser amount of the burden. For the present 
analysis, we shall assume a" loans are affected 
by the average. Second, mortgage terms of 
credit other than the interest rate may be af
fected, i.e., decrease in loan-to-value ratios, or a 
decrease in years to maturity. 

Impacts on Housing Stock: In a study of the 
sensitivity of the housing market to mortgage 
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credit terms, George Break specified a demand 
function for new homes related to:28 

• The level of personal income 
• Rate of family formation 
• Composite credit term 
• Housing prices 
• Total stock of housing available for oc

cupancy 

The composite credit term was a function of the 
average term to maturity (m), the loan to value 
(LIV) ratio, and the mortgage interest rate (r). 

Composite = (m) (LlV) 

His results indicate that during the post-World 
War " period covered, most of the credit term 
elasticities of demand exceeded -0.4 and a sig
nificant number were greater than -1.0, depend
ing on the combination of independent variables 
and the assumed log structure. 

Present credit terms (as of February 1973) 
for S&L loans on new homes are as follows: 29 

Effective interest rate 7.72 
Terms to maturity (years) 28.3 
Loan-to-value ratio .80 

Using Break's formula, this results in a composite 
credit 1erm of: 

7.72 341 
(28.3) (.80) - . 

An increase in the interest rate of the 13 basis 
points determined earlier would result in a new 
composite term of: 

7.85 347 
(28.3) (.80) = . 

The .006 increase represents a percentage in
crease of 1.8 percent. If it is argued that the S&L 
need not take the 1.8 percent increase in the 
composite term totally or only in part by in
crease in the mortgage rate, the terms to matu
rity and/or the loan-to-value ratios must become 
more restrictive. 

Using the range of elasticities of - 0.4 to 
-1.0, the 1.8 percent change in the composite 
term implies a range of -.7 percent to -1.8 
percent change in the demand for new housing. 

As a check on the reasonableness of these 
figures the expected changes in demand for sin

28 G. Break, "The Sensitivity of Housing Demand to Changes in 
Mortgage Credit Terms." Urban Analysis: Readings In Housing 
and Urban Development (Glenview, III.: Scott Foresman and 
Company, 1970), pp. 105-122. 

.. Federal Home Loan Bank Board Journal 73, FHLBB, Washington, 
D.C., April 1973, p. 89. 

gle family homes can be estimated using an in
terest elasticity of demand figure of - 1.3 from 
the Federal Reserve-MIT-Penn (FMP) econome
tric model. 30 The 13 basis pOint increase would 
represent a percentage increase of 1.7 over the 
present 7.72 mortgage rate. The effect on hous
ing demand would be a 2.2 percent decrease. 
The relative comparability of this figure and the 
upper level figure from the previous method indi
cate that a 2 percent effect will be the result of 
removing the tax preferences for thrift institu
tions. 

Impacts on Tenure Mix: The discussion so 
far has been couched in terms of demand . for 
single family housing, on the assumption that the 
mortgage rate for that group goes up by the av
erage 13 basis point increase. These results may 
vary depending on the relative rates of return for 
single vs. multifamily housing loans and the rela
tive interest elasticities they face in each market. 
If both the rates of return and elasticities are the 
same, activity in the multifamily market can be 
expected to decline also by approximately 2 per
cent. If the rate of return on the multifamily 
housing and the interest elasticity is greater than 
the 1.3 figure for single family housing, one 
could expect that the thrift institutions will shift 
the burden to the single family home market with 
a net result of further reducing activity in this 
market. 

Impacts on Distribution of Income: Because 
of the degree of competition in the savings and 
loan and mutual savings industries it was initially 
assumed that the full amount of the tax relief 
was passed on to the mortgage holder; there
fore, there was no direct benefit to depositors of 
these institutions. Likewise, if the tax relief is 
rescinded, the full burden is assumed to lie with 
the customers of the company via increased 
mortgage rates. Mortgage holders of thrift insti
tutions no longer would receive a subsidy from 
the general public. To the extent that concentra
tion of homeownership occurs in upper income 
classes, plus the fact that 80 percent of thrift in
stitution activity is in the 1-4 family housing mar
ket, implies that the present tax policy repre
sents a small but nevertheless regressive impact 
on income distribution. 

Cost to Treasury: In testimony during 
Hearings on Tax Subsidies and Tax Reform be
fore the Joint Economic Committee, Edwin S. 

30 R. Fair and D. Jaffee, "The Implications of the Proposals of 
the Hunt Commission for the Mortgage and Housing Markets: 
An Empirical Study," Policies for a More Competitive Finan
cial System, Federal Reserve Bank of Boston, June 1972, p . 
137. 
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Cohen gave figures for the effect of specific tax 
provisions. 31 The following assumptions were 
made: 

1. The estimate for each item is made on 
the assumption that it would be eliminated with
out any other changes in the law. 

2. No offset is made for the cost of substi
tute programs that would doubtless be enacted 
to replace some of the tax provisions if they 
were terminated. 

3. The effects are first-level effects with no 
feedback response. 

Based on these assumptions, the estimated 
impact on Federal revenues amounts to $415 
million in 1972. Assum)ng a 10 percent average 
annual increase in savings deposits, and allow
ing for the declining percentage of reserves al
lowed under the 1969 provisions, the 5-year 
projections of revenue impact are: 

Federal Revenue 
Year Loss 
1973 $436 
1974 $458 
1975 $481 
1976 $510 
1977 $547 

5-Year Total $2,432 million 

Summary-Bad Debt Reserves: Following is 
a summary concerning bad debt reserves. 

1. Thrift institutions receive more lenient 
treatment than do commercial banks; this results 
in an interest rate advantage of 13 basis points, 
which is applied toward the lowering of mort
gage rates. 

2. Using a composite credit term including 
the interest rate, average term to maturity and 
the loan-to-value ratio, the net effect of an in
crease in the mortgage rate by 13 basis points 
would be an approximate 2 percent reduction in 
the demand for new housing. 

3. The presence of the tax represents a 
transfer of income from the general public to the 
mortgage market. To the extent that homeowner
ship is concentrated in upper, as opposed to 
lower, income classes, this redistribution of pub
lic funds is regressive. 

31 E. Cohen, Statement of Han. Edwin S. Cohen, Under Secretary 
of the Treasury, Tax Subsidies and Tax Reform, Hearings be
fore the Joint Economic Committee, July 21, 1972, p. 164. 

4. The cost to the Treasury is estimated to 
be between $400 million and $550 million an
n ually for the next 5 years. 

Tax Exemption for Real Estate Investment 
Trusts 

Real estate investment trusts (REIT) are 
exempt from Federal corporation income tax, 
provided they meet the following specific 
requirements: 32 

1. The REIT must be a passive investor 
rather than an active participant in the operations 
of its properties. However, the active manager of 
a REIT's properties can own up to 35 percent of 
the REIT's stock. 

2. At the end of each quarter, 75 percent of 
the value of the REIT's total assets must consist 
of real estate (including mortgages), cash, cash 
items, and government securities. 

3. At least 100 persons must own shares, 
and five or fewer persons cannot own more than 
50 percent of the shares. 

4. At least 75 percent of the gross income 
of the REIT must be derived from rents, mort
gage interest, and gains from the sale of real es
tate. 

5. At least 90 percent of the REIT's income 
must be distributed to the shareholders. 

The purpose of a REIT is unique-its main 
function is to provide funds for less traditional 
and more risky real estate investments, many of 
which would not be able to acquire financing 
were it not for the existence of REIT. This may 
take, for example, the form of a contractor who 
is trying to establish himself in a new type of 
construction activity and has been refused credit 
by the more established institutions because of 
risk. The REIT may gamble on the high profit po
tential of the project and grant the loan at a high 
but not prohibitive rate of interest. 

The ability and desire to accept risk is a 
distinct feature of the REIT industry. It provides 
one of the few outlets for equity capital into the 
real estate market. The cost for the equity capi
tal is on the order of 11-12 percent with the av
erage short term borrowing costs between 5-6 
percent. 33 Of late, however, this short term cost 

32 P. Schulkin, "Real Estate Investment Trusts: A New Financial 
Intermediary," New Eng/and Economic Review (November/ 
December 1970), p. 2-3. 

33 P. Schulkin, "Recent Developments in the REIT Industry," New 
Eng/and Economic Review (September/October 1972), p. 6. 
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Construction Loan Holdings-December 1972 ($ Million) 

Total 
Commercial Banks 18,809 
S&L 11,187 
Mutual Savings 1,413 
REIT 5,717 

has risen considerably, with debt issues in 1972
73 running in the 7-8 percent range. 

Because of the relatively high percentage of 
high cost equity capital, the average cost of 
funds for an REIT may be on the order of 9 
percent~well in excess of the 5 percent faced by 
commercial banks and the 5.5 percent faced by 
savings and loan associations. 

By far the most prevalent type of investment 
is in construction and development. Construction 
of apartment houses, commercial structures, and 
single family homes account for 56 percent of all 
mortgage activity. 31 

Of the construction ventures, 40 percent are 
in multifamily housing, 41 percent in commercial 
structures, and only 10 percent in 1-4 family 
housing. Although REITs possess only 16 percent 
of the total construction loan holdings as of De
cember 1972, these represent over 21 percent of 
the mutifamily construction total. In periods of 
monetary restraint, the 1-4 family housing mar
ket is all but completely excluded from the do
main of the REIT. 

Holdings of long term mortgages form the 
second major type of asset holding. This type of 
REIT financing completely avoids the single fam
ily home market and places great emphasis on 
commercial and industrial mortgages. Figures for 
December 1972 reveal the following splits: 

Conventional Nonfarm Total 
Multifamily Nonresidential All Types 

$518 million $1,579 million 2,480 

Impacts on Tenure Mix: Real estate invest
ment trusts owe their existence to their exemp
tion from the corporation income tax. Unlike the 
marginal effect the removal of bad debt reserves 
would have on commercial banks and thrift insti
tutions, removal of tax exemptions could possi
bly be ruinous to the industry. The REITs of 
large commercial banks may be able to stay 
afloat if the amount of equity capital is relatively 
small, but it is doubtful that these REITs would 
remain in the long run. Should REITs fold, their 

"REIT Industry Data, unpublished document obtained through the 
National Association 01 Real Estate Investment Trusts. 

1-4 Multi- Commercial & 
Family family Individual 
4,803 5,589 8,417 
5,307 3,998 1 ,882 

345 685 384 
576 3,809 2,332 

present mortgage holding could be sold to exist
ing mortgage institutions-but possibly only at a 
loss, because of the risk nature of the loan and 
the circumstances of the transfers. There would 
most likely be no new formations because any 
public offering of shares would not attract 
enough of an asset base to insure the prospec
tive advisor a sufficient management fee. 

The pertinent question, then, centers on the 
u Iti mate desti nation of the cu rrent capital tied up 
in REITs. At the end of 1972, assets amounted to 
a total of $10.3 billion. Total equity involvement 
amounts to approximately $5.3 billion. 

Under the worst of all possible situations, 
the total capital commitment eventually may be 
transferred to new investments totally unrelated 
to housing. New construction and development 
loans outstanding have doubled in the last year 
and a half, with the REITs' percentage of the 
construction and development market increasing 
from 7.9 percent in the third quarter of 1970 to 
16.7 percent as of the end of 1972. Loss of the 
REITs in the construction and development mar
kets would represent a serious blow to multifam
ily housing construction, which could amount to 
well over $1.5 billion per year. 

If this capital is invested in financial institu
tions in proportion to the present relative asset 
strength of commercial banks and thrift institu
tions, then roughly a third of $10.3 billion ($3.4 
billion) will transfer to thrift institutions, with 
commercial banks picking up $6.9 billion. The 
net addition to each institution depends on the 
extent to which they have bought up the dis
persed mortgage holdings of the REITs as they 
close down operations. In this situation, the ef
fect on the housing market will be much less se
vere than if the money were to go to other than 
financial institutions. Here, at least, some of the 
cash will be diverted back into housing invest
ment with virtually all of the thrift instituion de
posits going into single family housing. Invest
ment in real estate by commercial banks 
averages approximately 16 percent of total loans 
and securities; thus the net effect will be a sub
stantial reduction in funds allotted to the housing 
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market. Because of the differences in markets of 
commercial banks and thrift institutions, the net 
effect should result in a substantial transfer of 
those funds that are invested into housing away 
from construction of multifamily housing and into 
construction and purchases of single family 
housing. 

Impacts on Distribution of Income: As men
tioned previously, the involvement of equity capi
tal into the real estate market is a unique feature 
of the REIT. The tax incentive has a definite im
pact on the distribution of income via wealth 
accumulation of the equity holder. For firms sub
ject to the corporation income tax, dividends paid 
to stockholders are not deductible for income 
tax purposes. Thus, at a 48 percent tax rate, pre
tax earning would have to be $1.92 before $1 
could be returned in dividends. It is this exemp
tion that permits the REIT to attract these equity 
funds into these relatively risky enterprises. 

But from the pOint of view of the consumer, 
the preponderance of construction investment in 
multifamily housing is to the obvious benefit of 
the rental class. To the extent that this class is 
at the lower end of the income distribution, 
REITs represent a progressive element in the 
housing market. Elimination or, at a minimum, a 
disruption of the REIT industry by way of re
moving their tax exemption would have a signifi
cant impact on rental housing. 

Cost to Treasury: Assuming that, in the 
short run, REITs would remain in existence, they 
would absorb all of the tax increase themselves; 
that, in turn, would effect the distribution of divi
dends to .,the equity holders. The net effect on 
the Treasury would be the newly acquired corpo
ration income tax minus the reduction in income 
tax paid by the equity holder. For the present 
year, net income is expected to attain $550 mil
lion. If one assumes that the equity holders are 
in the 40 percent tax bracket, the Treasury pres
ently receives $220 million in tax revenues. If 
REITs were taxed at the present corporation in
come tax rate of 48 percent, then $264 million 
would go directly from the REIT to the Treasury. 
But only $286 million would now be taxed at the 
equity holders' 40 percent rate, for a total of 
$114 million. The Treasury total intake would be 
$378 million. The net gain to the Treasury would 
be $158 million. 

If these assets are in fact transferred to 
nonhousing related industries, the effect on the 
Treasury revenues will largely depend on the 
manner in which this capital is spread between 
debt and equity, and the relative rates of return 
each commands. The most feasible assumption 

is that the debt-to-equity split will remain at the 
present 1:1 ratio; the REIT investors have ex
pressed their preferences for debt and equity, and 
it is likely that they would seek investments de
manding similar financing. If one makes the fur
ther assumption that alternative investments are 
available that return comparable rates of return, 
then there is a possibility that revenues will in
crease over that of the shortrun case. This is so 
because the return on equity (ROE) would now 
have to be on an after-tax basis if done in corpora
tions subject to the corporation income tax. The 
taxation of the higher level of profits needed to 
attain the same ROE would represent a net addi
tion to the Treasury. Hence, if the money is 
invested in corporation stock the return to the 
Government increases by a factor equal to the 
present REIT return on equity, or approximately 
$500 million per year. 

If the capital were invested in financial insti
tutions, the net gain to the Treasury would be 
less than the prior situation because of the tax
exempt nature of interest payments on deposits. 
Therefore, the boundary for the cost to the 
Treasury is between the $158 million figure for 
the short run, and a maximum of $500 million 
under the most severe transfer of funds out of 
the housing market. Using the lower-bound 
figure as a base, and estimating a 10 percent an
nual growth rate in REIT profits (a much lower 
growth rate than has been experienced in the 
last few years, representing a maturing industry), 
the cost to the Treasury over 5 years is: 

Year Federal Revenue Loss 
1973 $158 million 
1974 $174 
1975 $191 
1976 $211 
1977 $231 

5-year total $915 million 

Summary-Real Estate Investment Trusts: 
Following is a summary concerning real estate 
investment trusts. 

1. REITs are exempt from corporation in
come tax provided 75 percent of income comes 
from real estate transactions and at least 90 per
cent of net income is distributed to stockholders. 

2. REITs represent an outlet for equity capi
tal into the real estate market. Because of this 
equity involvement, funds are made available to 
less traditional and more risky real estate ven
tures that cannot get credit elsewhere. 
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3. Taxation would in the long run force 
REITs out of existence, with the net impact on 
the housing industry depending on the manner in 
which funds are transferred to other industries. 

4. The effect on the multifamily housing 
construction market could be as great as $1.5 
billion per year. 

5. Due to their heavy concentration in con
struction of multifamily as opposed to single 
family housing, the existence of REITs alters the 
tenure mix in favor of rentals. This in turn affects 
the distribution of income in a progressive man
ner. 

6. If REITs were taxed, the increase in reve
nue to the Treasury would be as much as $158 
million annually in the short run, and as much as 

$500 million as funds are transferred out of 
REITS and into other enterprises. 

Deposit Rate Regulation 

The rationale behind deposit rate restriction 
is based on the basic difference in the structure 
of asset and liability composition of commercial 
banks and thrift institutions. While banks have 
wide latitude in developing their asset and liabil
ity structure, thrift institutions generally face a 
situation in which they borrow short and lend 
long. Although this may work to the latter 
group's benefit when short term rates are lower 
than long term rates, it creates serious financial 
problems as short term rates increase. 

Deposit rate restrictions represent one 
means of avoiding serious net outflows of funds 

Table 4.2. Federal Reserve System-Maximum Interest Rates Payable on Time and Savings 
Deposits: 1962 to 1972 

Type of Deposit Jan. July Nov. Dec. July Sept. Apr. Jan. 1970 
1962 1963 1964 1965 1966 1966 1968 June 1972 

Savings 4 4 4 4 4 4 4 4V2 
Multiple maturity: 

90 days or more 5 5 5 5-5% 
Less than 90 days (3Q--89 days) 4 4 4V2 5V2 4 4 4 4V2 

Single maturity: 
Less than $100,000 5V2 5 5 5-5% 
$100,000 or more 5V2 5V2 5V2-6% 6%-7V2 

Source : Statistical Abstract 01 the United States, 1972, Dept. of Commerce, Table 730, p. 459. 

Table 4.3. Maximum Rates of Return Payable on Savings Accounts by Savings and Loan 
Associations that Are Members of the Federal Home Loan Bank System 

Type of Account 

Regular 
90-day notice (for withdrawals) 
Fixed or minimum term or qualifying period 

and minimum balance : 

Minimum balance less than $100,000 


and qualifying period of at least: 
3 months 
6 months 
1 year 
2 years or more 

Minimum balance of $100,000 and qualifying 
period of at least: 


6Q--89 days 

90--179 days 

180--364 days 

1 year or more 


Sept.26, 
1966 
4.75 
4.75 

Effective Date and Percentage Rate 
April 1, 

1969 
4.75 
5.00 

Dec. 19, 
1969 
4.75 
5.00 

Jan. 21, 
1970 
5.00 
5.25 

5.25 
5.25 
5.25 

5.25 
5.25 
5.25 

5.25 
5.25 
6.00 

5.25 
5.25 
5.75 
6.00 

6.50 
6.75 
7.00 
7.50 

Source: Federal Home Loan Bank Board Journal 73 FHLBB. Table S. 4.12. p. 88. 
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from thrift institutions due to competition with 
commercial banks. By imposing these artificial 
ceilings, a source of housing mortgage funds is 
thus preserved above the level it would attain if 
the competitive deposit rates were allowed. 

Both the Federal Reserve System and the 
Federal Home Loan Bank (in conjunction with 
States) have set maximums with the FHLB ceil
ings for savings and loan associations slightly 
above those of the commercial bank maximums 
set by the FED. (See tables 4.2 and 4.3.) 

The Hunt Commission has recommended 
that all ceilings on deposit rates be dropped. 35 

However, they did not explicitly consider the ef
fects this would have on the housing market. The 
elimination of ceilings will place commercial 
banks and thrift institutions in more perfect com
petition for funds. Intuitively, one might expect 
the time deposit rate for commercial banks to 
rise by a greater margin than that of savings and 
loan associations and mutual banks. Transfer of 
funds will take place from thrift institutions to 
commercial banks. The impact on mortgage 
rates, housing demand, and, ultimately, housing 
supply requires analysis. 

Impacts on Housing Stock: A study by Jaf
fee and Fair has used the Federal Reserve-MIT
Penn (FMP) econometric model in an attempt to 
analyze the effect of the elimination of restric-

In the first case (removal of the ceiling only 
for commercial banks) the simulation showed the 
following in deposit rate rates: Commercial bank 
time deposit rates increase by 95 basis points, 
savings and loan rates increase 38 basis points, 
and mutual savings bank rates increase by 57 
basis points. The resulting net flow of funds from 
thrift institutions to commercial banks resulted in 
an increase of the mortgage rates by 20 basis 
points. Mortgage levels of the three institutions 
have a net decline of $9 billion: Commercial 
banks increase $4.7 billion dollars, S&Ls decline 
$10.6 billion, and mutual savings banks decline 
$3.1 billion. 

The second case of interest ceilings re
moved on all financial intermediaries shows sub
stantial increases in rates (95, 78, and 52 basis 
points, respectively) but only a three basis point 
increase in the mortgage rate. Mortgage levels 
reflect a net increase of $3.8 billion, with com
mercial banks and S&Ls increasing by $3 and 
$1.4 billion , respectively. Only the mutual savings 
banks declined, by $0.6 billion. 

If one accepts the range of values for the 
increase in mortgage rates, then one must con
clude that the net effect of dropping the rate re
quirements for all institutions is quite small; it 
may even be difficult to detect any longrun ef
fects on housing supply. 

Table 4.4. Deposit Interest Forfeited and Mortgage Subsidies 

Commercial Banks 
Savings and Loans 
Mutual Savi ngs 

Commercial Banks 
Savi ngs and Loans 
Mutual Savings 

Deposits ($ Million) 
1971 

278,800 
174,472 

81,978 

Residential Mortgage 

Loans Outstanding 


($ Millions) 


51,505 
174,385 

53,441 • 

Source: Statistical Abstract of the United States, 1972, Dept. of 

tions on deposit rates. 36 They first consider the 
removal of FED restrictions on commercial 
banks; next, they remove ceilings from all inter
mediaries, 

35 The Report of the President's Commission on Financial Structure 
and Regulation, December 1971. 

36 Fair and Jaffee, op. cit., pp. 99-148. 

Deposits 
Deposit Interest Forfeited 

Basis Points ($ Million) 

95 2,649 
78 1,360 
52 426 

~ 

Mortgage Rate Mortgage 
Increase Subsidy 

Basis Poi nts ($ Million) 

20 103 
20 348 
20 107 

--sse 
Commerce. Tables 701 (p. 448), 704 (p. 449) , 707 (p. 450) . 

Impacts on Distribution of Income: Current 
rate restriction creates a substantial redistribu
tion of income from depositors in financial insti
tutions to mortgage holders. Reductions in inter
est income amounts to $4.4 billion annually. 
Assuming that the mortgage rate only rises by 20 
basis points, the direct mortgage subsidy of the 
deposit ceilings can be measured by applying 
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this increase to the present quantity of residen
tial mortgage money outstanding to arrive at a 
crude measure of the direct mortgage subsidy of 
$558 million. 

This transfer is even more significant if it is 
assumed that mortgage holders do not them
selves heavily support thrift institutions with their 
own deposits. To the extent that the poor renter 
places the vast majority of his savings dollars in 
depository financial institutions, the burden lies 
most heavily on the lower income classes. The 
upper income mortgage holder most certainly 
has a greater diversity in the distribution of his 
savings, either because of greater knowledge of 
investment opportunities or because of his ability 
to accumulate a critical mass necessary for cer
tain investments. 

Cost to Treasury: The penalty that deposit 
rate ceilings place on depositors in financial in
termediaries was estimated to be on the order of 
$4.4 billion for 1971. The cost to the Treasury is 
represented by the forgone income it would re
ceive from the taxation of this interest income by 
way of the individual income tax. If one assumes 
that the average depositor is in the 20 percent 
tax bracket, then this may amount to as much as 
$880 million in lost revenue. Based on a pro
jected 10 percent annual average increase in de
posits, the tax loss for the next 5 years is esti
mated to be: 

Year Federal Revenue Loss 
(1972) $ 975 million 
1973 $1,075 
1974 $1,180 
1975 $1,300 
1976 $1,425 
1977 $1,570 

5-year total (1973-1977) $6,550 million 

Summary-Deposit Rate Regulation: Follow
ing is a summary of deposit rate regulation. 

1. Deposit rate restrictions prevent serious 
outflows of funds from the housing market. 

2. Elimination of these ceilings would in
crease deposit rates: 

• Comme.rcial Banks by 95 basis points 
• Savings and Loan Associations by 78 

basis points 
• Mutual Savings Banks by 52 basis points 

3. Estimates of the increase in the mortgage 
rate range from 3 to 20 basis points. 
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4. Since the average income of mortgage 
borrowers is significantly higher than that of sav
ings depositors, the current rate restrictions rep
resent a serious regressive transfer of income 
from the poor to the rich. 

5. The net effect on the housing market of 
dropping deposit requirements is quite small, 
and it may even be difficult to predict whether 
the longrun effect will be positive or negative. 

6. The cost to the Treasury is estimated to 
be between $900 million and $1,500 million an
nually for the next 5 years. 

Appendix A. The Mechanics of Tax 
Shelter in Various Types of 
Housing Investments 

Tax shelter takes on a different significance 
in various types of housing investments. In con
ventionally financed, new construction, profit 
considerations are primary, while tax shelter is a 
secondary concern. Profits can be expected to 
far exceed depreciation losses. 

Used conventionally financed rental housing 
is even less dependent on tax shelter. The 125 
percent declining balance method applicable to 
such housing affords only slight economic bene
fit in excess of actual physical deterioration. 

Government-regulated, privately owned rental 
housing, whether it be subsidized or unsub
sidized, FHA or State agency financed, pre
sents an entirely different pattern. Tax incentives 
are the most important incentive in such hous
ing. The governmental aim in these projects is to 
keep the rents as low as possible. One way this 
is done is by limiting but by no means guarantee
ing profits of 6 percent of implied equity (8 percent 
in certain State programs). Another means is to 
provide especially large mortgages at low interest 
rates. 

While, as seen above, the depreciation rules 
are no different for Government regulated hous
ing than for any other housing, the low equity re
quirements and limited return on equity mean 
that tax losses far exceed taxable income on the 
project. These losses can be used to offset other 
income of the taxpayer. Because of the low eq
uity requirement, these losses are relatively more 
significant in boosting the rate of return on eq
uity. They serve to compensate for the limitations 
placed upon the return for equity. Tax shelter is 
particularly important for a 236 rehabilitation 



project where the risks are great and the depre
ciation allowances are most liberal. However, ex
cess tax losses are of no value to those with no 
outside income, and of little value to those in 
low tax brackets. 

Those developers who are unable produc
tively to use tax shelter themselves will syndi
cate ownership in their projects to high income 
investors. Generally, such syndications take the 
form of a limited partnership with the developer 
serving as the managing general partner, and 
the investors serving as limited partners with 
very limited authority in the management of part
nership affairs. 

The 1950's saw a rapid increase in home
ownership, spurred by a combination of tax in
centives to homeowners, the availability of FHA 
mortgage insurance, and the proliferation of 
highways to open up land for single family dwell
ing construction. Tax incentives to developers of 
rental housing were not sufficient to buck the 
trend toward homeownership, nor were they in
tended to do so. Depreciation provisions reached 
their most liberal level in 1954. 

In the late 1960's, the postwar baby boom 
reached their late teens and early twenties, and 
created a strong demand for apartments. Most of 
the apartment demand was for rentals; however, 
large numbers of apartment seekers, especially 

older apartment seekers, sought condominiums, 
maintaining the high percentage of homes with 
owner occupants. As children of the baby boom 
have formed families, the pendulum has begun 
swinging back toward homeownership of single 
family units in the 1970's. 

Depreciation benefits, of course, provide an 
incentive to invest in rental housing. The amount 
of the incentive is the discounted present value 
of the difference between the accelerated depre
ciation taken and the actual depreciation in 
value accruing. Table 1 shows that for new con
struction the incentive provided by double de
clining balance depreciation over 33V3 years, as 
compared with straight line depreciation over the 
same period, is 4.5 percent for a property owner 
in a 50 percent tax bracket using any discount 
rate between 6 and 10 percent. The new con
struction incentive provided in excess of reverse 
sum-of-the-years digits over 40 years, a more 
true reflection of actual depreciation, would be 
about 12 percent (see Table 3). The value of the 
167 (k) rehabilitation incentive is between 13 and 
17 percent, depending on the discount rate as 
compared with straight-line depreciation over a 
normal useful life of 20 years (Table 4); it is be
tween 18 and 23 percent compared with reverse 
sum-of-the-years digits depreciation over 20 
years. 

Table 1. Cost to Treasury Per $100,000 of New Construction 

Annual Straight Li ne Excess 50% Excess Discount Discounted 
Year Depreciation Depreciation Depreciation Depreciation Rate @ 6% Cost 

1 6,000 3,000 3,000 1,500 .943 1,415 
2 5,640 3,000 2,640 1,320 .890 1,173 
3 5,302 3,000 2,302 1,151 .840 967 
4 4,984 3,000 1,984 992 .792 786 
5 4,684 3,000 1,684 842 .747 629 
6 4,403 3,000 1,403 702 .705 495 
7 4,139 3,000 1,139 570 .665 379 
8 3,891 3,000 891 446 .627 280 
9 3,657 3,000 659 330 .592 195 

10 3,438 3,000 438 219 .558 122 
11 3,232 3,000 232 116 .527 61 
12 3,038 3,000 38 19 .497 9 
13 2,856 3,000 (144) (77) .469 (36) 
14 2,684 3,000 (316) (158) .442 (69) 
15 2,523 3,000 (477) (239) .417 (100) 
16 2,372 3,000 (628) (314) .394 (123) 
17 2,229 3,000 (771) (386) .371 (143) 
18 2,096 3,000 (904) (452) .350 (158) 
19 1,970 3,000 (1,030) (515) .331 (170) 
20 1,852 3,000 (1 ,148) (574) .312 (179) 

5,535 

Discount Tax on sale = .312 X .30 X (40,000-29,011) = (1 ,029) 
Discounted net cost to Treasury = $4,506 

-- - ~ - --- -- 
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Table 2. Cost of Treasury Per $100,000 of Rehabilitation 

Year 

1 
2 

3 

4 

5 

6 

7 

8 

9 


10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Accelerated Straight Line Excess 50% Excess Discount Discount 
Depreciation Over 20 Years Depreciation Depreciation Rate Cost 

20,000 5,000 15,000 7,500 .943 7,073 
20,000 5,000 15,000 7,500 .890 6,675 
20,000 5,000 15,000 7,500 .840 6,300 
20,000 5,000 15,000 7,500 .792 5,940 
20,000 5,000 15,000 7,500 .747 5,603 

5,000 (5,000) (2,500) .705 (1 ,763) 
5,000 (5,000) (2,500) .665 (1,662) 
5,000 (5,000) (2,500) .627 (1,568) 
5,000 (5,000) (2,500) .592 (1,480) 
5,000 (5,000) (2,500) .558 (1,395) 
5,000 (5,000) (2,500) .527 (1,317) 
5,000 (5,000) (2,500) .497 (1,243) 
5,000 (5,000) (2,500) .469 (1,172) 
5,000 (5,000) (2,500) .442 (1,105) 
5,000 (5,000) (2,500) .417 (1,043) 
5,000 (5,000) (2,500) .394 (985) 
5,000 (5,000) (2,500) .371 (927) 
5,000 (5,000) (2,500) .350 (875) 
5,000 (5,000) (2,500) .331 (828) 
5,000 (5,000) (2,500) .312 (780) 

13,448 

Discounted tax on sale = .312 X .30 X (0) = 0 
Discounted net cost to Treasury = $t3,448 

Table 3. Accelerated Depreciation Compared with Reverse Sum-of-the-Years Digits 
Depreciation per $100,000 of New Construct ion 

Double 
Declining 
Balance Reverse Discounted Discount Discounted 

Depreciation Sum of Years Excess 50% Excess Discount Tax Savings Rate Tax Savings 
33% Years Digits 40 Years Depreciation Depreciation Rate @ 10% @6% @6% @10% 

1 6,000 122 5,878 2,939 .909 2,672 .943 2,771 
2 5,640 244 5,396 2,598 .826 2,22B .B90 2,401 
3 5,302 366 4,936 2,468 .751 l,B53 .B40 2,073 
4 4,9B4 4BB 4,496 2,24B .6B3 1,535 .792 l,7BO 
5 4,6B4 610 4,074 2,037 .621 1,265 .747 1,522 
6 4,403 732 3,671 1,336 .564 1,036 .705 1,294 
7 4,139 B54 3,2B5 1,542 .513 B42 .665 1,092 
8 3,B91 976 2,915 1,458 .467 6Bl .627 914 
9 3,657 l,09B 2,559 1,279 .424 542 .592 757 

10 3,43B 1,220 2,21B 1,109 .3B6 42B .55B 619 
11 3,232 1,341 l,B91 946 .350 331 .527 499 
12 3,038 1,463 1,575 787 .319 251 .497 391 
13 2,856 1,585 1,271 536 .290 184 .469 298 
14 2,684 1,707 977 4B8 .263 12B .442 215 
15 2,523 1,829 694 347 .239 83 .417 145 
16 2,372 1,951 421 211 .21B 46 .394 83 
17 2,229 2,073 156 78 .198 15 .371 29 
lB 2,096 2,195 (99) (50) .180 (9) .350 (18) 
19 1,970 2,317 (347) (273) .164 (28) .331 (57) 
20 l,B52 2,439 (587) (294) .149 (44) .312 (92) 
Sale' .149 (2,028) .312 (4,24B) 

i2,01T' 12,468 

• Tax on Sale il price equals reverse sum-ol-the-years digits basis (79,390-29,011) X .30 = (13,614) 
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An additional incentive to developers is the 
ability to deduct certain expenses in full during 
the construction period, rather than having to 
depreciate them. On FHA-insured housing, these 
expenses are likely to total 9 percent of the 
mortgage over a 1-year period according to the 
following schedule: 

Interest @ 8V2 percent on an average 
of 50 percent of value 4.25% 

Mortgage insurance premium .50% 
Financing fees 2.00% 
FNMAIGNMA fees 1.50% 
Property taxes .75% 

9.00% 

Nine percent of a Government assisted 
mortgage translates into about 8 percent of total 
costs, and approximately 10 percent of deprecia
ble costs. For conventionally financed construc
tion, the HUD-Touche Ross & Co. Study on Tax 
Considerations in Multifamily Housing found that 
construction period expenses equaled a med ian 
of 4 percent of total costs equalling about 5 per
cent of a conventional mortgage and about 5 
percent of depreciable costs. The reasons that 
construction expenses are lower in conventional 
construction are reduced fees, a shorter con
struction period, and less emphasis on tax shel
ter considerations. 

For an investor in a 50 percent tax bracket, 
being able to expense construction losses is 
worth $5,000 per $100,000 of depreciable basis 
on FHA-assisted housing, and $2,500 on conven
tional. Were these construction losses, instead, 
depreciated on a straight line (assuming owner
ship of 20 years and a useful life appropriate for 
new construction of 33V3 years) they would be 
worth only $1,323 on FHA-assisted housing, 
using a 10 percent discount rate and $1,887 
using a 6 percent rate; they would be worth 
about half of these values for conventional hous
ing. Depreciating construction expenses on a re
habilitation project-i.e., using a useful life of 20 
years, the discounted value on FHA-assisted 
projects would be $2,128 using a 10 percent 
rate, and $2,874 using a 6 percent rate, and half 
these amounts on conventional projects. Thus, 
expensing of construction items increases the 
rate of return between 2 and 4 percentage points 
on FHA-assisted housing, and between 1 and 2 
percentage points on conventional housing. The 
difference between expensing and reverse sum
of-the-years digits depreciation is about one and 
a half times as great as between expensing and 
straight line depreciation. 

The benefits of accelerated depreciation and 
the expensing of construction losses have all 
been calculated, assuming that the property will 
be held for 20 years, thereby minimizing the tax 
on sale. However, if a sale occurs in an earlier 
year, the rate of return declines considerably. 
Depreciation and construction loss benefits, of 
course, are only applicable to rental housing. 
The only tax incentive for developers to create 
owner-occupied housing is the 1039 rollover. 

Under normal circumstances, however, 1039 
provides an insufficient incentive for investors to 
sell to tenants. Not a single limited dividend 
221 (d) 3 or 236 project has been sold to a tenant 
cooperative out of some 2,200 limited dividend 
projects still being insured by FHA. 

While most limited dividend projects, partic
ularly 236 projects, have several years of depre
ciation remaining before a sale of any type might 
be anticipated, the mathematics of 1039 make it 
unprofitable for investors ever to sell to tenants 
except in instances where the project is other
wise likely to go into foreclosure. Under 1039, a 
taxpayer (defined in the regulations to be the en
tire partnership, rather than a single limited part
ner) must reinvest the "net amount realized" on 
the sale of the first project in a second project 
in order to avoid paying a tax on sale at this 
point. More colloquially, he must "roll his invest
ment over" to a second project. The cost to the 
taxpayer of making such a reinvestment is likely 
to be considerably greater than can be obtained 
from the tenants of the first project. Moderate in
come tenants as a group can afford to pay' only 
slightly more, than the outstanding mortgage 
amount-in most instances, no more than one or 
two hundred dollars per family above the mort
gage, if that. Investors, however, would have to 
pay on the order of 15 percent above the mort
gage to reinvest in a second new project and 
even more to reinvest in a rehabilitation project. 
Stable used projects are unlikely ever to be 
available to limited dividend investors. Fifteen 
percent above the mortgage translates into 
roughly $3,000 per unit in cost that the investors 
would have to layout. This price is based 
largely upon the amount of depreciation that 
ownership of such property would normally gen
erate. Yet investors who are involved in a roll
over are limited as to the tax shelter benefits 
they can receive in a second project. Their basiS 
in the second project is reduced by the amount 
of gain not recognized on the disposition of the 
first. The only significant benefits an investor 
would receive in the second project would be 
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the right to deduct the construction losses, lower 
taxable amortization,· and possibly a small char
itable contribution deduction. These small bene
fits are not nearly enough to make a rollover 
profitable for investors in a normal situation. 

The only situations where a rollover would be 
beneficial to investors would be: 1) If the first 
property is otherwise likely to go into foreclo
sure, and 2) if HUD is willing to refinance the 
mortgage. In the first instance, buying into a sec
ond project would be cheaper than the recapture 
cost of foreclosure. Yet few tenant organizations 
are willing, or for that matter should be willing, 
to take over the ownership of a project threat
ened by foreclosure. Refinancing by HUD to pro
vide investors with sufficient capital to reinvest 
in a second project would be the only way to en
courage the sale of sound projects to tenant 
groups. Thus far, however, HUD has been reluc
tant to provide such refinancing. 

• Debt service 	on a mortgage generally involves a constant pay
ment with an increasingly higher percentage of taxable amort
ization and lower percentage of (tax deductible) interest. Roil
ing over into a second project would enable an investor to 
move back to the beginning of the amortization schedule. 
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Housing and Income Tax 
Subsidies 

By Paul Taubman 
Professor of Economics, University 
of Pennsylvania 

In this report I will inventory the existing di
rect and indirect tax subsidies to single and mUl
tifamily housing. Given the short timespan in 
which this report has to be prepared, I find it 
necessary to forgo certain technical proofs, de
lightful though they are, and to rely on citations 
to appropriate references. It is necessary, ho~
ever, for certain definitions to be set forth at this 
time. 

Tax Subsidies and Other Definitions 
The recent JEC volume on tax subsidies [1] 

has indicated the conceptual difficulties in estab
lishing an all-inclusive definition of "subsidy." 
Tax subsidies, however, are easier to define. Ac
cording to both an "ability to pay" and economic 
efficiency approach, a person (or firm) is granted 
a tax subsidy if his tax payments are less than 
those of another person with the same "eco
nomic" or true income.12 Tax subsidies, there
fore reflect lower tax rates for certain persons 
or t~pes of transactions or a tax base that is 
less than economic income. 

In this report housing will be defined in 
terms of quantity or number of units of a stand
ard type and quality. "Quality" will . include such 
things as the condition of the building shell and 
the range and type of equipment and other serv
ices provided in supplying shelter. "Single fam
ily" will stand for owner-occupied, and will in
clude condominiums and mobile homes, while 
"multifamily" will mean rented housing. Indirect 
tax subsidies are those granted to mortgagers or 
suppliers of raw materials used in constructing 
houses and which result in a reduction in the 
market cost of producing housing services. 

1 In this paper I will assume that income and not consumption or 
wealth is the agreed-upon tax base unless specifically stated 
otherwise. In the definition, I am also ignoring possible ad
justments for differential risk bearing. . 

2 Economic income is defined as consumption plus the change In 
net worth. 

At some points we will be concerned with 
low and moderate income housing, which are 
defined as housing whose costs are such that 
people with certain specified levels of income 
can afford the mortgage or rent payments. 

An Inventory of Direct Tax Subsidies 
to Rental Housing 

The current tax law provides a variety of di
rect tax subsidies to housing. An excellent sum
mary of most of these can be found in Slitor [2], 
some of whose details have been outmoded by 
changes in the 1969 and 1971 Tax Acts, and in 
Aaron [3].3 

Table 1 lists these subsidies separately for 
owned and rented houses. In this table and sub
sequent discussion I have not included certain 
programs that are only available to small groups 
such as farmers or veterans. See Aaron's appen
dix for these [3]. The first item on the list for 
rented housing, . too-rapid depreciation of the 
building, is most important by itself and .a~so 
plays a key role in magnifying the tax subsldl~s 
inherent in items 2, 3, and 4. Because too-rapid 
depreciation is so important, it is necessary to 
consider in detail what we mean by "too rapid" 
and what depreciation system would be just 
right. 

Too-Rapid Depreciation 

Nearly all tax depreciation syste~s . allow 
the taxpayer to write off the value of hiS Invest
ment or the cost of the asset during the asset's 
Iife.4 But as has been shown rigorously by 
Samuelson and demonstrated numericalty by 
Taubman and Rasche [4], a tax system will con
fer a subsidy if the present discounted value 
(PDV) of the tax depreciation exceeds that of the 
PDV of the stream of annual losses in value. 5 

This true or economic depreciation also should 
be included in determining economic income on 
page 1, footnote 2. Or, in other words, if the tax
payer is allowed to write off an asset too 
quickly, he in effect receives an interest-free 
loan from the government in the form of post
poned taxes. 

3 The 1971 and 1969 Tax acts made important changes in the treat
ment of housing. We use these provisions, although bUildings 
purchased before these dates have even more preferable 
treatment. 

• Below, 	we consider the effects of mortgages that form a wedge 
between the owner's equity and the cost of the Investment. 

• If the opposite occurs, the tax system imposes an excise tax on 
the asset. 
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Table 1. Direct Tax Subsidies for Owned and 
Rented Houses 

Multifamily Housing 

1. 	 Too-Rapid Depreciation on Building 
2. 	 Capital Gains Treatment of Certain Transactions 

and Limited Recapture 
3. 	 Depreciation Base Too Large 
4. 	 Tax Free "Exchanges" 
5. 	 Too-Rapid Depreciation of Equipment 
6. 	 Noncomparability of Treatment of Expenses and 

Revenues 
7. 	 Tax Free Transfer Payments 


Single Family Housing 


1. 	 Imputed Rental Value Tax Free 
2. 	 Interest and Property Taxes Deductible if Itemized 
3. 	 Capital Gains on Sale 
4. 	 Tax Deferral on Capital Gains 
5. 	 Capital Gain Exemption for those who are older 

than 	 64 

For Both Types 


1. 	 Exemption from Corporate Tax 

The definition is clear, but the factual ques
tion of the age pattern of economic depreciation 
still remains. Since 1971, the tax code has al
lowed investors to use the double declining bal
ance depreciation formula on new buildings and 
125 percent on used residential buildings. (These 
will be defined below.) Most readers of this re
port will have heard enough stories about double 
declining balance (or related methods) which 
allow (accelerate) deductions faster than that al
lowed by straight line, to be convinced that dou
ble declining balance is too rapid." Some firmer 
evidence is available on the pattern of true de
preciation. First, based on published data on 
rents and costs, Taubman and Rasche [4] have 
calculated that true depreciation is much slower 
than even straight line. While their exact results 
vary by year and are somewhat sensitive to cer
tain assumptions, they always find that for each 
of the first 40 years of useful life-the average 
tax life of shell and equipment-the true annual 
loss in the value of the building is less than that 
allowed by the straight line formula with a 40
year useful life. Second, even in the early 1960's, 
when inflationary expectations were very small, it 
was possible for investors to receive close to 
100 percent, 15-year mortgages on new apart
ments. Thus banks and life insurance companies 

6 Straight Line Depreciation allows an annual deduction equal to 
(lIN) times Cost where N is the useful life of the building, or 
40 years for apartment buildings. Double Declining Balance 
lets the person write off in each year an amount equal to 
2IN (Cost-Previously Accumulated Depreciation). The per
son also can switch to straight line for Ihe remaining life 
and undepreciated balance whenever he wishes. As shown in 
[4], the optimal time will be in n/2 years. 

must not have expected much loss in value over 
this timespan, during which the tax laws let the 
investor write off 3h of the cost of the building 
with straight line methods, or more if accelerated 
depreciation formulas are used. Thus it seems 
that not only are the permissible tax depreciation 
rules-double declining balance on new residen
tial buidlings, 125 percent on used-a subsidy, 
but so is straight line depreciation. Indeed, Taub
man and Rasche conclude that true depreciation 
is approximated by reverse sum of the years' 
digits. 7 

There is one special rapid depreciation sys
tem for low income housing. Section 167k per
mits the taxpayer to amortize certain expendi
tures on repairs undertaken to rehabilitate low 
income housing over a 5-year period (with sal
vage value set at zero) as long as the useful life 
is at least 5 years .8 This provision expires in 
1975. While I know of no study that has exam
ined the pattern of true depreciation on such re
pairs, the economic life of the repairs may be 
10, 15, or more years, and salvage value will 
often be positive. Hence it seems clear that, as 
intended, a tax subsidy is granted by this provi
sion. 

Capital Gains and Limited Recapture 

The Tax Code currently allows V2 of (long 
term) capital gains to be excluded from the tax 
base." 10 Thus the maximum tax rate is only V2 
of that on ordinary income and there is, accord
ing to our definition, a tax subsidy.'1 As noted 
above, the special treatment only applies to 
"long term" gains. While the general rule in the 
Tax Code is that an asset passes from the short 
to long term status after being held for 6 months, 
there are some special features for residential 
rental properties. 

I The sum of the years' digits method allows a deduction in year 
N 

t of (N-t) I ~ (N-t) = 2(N-t)/(N+ l)N. Reverse sum of 
t = O 

the years' digits is equal to 2(N - (N - t»/(N + I)N. 

R To try to make sure that rehabilitation occurs, at least $3,000 
has to be spent during 2 successive years, while to restrict 
the subsidy to low income housing, no more than $15,000 per 
unit is granted this treatment. Also, qualified inveslment is 
to be defined by HUD standards. 

• 	It is sometimes argued that capital gains are due to inflation 
and thus the tax is on capital and not income. This argument 
is evaluated in the homeowner section. 

JO The first $50,000 of long term capital gains from all sources IS 

taxed at the lesser of half the ordinary income tax rate or 
25 percent. Capital gains in excess of $50,000 are taxed at 
half the ordinary rate. The maximum rate on ordinary income 
is 70 percent. 

11 The half 	of capital gains not taxed is subject to the minimum 
tax provision, however. 
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Since 1969, all depreciation on such invest
ments is subject to a "recapture rule ." This rule 
states that until a property is held for at least 
100 months, that portion of the difference be
tween the sales price and the tax basis (i.e., 
original cost less accumulated depreciation 
taken on tax returns) that represents excess de
preciation is not granted capital gains status but 
is taxed as ordinary income. Excess depreciation 
is the cumulated difference between accelerated 
and straight line depreciation. In other words, 
the tax law "recaptures" all of the excess depre
ciation in the first 100 months. For each month 
that the property is held beyond 100 months, 
however, an additional 1 percentage point of the 
excess depreciation is treated as a long term 
capital gain and not as ordinary income. 

Thus, the complete holding period before a 
gain is considered long-term is 162,6 yearsY 
Several points must be noted about this recap
ture rule. First, even when the taxpayer sells the 
building before the 100th month and is subject to 
full recapture, he still has received the substan
tial advantage of an -interest-free loan from the 
government . by deferring tax payments for up to 
100 months. Second, and probably more impor
tant, the "excess" depreciation subject to recap
ture is only the cumulated difference between 
straight line and the more accelerated method 
used. Yet the above discussion indicated that 
there is some evidence that straight line depre
ciation is too large. Finally, the capital gains 
treatment is still granted to that amount of the 
difference between sales price and tax basis that 
exceeds excess depreciation. Such capital gains 
can arise because of increases in site value, good 
management, or even lower mortgage rates. 

Depreciation and Borrowed Funds 

The depreciation and capital gains subsidies 
are conferred on the owner of the property, with 
the statutory amount of the subsidy determined 
by the cost of the property. The dollar amount of 
the subsidy is the same regardless of the distri
bution of the financing of the project between 
debt and equity, but the full subsidy is paid to 
the provider of the equity.13 A 1 percent subsidy 
based on th~ original cost paid to someone who 

12 Given our "ability to pay" definition of a subsidy. It is worth 
noting that currently the excess of accelerated over straight 
line depreciation for all other assets is always subject to 
recapture whenever a business asset is sold for more than 
the tax basis. 

13 The subsidy, of course, can be shifted to the debt financer 
through higher interest rates. 
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actually invests 1 percent of the price-a situa
tion that does occur-is a 100 percent subsidy 
on his investment. If the tax law only allowed 
economic depreciation, then no subsidy would 
arise from letting the owner depreciate the total 
original cost of the asset, since the decrease in 
his net worth is a reduction in his ability to pay. 
While a taxpayer can increase the value of the 
subsidy from too-rapid depreciation by using 
debt financing, the subsidy arises from the ex
cess depreciation and not from the too-large de
preciation base. 

Tax-Free Exchanges 

Capital gains (and the possible recapture of 
excess depreciation) are only recognized when 
the gain is "realized." Realization generally re
quires the sale of the building. There are, how
ever, some sales or transactions on which the 
taxpayer is not considered to have realized the 
gain and thus is not subject to tax. Tax-free ex
changes include swaps for a like kind of asset; 
contributions in kind to universities and certain 
other charitable institutions; remortgaging of a 
building; bequests at death; and involuntary con
versions. 

Section 1031 allows certain types of swaps 
of the same assets. Because, however, these 
swaps do not have to be for assets with the 
same tax basis, or market value (since cash can 
be added), it is possible for the person to ac
quire a more valuable asset without paying the 
tax on the old property, but continuing to use its 
basis for the new property. 

A taxpayer can itemize as a deduction up to 
30 percent of his adjusted gross income of con
tributions in appreciated assets made to certain 
charities. The deduction is for the current market 
value of the asset, but the contributor need not 
realize the gain on these assets. If a taxpayer 
were going to sell the building in any event, he 
can actually make a net profit by giving it to 
charity. For example, if his tax basis is zero and 
he is in the 70 percent tax bracket, a $100,000 
sale would yield him a $65,000 increase in his 
disposable income after paying his capital gains 
taxes.14 But if he donates the building, he can 
reduce both his taxable income by $100,000 and 
his taxes by $70,000 (if he does not exceed the 
30 percent annual limit). In other words, his af
ter-tax disposable income from giving the build
ing away is increased to $70,000. 

"However the recapture rule for excess depreciation applies. 

.............. _.... ,. ... 
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Another, perhaps quantitatively more impor
tant means of achieving a tax-free transfer is via 
remortgaging. Suppose that at the end of 15 
years a person has repaid his original mortgage. 
Further, suppose that he has written off 50 per
cent of the original price of the asset but that its 
true value has declined by only 10 percent. He 
can obtain a mortgage on all or part of this 90 
percent at a mortgage rate of, say, 7 percent, 
which is deductible against his ordinary income 
(at regular tax rates), but reinvest all the mort
gage proceeds in tax-free or subsidized assets 
such as municipal bonds or residential proper
ties. 

When a person dies and bequeaths an 
asset, his heirs are allowed to use the true mar
ket value at date of death (or 1 year later) as 
their tax value, but the deceased is not consid
ered to have realized any income from their 
step-up in basis. In other words, any unrealized 
capital gains-including those connected with 
excess depreciation-are not taxed as income 
although, like all other assets, residential proper
ties (at market value) are subject to an estate 
tax. 

When insurance or condemnation awards 
exceed the tax bases, the owner can defer pay
ing a capital gains tax if he invests in a "like 
kind" property within a year or other specified 
period.15 It is debatable if this should be tre'ated 
as a tax subsidy. 

Under provisions of Section 453, when the 
proceeds of a sale are spread over several years 
and the sale qualifies as an installment contract, 
the taxpayer need only include in his annual in
come the proportion of the gain equal to the 
percentage of the eventual total payments ac
tually received in that year. Alternatively for a 
deferred payment sale, the taxpayer need not re
port the gain until payments received exceed the 
tax basis. Under both methods, the tax payment 
is deferred and it is possible to spread the gain 
and thus for the taxpayer to be in a lower tax 
bracket than if all the gain were taxed in 1 year. 

Finally, for Section 236 housing, there are 
certain conditions, described as "rollover," 
under which taxes of capital gains on a sale are 
deferred. 

Too-Rapid Depreciation of Equipment 

Buildings do not receive either the invest
ment tax credit or the subsidy of too-short lives 

"See Section 1033 of the IRS Code. 

granted by the Asset Depreciation Range System 
(ADR).16 But housing services or shelter are 
provided by equipment as well as a building 
shell; the equipment (including elevators, escala
tors, and appliances) installed in a building re
ceives these subsidies. In addition, equipment is 
eligible for accelerated depreciation, but I know 
of no studies which indicate whether building 
equipment depreciates that fast or not. 

Noncomparability of Expenses and Revenues 

The general economic, accounting, and tax 
procedure is that expenditures should be offset 
(amortized) against the revenues they generate, 
and that both should be accorded the same tax 
treatment under the tax laws. It is possible, how
ever, to write off certain repair expenditures in 
the year when made although these will generate 
revenues in the future. Such instant deductions 
of depreciable expenditu res probably occur be
cause of the difficulty of isolating and determin
ing the items involvedY Alternatively, it is pos
sible to upgrade an apartment building through 
painting and other maintenance items and then 
sell the building. The maintenance expenditures 
can be offset against ordinary income, while the 
revenues generated from the expenditures are 
treated as a capital gains and taxed at half the 
ordinary rate. It is also possible for firms which 
construct and operate buildings to expense cer
tain construction costs rather than capitalizing 
and later depreciating them. 

Tax-Free Transfer Payments 

At least brief mention should be made of the 
whole gamut of subsidy programs in which rent
ers receive accommodations that have a market 
value more than the rent they pay.18 The excess 
value-in public housing or rent supplement 
plans-to the recipient constitutes income to the 
individual that is not subject to the income 
tax.19 

lG For a discussion of eaCh. see [5] and [6]. Roughly. the tax 
credit rebates a portion of the purchase price of the asset as 
a tax credit with no reduction in the depreciation base. The 
ADR section sets a useful life that generally corresponds to 
that life used by the firm at the 30th percentile of useful lives 
(with the firm with the shortest life first) rather than average 
life used. 

11 Expenditures on major improvements, when Identified as such, 
are depreCiated over their useful life. 

)8 See Aaron [3] for a list. 
,. Eligibility for the programs and the excess value received may 

be affected by levels of income. 
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Direct Subsidies to Owner-Occupied 
Housing 
Implicit Rents, Property Taxes, and Interest 
Payments 

Owners who occupy their own home receive 
a somewhat different set of subsidies. Concep
tually, a homeowner can be thought of as a busi
nessman who rents to himself. Under this view 
the homeowner should be taxed on his busines~ 
profits, which would equal the rentals that could 
be charged, minus appropriate costs of doing 
?usiness. These costs would include mortgage 
rnterest and property taxes.20 In fact, the tax al
lows those taxpayers who itemize to deduct 
mortgage interest and property taxes but does 
not include in the tax base any estimate of im
plicit rents. The combined treatment of these de
ductions and of rents constitutes a tax subsidy. 

It is sometimes argued that property taxes 
on residential properties are improper or unfair. 
Hence, it is also concluded that the cu rrent in
come tax treatment is necessary to offset the un
fair tax. The fairness of any particular tax base 
is an important question, but not one that econo
mists have any special expertise in answering. 
That conclusion is not valid, however. First of all, 
communities use the . property tax to provide 
services to residents, and if the tax is too high 
relative to the services, many people have the 
option of moving to another community or voting 
for different leaders. Second, even if the tax is 
so 'high that people suffer a net loss (on their im
puted in.come less cost of providing service), 
only this loss should be deducted from 
income. 21 

Capital Gains Treatment 

iThe difference between the original pur
chase price (plus improvements) and subsequent 
sales pri.ce is taxed as a long term capital gain 
(after being owned for 6 months)-a preferential 
treatment considered to be a subsidy .22 How
ever, for owner-occupied homes and, indeed, for 
most assets, it has been argued that the capital 
gains treatment is not a subsidy but a necessary 
~nd ~roper offset to the "unfair" tax arising from 
inflation. The essence of this argument is that 
the increase in sales price over original cost 

'" There are various other costs. such as utilities and gardening. 
but Since these would also increase rent, they would not 
change profits and can be ignored. 

Z1 Aaron [3]. however, indicates that , on average, people receive 
a net profit from their own home. 

2'J Deferment of the capital gains tax is discussed below. 

represents a general price increase and that 
only changes in the real (constant dollar) pur
chasing power should be included in the tax 
base. There is substantial merit in the argument 
that only increases in real purchasing should be 
treated as taxable income, but fairness and logic 
require that such a theory should be extended to 
all assets and liabilities. At least in the case of 
an unanticipated inflation, the homeowner and 
the owner of residential rental properties receive 
a capital gain from paying off mortgages with 
"cheap" money. Because owned and rented resi
dential properties usually require down payments 
of less than 25 percent and often about 10 per
cent or less, the, inflation argument does not 
seem very important,23 

Deferment of Capital Gains Taxes 

In the United States, capital gains taxes 
generally are levied only when the gain is real
ized by a sale (or other transaction) . There are 
several situations, however, when the capital 
gains tax on owner-occupied housing can be de
ferred for many years or forever. As with accel
erated depreciation, the postponement of the 
payment of a tax confers an interest-free loan or 
a tax subsidy. Under Section 1033, a taxpayer 
who sells one house but buys another residence 
wit.hin 12 months does not have to pay capital 
garns tax to the extent that the price of the new 
residence exceeds the sales price of the old res
idence. (For tax purposes, however, the basis of 
the new residence is the basis of the original 
house.) The taxpayer can use Section 1033 on 
each subsequent sale. As with rental housing, 
the tax is deferred if an involuntary conversion 
was the source of the gain and if the homeowner 
buys a like asset. 

Forgiveness of Capital Gains Taxes 

In at least two instances, the taxpayer can 
a~oid the capital gains tax. First, if the person 
dies, the Tax Code does not consider "realiza
tion" to have occurred, and no income tax is lev
ied. (The deceased's share of the house at cur
rent market value is included in the estate tax 
base.) Second, under Section 121, individuals 
aged 65 or over do not have to pay taxes on 
g~ins .on houses if the house's adjusted sales 
price IS no more than $20,000 (with partial ex
emption if the price exceeds $20,000) and if the 

23 And less important than for most other types of assets that 
are less financed by debt. 
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house was used as the homeowner's residence 
for 5 of the 8 previous years.24 

Transfers Not Taxed 

There are several subsidy programs (includ
ing FHA Section 235) which reduce mortgage 
payments either through guarantees or through 
government payment of part of the interest. As in 
the case of rental housing, the value of these 
subsidies are not included in the income tax 
base. 

The Corporate Tax 

Most business assets are owned by corpora
tions that are subject to the corporate income 
tax. 25 Owner-occupied and most rental housing 
is operated by individuals and partnerships. Har
berger [7] has pointed out that since corporate 
profits are also subject to the individual tax 
when distributed, owners of both types of resi
dential property pay less tax than owners of cor
porate assets with the same ability to pay. Thus 
housing receives a subsidy vis-a-vis other as
sets. While in principle he is correct, the issue 
is much more complicated, because many resi
dential properties are owned by people in the 
70 percent tax bracket who, in the absence of 
tax subsidies, could escape taxes by incorporat
ing and retaining earnings. 

Indirect Tax Subsidies to Housing 
The cost of housing depends on the price of 

raw materials and of mortgage money. The tax 
law grants tax subsidy to many of these sup
pliers, and at least a portion of the subsidy will 
result in lower market prices of raw materials. 26 

Houses obviously are built from many types 
of materials, and each one of them is a potential 
recipient of a tax subsidy. But, it is well beyond 
the scope of this paper to discuss all such indi
rect subsidies. At least a few are so important, 
however, that brief mention must be made. First, 
commercial banks, savings and loans, savings 
banks, and life insurance companies, which are 
major suppliers of mortgage funds, receive a va

24 On all these deferment and forgiveness provisions, there are 
technical rules concerning tax basis and adjusted sales price. 
See Slitor [8J. 

25 Closely held corporations can elect to be taxed as partnerships 
under subchapter S. 

,. In a partial equilibrium setting such market prices will be lower 
unless the recipient industry has a vertical supply function. 
More complicated conditions are involved in a general equi
librium model. See Musgrave [8J. 

riety of tax subsidies. They all benefit, for exam
ple, from the capital gains provisions and the 
ability to invest in tax-free municipals. Also, sav
ings and loans and mutual savings banks are al
lowed "bad debt" deductions that apparently ex
ceed the actual deductions and thus reduce the 
tax base below economic income.27 These de
ductions are available only if the banks have 
certain percentages of their assets in mortgages 
or real property. The bad debt deduction is 
being reduced gradually from the present to 
1979. Also, the tax rate on interfirm dividends on 
stocks is only 15 percent. 

Currently, large commercial banks pay a 
zero tax rate "because of the use of accelerated 
depreciation and the investment credit in their 
leasing companies and the application of the for
eign tax credit to their foreign income." See Barr 
[11] p. 207, 208. Second, interest payments on 
life insurance are not taxable. While this may di
vert consumer savings from banks and other 
mortgage-granting institutions, some funds will 
be diverted from the stock market.28 Third, earn
ings of non insured pension funds, who also in
vest in mortgages, are not taxed. 

Other important raw materials receive tax 
subsidies. For example, timber, gravel, and other 
major constituents of housing benefit from per
centage depletion allowances that allow a tax
payer to amortize more than 100 percent of his 
investment costs. 

One recent important development in the 
housing and mortgage field has been the Gov
ernment's repackaging and selling of mortgages 
through GNMA and FNMA. Under this plan, indi
viduals can buy and sell pooled mortgages on 
the bond market. But because the purchase 
price of old issues will vary with 'interest rates, 
when interest rates rise individuals can buy such 
bonds at a discount but receive face value at 
maturity. This difference is accorded capital 
gains treatment and should attract more money 
for mortgages and lower mortgage rates. 29 Simi
larly, FHLBB raises money which it lends to sav
ings and loans by selling bonds on which capital 
gains can be received. 

27 See Friend [9J for a discussion of the bad debt provisions for 
saving and loan industry, p. 1359. He also discusses some of 
the commercial bank tax subsidies on p. 1388, including foot
note 44. Jones [10] has an excellent summary of the tax sub
sidies conferred on investment of life insurance companies. 

28 Moreover life insurance companies tend to invest more in resi
dential properties than commercial banks though less than 
savings and loans. 

2. 	In general when interest rates are conSidered above normal, 
investors can expect to receive capital gains on all bonds 
once interest rates return to normal. 
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Criteria for Evaluating the 
Effectiveness of Tax Subsidies 

As the above inventory indicates, a substan
tial number of housing subsidies are contained 
in the income tax code. To decide whether the 
existing ones are useful, or should be modified 
or abolished, or new ones created, it is neces
sary to have certain criteria to evaluate the sub
sidies. The two most general justifications for a 
subsidy are income redistribution and a failure in 
the privately functioning market. The income re
distribution argument needs little explanation at 
this point, although it is worth noting that until 
recently most economists felt that subsidies were 
an inefficient way to redistribute income because 
they restrict the recipients from spending in 
the way that maximized their own utility. But re
cently it has been observed that society ap
proves of redistribution because the donors re
ceive satisfaction from helping to make the 
donees better off.3° If the donors' utility depends 
on how the recipients spend their income, subsi
dies may increase the welfare of society more 
than unrestricted cash grants. 31 

The market failure argument is a bit more 
complex. Economists have demonstrated that 
under certain conditions-including perfect com
petition, knowledge, and foresight, and the 
proper income distribution-individuals who act 
to maximize their own utility and profit will end 
up producing the amount of various goods and 
services that will maximize the society's welfare. 
But if any of the many conditions required in 
proving the above statement are violated, a pri
vate economy will not generate the social opti
mum. Since individuals use prices net of subsi
dies as signals in making their decisions, the 
government could give just enough subsidies to 
offset distortions so that people purchase the so
cially optimal amount of goods. Note, however, 
that while this argument implies that there is a 
correct amount of subsidy, seldom if ever is this 
optimal amount known to economists or govern
ment policymakers. 

Both of these criteria have been used to jus
tify various subsidies in housing. For example, 
the loan guarantee programs lower mortgage in
terest rates by reducing private uncertainty to 
(or towards) society's uncertainty level. Also 
there ·are several programs that are particularly 

S. See Hochman and Rogers [12). 
31 	While economists accept this argument, it was made long after 

most subsidies were introduced into the law. But maybe the 
government knew this result before economists "discovered·· it. 

targeted to the poor. As an aiternative type of 
subsidy to correct market failure, it is sometimes 
argued that because a house is a large invest
ment, homeowners will participate more actively 
and wisely in local government-thus providing 
benefits to others in the community.32 

While, with a few exceptions, most of the 
tax subsidies do not go directly to those with 
low income, both the redistribution and market 
failure justifications are still made. The income 
redistribution argument is not so obvious but is 
connected with the idea of filtering. 

Filtering Theory 

In its crudest form, the filtering theory states 
that when a new luxury unit is built, the person 
who rents it will free a near-luxury unit fhat will 
be rented by someone else previously further 
down in the "quality chain." As each person 
moves up, the lowest quality units will become 
vacant, obsolete, and eliminated; hence, the in
crease in a luxury unit improves the quality 
available to poor and moderate income families. 
The theory also assumes that rents per unit of 
quality decrease throughout the "chain" because 
of the increase in supply of lUxury units. 

Many general housing tax subsidies are jus
tified, therefore, on the grounds that the increase 
in the proportion of the national saving and in
vestment that goes to any housing will filter 
down to the poor.33 Since most current tax sub
sidies are not restricted to type or income level 
of housing, it is appropriate to ask if the filter 
theory is a valid description of the real world. 
Before attempting to answer this question, it is 
best to consider several different dimensions of 
the term "housing." 

Quantity, Quality, and Useful Life 

At least as far back as the 1948 Housing 
Act, it has been a national policy that each per
son or family should have "adequate housing." 
"Adequate" is an imprecise measure that, like 
poverty, changes with national prosperity. But 
the term certainly indicates that the quality of 
housing is important. Quality encompasses exter
nal and internal structural and neighborhood as
pects. 

32 Each person can sell his home, but if a community made bad 
decisions and many homeowners tried to sell, prices would 
decline. 

33 Tax subsidies may also increase the amount of savings, but 
will 	assume that the effect of subsidies to housing will have 
so little impact on total saving that they can be ignored. 
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External and internal structural aspects of 
quality change as a building ages. Hence, it will 
be necessary for us to consider both initial qual
ity and average quality during a unit's lifetime. 
The latter, of course, depends on maintenance, 
improvement, and repair strategy adopted by the 
landlord. The number and quality of housing 
units also depends on the length of time a build
ing is used or, alternatively, when a building is 
destroyed or abandoned. 

Problems with the Filtering Concept 

With these definitions, it is possible to dem
onstrate several possible flaws in the filtering ar
gument. First, most of the tax subsidies are p~id 
without regard to whether or not the hOUSing 
unit would have been built without the subsidy. 
The general tax subsidies could result in more 
or better low income housing, but landlords of 
luxury buildings can respond to a tax subsidy by 
increasing the quality of the unit-e.g., floor 
space, soundproofing, equipment, etc.-rather 
than building more units. But in this case, in the 
short run, there is no additional chain reaction, 
as described above, and no filtering. It seems 
that most new apartment buildings that are used 
for tax shelters are built for the lUXUry or upper 
moderate income people. Of course, after 20 or 
30 years, these new buildings may be lived in by 
the poor or lower middle class, who can benefit 
then from the increased quality if it still exists. 
But there are reasons, described below, for ex
pecting that the tax laws encourage sloppy main
tenance and lower quality as a building ages. 
Thus, even in 20 or 30 years, the extra quality in
duced by the subsidies need not filter down and, 
in any event, 20 or 30 years is a long time to 
wait when more narrowly focused subsidies can 
increase housing for the poor now. 

There is another important aspect to the 
problem. In [13], Taubman-Rasche demonstrated 
that most subsidies will lessen the useful life 
of buildings even when the subsidies do not 
alter maintenance, repair, and improvement 
strategies. 34 Since we also expect the tax subsi
dies to induce less maintenance, the useful lives 
will be reduced even more. The shorter the use
ful lives, the less the average number of units 
available and the less filtering that occurs. 

34 The reduction occurs because the market responds to a subsidy 
by reducing profits on all buildings but replacement. abandon
ment decisions depend on profits plus subsidies in later years 
only. Since most subsidies are either front loaded or c~n

stant per year. but rents are adjusted in all years. profits 
plus subsidies decline in later years in response to a subsidy 
increase. 

Both of the above arguments suggest that 
luxury and moderate-price buildings will have 
shorter lives and less maintenance as a result of 
(most) subsidies. Hence, the above statements at 
least cast some doubt on the validity of the filter
ing theory and on policies that attempt to ~m
prove low income housing by general hOUSing 
subsidies. 

Equity and Efficiency 

Two quite general criteria in judging subsi
dies or tax policy are equity and efficiency. Eq
uity, or fairness, involves both horizontal aspects 
-the equal treatment of people with the same 
ability to pay-and vertical aspects-the proper 
treatment of people with different abilities to pay. 
A tax subsidy can be considered unfair if it is 
not equally available to equals or if it distorts 
the (socially agreed-upon) progressiveness of the 
tax law. 

An efficiently organized economy is one in 
which marginal social costs and benefits a~e 
equalized. Rational individuals, however, will 
base their decisions on private costs and bene
fits which include tax subsidies. If private and 
so~ial costs (and benefits) are the same without 
a subsidy, then a subsidy is inefficient, and ~ome 
are more inefficient than others. But if private 
and social benefits (and costs) do not corre
spond, then a subsidy can increase efficienc~.35 

As noted above, it is difficult to determine 
the exact amount of subsidies needed to achieve 
the most efficient allocation of resources. Thus 
some more modest efficiency criteria are more 
commonly used, of which cost effectiveness is 
one of the most important. 

The cost effectiveness criterion can be sum
marized as the increase in the quantity and qual
ity of housing per dollar of revenue loss. Cost 
effectiveness can vary by subsidy because some 
subsidies are paid to people for doing what th~y 
would have done anyway, while others are paid 
only on marginal units. 

Another related criterion is the cost of ad
ministering the tax subsidy. If the subsidy ap
plies only to qualified investors or investments, 
an "inspector" has to determine if par~icul~r 
people or projects are qualified . Included In thiS 
criterion are the costs of illegal actions or of 
checking the "inspector's" actions. Also in

35 It is not necessarily true. however. that correcting the difference 
between private and social benefits i~ one industr~ Increas~s 
social welfare in a world in which private and social benefits 
differ in many industries. That is, countervailing power often 
is useful. 
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cluded are the costs to the taxpayer of hiring tax 
specialists to insure that his transaction qualifies 
for a subsidy. 

Related to the efficiency and equity criteria 
are the taxpayer morale and hidden subsidy 
questions. If taxpayers feel that the tax system is 
unfair because of too many loopholes, many 
people, it is argued, will try to cheat and evade 
taxes and will become cynical about the fairness 
of government. Some subsidy programs require 
Congress to appropriate funds annually. This 
yearly review subjects the subsidy to the con
tinuing question of whether it is still needed and 
whether the proper amount is being spent. Tax 
subsidies do not involve expenditures and thus 
are continued without review and without Con
gressional supervision. This encourages subsi
dies to outlive their usefulness and to be unre
sponsive to fiscal crises. 36 

Relation to Other National Goals 

The amount and location of housing is often 
related to other national goals. For example, the 
quality of schooling available to children de
pends on where they live-at least as long as 
current policies on busing and local financing of 
schools remain in effect. But some types of 
housing subsidies can help determine housing 
location and availability to the poor. Thus the 
subsidies can help or hinder meeting what 
seems to be a national goal of making quality 
schooling available to all. 

Another set of examples concerns the con
troversies over open spaces, the rapidity of sub
urban growth, and revitalization of neighbor
hoods and cities. Housing tax subsidies can 
have important impacts on these major policy is
sues. 

Effectiveness of Existing 
Tax Subsidies 

In this section we will examine how well 
various subsidies measure up to the different cri
teria just given. We will begin our analYSis with 
the rental market and will consider in greatest 
detail the package of accelerated depreciation, 
capital gains, limited recapture, and mortgage 
financing, among which there are so many inter
connections. 

,. In 1973. for example, these subsidies were not subjected to 
impoundment, although expenditure subsidies to housing 
were. 

Rental Market 

It is well known that this package of tax law 
subsidies forms a primary element in the so
called real estate tax shelter. Furtheremore, 
there is substantial evidence that the advantages 
of such tax shelters have been well promoted to 
sophisticated, high income taxpayers,37 This 
suggests that the package has been successful 
in increasing the share of savings going to hous
ing. 

There are, however, a few caveats that bear 
mentioning. First, one effect of the increase in 
tax shelters would be to drive up prices and 
union wages; thus, dollars buy less housing in 
physical terms. 3S Second, the "professional" 
builders and landlords (the ones who were not at
tracted into the industry solely because of the 
tax shelters), may be investing less because 
their afterprofits have been reduced. 39 Third, 
with the exception of 167k rehabilitation, most of 
the tax shelter investments have gone into luxury 
or moderately expensive housing, and not low in
come housing. This concentration may well be 
due to the importance of capital gains and the 
highly levered investments for current (and pro
spective future) purchasers. Both these advan
tages may not materialize for lower income proj
ects because of the greater possibility of 
neighborhoods deteriorating. Of course, the in
crease in expensive apartments can still benefit 
all renters if, contrary to objections raised 
above, the filter theory is correct. Finally, it must 
be emphasized that we really do not know if 
housing is more or less subsidized than other in
vestments. I doubt that anyone knows all the di
rect subsidies paid to all assets, and the interin
dustry price effects or indirect subsidies are 
terra incognito. Thus it is possible that the tax 
and other subsidies conferred on housing may 
not fully offset the subsidies conferred on other 
investments, in which case housing would still 
be underfinanced, or vice versa. 

The accelerated depreciation, capital gains, 
leverage package has probably increased the 
number of units built and the initial luxurious
ness of these buildings. But average quantity 
and quality may have decreased because of ef

37 Indeed TaUbman-Rasche [4] explain most of the annual variation 
in multifamily housing starts by a single variable that can be 
thought of as the after tax profitability of investment. Also 
there are available various tax planning books that provide 
detailed analyses of real estate tax shelters and their various 
provisions. 

38 This assumes the long-run supply curve of housing is not hori
zontal. 

3. See Delfet [14] for the anguished cries of one professional. 
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fects on maintenance and repair and on useful 
life. That is, these subsidies will cause owners to 
reduce maintenance and repairs. Both the capi
tal gains provision and the decline in the annual 
interest deductions as mortgages are repaid 
favor rapid turnover in ownership.40 Many peo
ple feel that rapid turnover leads to shoddy 
maintenance because the current owner gets out 
before the effects of shoddy maintenance comes 
to haunt him. (See Deffet [14].) I don't know of 
any empirical work that bears directly on this 
question, but economic theory suggests that this 
ought to happen. To see this, suppose that any 
outside investor finds it difficult to establish the 
exact quality of a building or how many corners 
have been cut in maintaining the building. Then 
owners who have a building that on the surface 
appears to be in good shape-although in fact it 
is undermaintained-will receive extra profits. Of 
course, investors will eventually learn that the 
average quality of buildings is less than what 
they anticipated, but as long as they cannot eas
ily distinguish the good from the bad, they will 
pay an average price for both types.41 In this 
type of a market, it will still pay for all owners of 
buildings to undermaintain and receive the aver
age price when they sell. Even if eventually all 
owners are driven to maintain at the same level, 
the average maintenance and quality will be less 
under a system that encourages rapid turnover 
than when the consequences of shoddy mainte
nance are internalized through a system that en
courages long term ownership. 

It probably is even more difficult for tenants 
to determine quality. Hence, the same argument 
would suggest that, even for new buildings, short 
term ownership would encourage high surface 
quality, but reduced quality for hard-to-observe 
items. While I think this conclusion is true-and 
there are confirming newspaper stories-about 
the only "hard" piece of evidence I know of is 
oral complaints from landlords that a 40-year life 
is too long, since they don't build apartment 
buildings the way they used to. 

Repairs and maintenance may also be re
duced for one other reason. Let the equilibrium 
age profile of after-tax profits be represented by 

.. It is important to remember that even after the 1969 changes, 
the recapture rule only applies to depreciation in excess of 
straight line, but straight line depreciation apparently is a 
subSidy. Also, recaptured excess depreciation still allows 
taxes to be deferred for substantial periods. When the large 
Interest deductions of early years peter out, the building could 
show a profit which would be taxed at the owner's marginal 
rate or 50 percent to 70 percent for many tax shelters. 

41 If It were inexpensive to determine quality, this need not hap
pen. 

Figure 1 
After Tax Profit Profiles as a Building Ages 

B 

After A 
tax 

profits 

B AL-..._________ Age 

the line AA in Figure 1. Now let a tax subsidy be 
introduced. For front-loaded or constant dollar 
per year subsidies, the new profile of after-tax 
profits (including subsidy) will look like BB once 
the market has adjusted to the increase in sup
ply induced by the subsidy.42 

Since on this new profile net profits in later 
years are smaller, it would be less profitable to 
maintain and repair buildings.43 

Buildings will be destroyed when annual 
profits are less than the return that can be made 
by selling the land and investing the proceeds.44 
Thus, when BB is substituted for AA, destruction 
occurs earlier. If maintenance is lessened for 
either reason given above, BB will shift further to 
the left, and useful lives will be shortened still 
more and average lifetime quality will decline. 

To summarize this material, it seems likely 
that the tax subsidy being discussed has in
creased the quantity of buildings and especially 
expensive buildings. It may also have increased 
the surface luxuriousness of buildings. But partly 
because of market adjustments to subsidies and 
partly because of the incentives to rapid turn
over and thus to shoddiness, the useful life and 
true quality are probably reduced. 

This particular set of tax subsidies does not 
seem to involve much additional recordkeeping 
and administrative costs for the taxpayer or the 
IRS. But as with most tax shelters individuals 
will spend resources on tax lawy~rs and ac
countants to insure that they benefit from the 
law. In addition, there are now tax shelter bro
kers who are paid to find the right shelter for the 
right group of (passive) investors . 

<2 See Taubman, Rasche [131 for a proof. 

43 For certain shapes of AA or subsidy packages which are con


centrated at the end of the assets life, opposite conclusions 
follow. 

"The owner need not sell the land but can rebuild on it himself. 
In slums, the building will be abandoned when profits are 
negative. 
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The many tax shelters together have helped 
to reduce both the progressiveness of the income 
tax (vertical equity) and to invalidate the princi
ple of equal treatment of equals (horizontal 
equity).15 If only the housing tax shelters were 
eliminated, the situation would probably change 
little. But the existence of a tax subsidy to one 
industry is often used to justify a subsidy to an
other "to reestablish equity." Thus it seems fair 
to say that the housing tax subsidies help con
tribute to the erosion of vertical and horizontal 
equity. 

In a more general sense, the inequity arises 
because of the progressive tax rate schedule. As 
people invest in tax shelters, the before-tax re
turn will adjust so that the after-tax rate of re
turn on all assets-sheltered or not-is the 
same for the "marginal" investor. If this marginal 
investor were in the top tax bracket, the tax 
shelter would erode the tax base, but the top 
bracket person would lose in his before-tax "div
idends" what he gains in tax savings; i.e., he 
would have the same after-tax return as an
other top tax bracket investor in a nonsheltered 
asset. But because there are so many tax shel
ters with such large subsidies, the tax bracket of 
the marginal investor in rental housing is proba
bly less than 50 percent:'G Since the market es
tablished an equilibrium for a tax-free asset A 
and another B in which rA = rn(1-t), those in 
the tax brackets higher than that of the marginal 
investor receive substantial benefits from the tax 
sheltered asset A. That is, their after-tax return 
is the same as if they invested in B and paid the 
rate, t, of the marginal investor. 

Next let us consider the cost effectiveness 
of these subsidies. As they are structured, these 
subsidies are available to all investors in new 
and used housing. If there were no subsidies, 
nearly as much housing would be built and 
maintained. That is, since available evidence as 
summarized in de Leeuw [16] would suggest a 
housing price elasticity between 0 and -2, a 10 
percent subsidy would increase the quantity of 
housing no more than 20 percenty 

.. See Pechman and Okner [16) . 

•• Tax-free municipal bonds have generally yielded about 60 per


cent to 65 percent of comparable quality corporate bonds. 
Assuming no difference in transaction costs, the after-tax 
yield of the two assets shou:d be equal for the marginal in
vestor or r municipal = r corporate (l-t). Hence, the mar
ginal tax bracket (t) for this tax shelter must be 35 percent 
to 40 percent. 

., It is worth noting that houses were built In large number before 
these tax subsidies were given and continued to be built at 
a rapid rate after the tax subsidies were reduced in 1969. 

Because the subsidies are paid on all hous
ing-including those that would have been built 
anyway-and because the supply response to 
price changes is limited, these subsidies are 
very expensive. A hypothetical example will best 
illustrate this. Suppose that without the subsidies 
there would be 1,000 houses costing $100 each. 
Next, suppose that tax subsidies of 5 percent are 
introduced and that this increases the supply of 
housing 10 percent to 1,100 units. For simplicity, 
assume that the construction cost remains at 
$100. The total cost of the subsidy is $5,500 ($5 
times 1,100 units). Thus, the average effective 
subsidy cost for each of the 100 new houses 
produced by the subsidy is $55, or 55 percent of 
the construction cost of houses.18 Thus, this tax 
subsidy, which is paid on all housing, will rate 
low on the cost effectiveness criteria (unless the 
price elasticity of demand is huge). 

There are a number of different ways in 
which the housing market fails. These are dis
cussed in detail in [4] and include imperfect 
competition in building trade unions and, among 
construction firms, lack of complete knowledge 
about prices and quality, the difference between 
the amount of private and social riskiness in in
vestments, and on the costs and benefits that ac
crue to the owner or renter of a particular 
house, i.e., externalities. The riskiness problem 
has been attacked directly through loan guaran
tees. The remaining causes of market failure 
would justify some subsidy, although it is not 
clear how much.<9 In addition, this particular set 
of subsidies probably worsens rather than im
proves the situation with regard to knowledge of 
quality. 

The final criterion we will consider is the im
pact on other goals such as educational equality 
and redevelopment or stabilization of the 
cities. GO In principle, the accelerated deprecia
tion subsidies should be neutral with respect to 
these goals, since all rental housing in any loca
tion is eligible. In practice, the importance of the 
capital gains provisions and of leverage seems 
to restrict the subsidy to at least moderately ex
pensive housing. Thus, inner city slums or deteri
orating neighborhoods will not be fixed up. Of 

.. If instead the price elasticity of demand were -4, a 5% sub
sidy would cause 200 extra units to be built for an effective 
subsidy cost of $30 or 30% per new unit. 

40 Moreover. it is suggested in [4) that the markets for all other 
investments are affected more severely by these same prob
lems and that housing may be receiving too large subsidies 
relative to other assets . 

00 The impacts on any national goal could be studied. These seem 
likely to be affected. 
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course, if the filter theory were correct, the sub
sidies might help disburse the poor through the 
city and equalize educational opportunity within 
a city, but subsidies have been paid for years 
and disbursement is far from a reality. More im
portantly, the flight of renters to the suburbs 
where it is easy to put up large complexes will 
hinder educational opportunity as long as politi
cal and tax boundaries are maintained. Similarly, 
the tax subsidies would seem to encourage 
urban sprawl and the using up of open space. 

Section 167k 

The 5-year writeoff provision of section 167k 
for rehabilitation expenditures is different from 
the other subsidies in that it is restricted to low 
income units and that it is not paid early in the 
asset's life. I have yet to see a study on how 
successful this tax subsidy has been in attracting 
investors, though I think it should be successful. 
Since investors can write off the costs of rehabil
itation over 5 years, regardless of the useful life 
of the building, the subsidy will be more valuable 
for those types of rehabilitation that generate 
profits over long periods. Thus this subsidy 
should increase quality and useful life. Since the 
same limited recapture rules described pre
viously apply, however, the~re will be a tendency 
for quick turnover in ownership and thus an em
phasis on surface rehabilitation. 

Once again, the wealthy investors benefit 
more from this subsidy than the nonwealthy, and 
there is erosion of the principle of equal treat
ment of equals. In terms of renters, however, the 
benefits of improved housing or lower rents for 
given quality go to low income people quickly. 
There are, however, certain administrative costs 
necessary to make sure that only low income 
units are rehabilitated. 

This subsidy will have effects concentrated 
in low income, deteriorating, and slum neighbor
hoods. Thus, this subsidy should have beneficial 
consequences towards such goals as reviving 
the cities, checking urban sprawl, and saving 
open spaces. It is not clear what the effect, if 
any, would be on educational opportunity. 

Since little in the way of rehabilitation oc
curred without the subsidy, section 167k is not 
paying people to do what they would have done 
anyway. That is, it shows up well on cost effec
tiveness. Thus the program can be justified on 
equity grounds (though a tax credit for rehabili
tation may be better). There also may be an 
efficiency argument because there are special 

risks in long term investment in such areas as 
well as externalities or neighborhood effects. ' 

Other Tax Subsidies to Rental Housing 

The other tax subsidies to rental housing 
are not as important and will be covered more 
briefly. First, the further deferment of capital 
gains tax beyond realization or complete forgive
ness has the same type of impact as capital 
gains taxes. 51 The tax subsidies on equipment 
?hould be successful in inducing landlords to put 
In more and better equipment. Whether equip
ment is SUbstituted for shell quality will depend 
on their relative subsidies. 52 It is worth noting 
that with a fixed pool of national saving, re
sources spent on equipment are diverted from 
all other forms of investment. Thus, more equip
ment per building may result in a reduction of 
the number of buildings. The equipment tax sub
sidy also is paid to people who would have pur
chased the items without the subsidy. This sub
sidy, however, probably does better than the 
accelerated depreciation on the cost effective
ness criterion because builders can more easily 
substitute items-such as refrigerators, air con
ditioners, etc.-that the renter could provide for 
himself but without receiving this subsidy. 

The administration cost of ADR and the in
vestment tax credit on housing equipment are 
not particularly large, especially since compli
cated tax problems are not involved. Tax credits • 
-as opposed to deductions-have a value to 
the taxpayer that is independent of his tax 
bracket. Thus, ADR tends to benefit the wealthy 
tax shelter user more than the investment tax 
credit. The tax credit is not available on used 
equipment; hence, low income housing may ben
efit less. Because the other tax subsidies tend to 
favor luxury buildings which have to be 
equipped, and because such buildings have 
more equipment (including appliances), the 
equipment subsidies are shared by renters and 
owners of such buildings. 

The previous arguments on life of buildings 
and short term ownership still hold. But the sub
sidy may induce owners to use equipment that 
will require less repairs. Hence, the average 
quality of part of the housing services may be in
creased. There is no obvious effect of this sub
sidy on other national goals. 

51 Except for the death provision , which will cause people expect
ing to die to hold on to an asset. 

"However, equipment may be substituted for future labor and 
other operating costs, e.g., equipment that breaks down less 
frequently may be used. 
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The ability to expense some costs whose 
associated revenues are taxed as capital gains 
should encourage people to make these expendi
tures. The types of items generally included in 
this category are painting, decorating, and re
pairs to visible items. Thus this subsidy will tend 
to increase some parts of lifetime quality. In 
other respects, this subsidy's effectiveness is 
like accelerated depreciation, except that there 
is no obvious connection with other national 
goals. 

The various subsidies to renters where the 
subsidy value is not included in taxable income 
should help the beneficiaries obtain more and 
better housing. By increasing the demand for 
quality, there is every reason to believe that the 
price of quality will rise and that buildings will 
be better maintained. With the possible excep
tion of FHA and other mortgage guarantees, 
most of these subsidies do not reach all who are 
eligible or most of the poor; hence, these subsi
dies are horizontally inequitable. Indeed, since 
mortgage lenders tend to "redline" out certain 
areas as too risky to invest in, and to exclude 
poor people who are poor credit risks, many of 
the credit guarantees will not benefit the poor di
rectly. The proposal may help filter the poor 
throughout a city and suburbs, thereby helping 
on educational opportunity but hindering attain
ment of open space goals. However, this tenta
tive conclusion should be reexamined on a pro
gram-by-program basis-a task that is beyond 
the scope of this paper. 

Owner-Occupied Housing 

The tax exemption of income, but deductibil
ity of interest and property taxes of owner-occu
pied housing, provide important incentives
which are partly offset by property taxes-for 
people to own their own homes.53 It is difficult 
to determine, however, whether tax subsidies or 
lower mortgage costs arising from FHA programs 
and subsidies to mortgage companies have influ
enced people to become homeowners. 

With our progressive income tax rate sched
ule, this tax subsidy conferred more of a benefit 
on the wealthy (when enacted). We would expect 
this subsidy to lead to increased home prices, 
and if the differentials can be attuned to income 
level, the wealthy person who buys currently 
need not obtain a bigger subsidy. But I know of 
no study which indicates the effect of such sub
sidies on differently priced houses. 

"The subsidies to luxury buildings work in the opposite direction. 

The subsidy not only encourages people to 
buy a house but also to buy better houses. For 
the same reasons given before, these subsidies 
will reduce the useful life of a house for a given 
repair strategy. Repair costs are not treated in a 
neutral manner by these tax provisions. The cost 
of repairs is not deductible from taxable income, 
but the revenues are not taxed as ordinary in
come. The repairs should increase the selling 
price of the house which is subject to a (deferra
ble) capital gains tax, but the costs of any im
provements in the house are fully deductible 
even if the improvements have depreciated since 
being made. All these provisions suggest that re
pairs are subsidized and housing quality will be 
maintained.54 Moreover, the owner who expects 
to be living in the house for a long time has an 
incentive to institute the optimum repair plan. 

These tax subsidies also pay a person for 
doing what he would have done anyway. Be
cause the price elasticity of demand almost cer
tainly does not fall outside of the 0 to -4 range 
discussed earlier, this subsidy is very costly. 

These are some costs of administering this 
tax, since the taxpayer must keep records of 
property tax and interest payments. Moreover, 
nearly all homeowners itemize; thus they must 
also keep records on their other deductions. 

These homeowner subsidies may make the 
attainment of the educational equality goal more 
difficult, especially because homeownership is 
more valuable to those with more income. In ad
dition, these subsidies may lead to tract or 
neighborhood development of owned housing, 
i.e., spatially segmented markets. If these mar
kets correspond to political entities, which are 
endowed with different tax base per student and 
different quality schools, equality of educational 
opportunity is weakened further. Moreover, since 
single family homes require more land per 
square foot of housing, there is a connection 
with urban sprawl, decay of the cities, etc. 

About the only new complication introduced 
by capital gains taxes is that people should be 
less willing to move as their income, family size, 
or other determinants of housing size and loca
tion alter. The various deferral schemes remove 
this effect, and some of the "social stability" 
used to justify homeowners' subsidies. 

Indirect Tax Subsidies 

Tax subsidies given to suppliers of housing 
raw materials lower the cost of building and op

54 However, the shift in the age price line as in figure 1 and the 
shortened life of houses will cause people to repair less. 
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erating owned and rented housing. As long as 

· owners base their decisions on the after-tax rate 

of return on investments, or renters on the net 

rent they must pay, indirect subs idies that re

duce costs are as effective in increasing housing 

as subsidies that raise revenues by the same 

amount. A problem with using indirect subsidies 

to stimulate housing, however, is that all users of 

the raw materials (including mortgages) also 

benefit from the subsidy and absorb part of the 

stimulation. 

Indirect subsidies will benefit all types of 
housing, although some types of building mate
rials or sources of mortgage are more heavily 
used by multi- than single family homes and vice 
versa. An unusual consequence of these subsi
dies is that the effects are more valuable for the 
less well off. For example, the lower interest rate 
on mortgages will mean smaller itemized deduc
tions (for a given mortgage) on the 1040 form. A 
reduction of $1 reduces taxes by t dollars where 
t is the person's marginal tax rate. The larger 
the tax rate, the bigger the reduction in taxes for 
a given deduction. But each dollar decrease in 
deductions will increase taxes more for those 
with larger t's. This example should not be con
strued to mean that those with higher incomes 
do not benefit from a reduction in interest rates, 
since they and all investors will find their after 
tax profits increased when interest costs decline 
unless the marginal tax rate is 100 percent. 

The tax subsidies to mortgagors may not 
directly increase housing for the poor, because 
mortgagors often will not extend credit to poor 
risk areas or poor risk persons at any feasible 
rate of interest. (Their extra supply of investible 
funds will either go into non mortgages, reduction 
in down payments, or be reduced by lowering the 
interest rates they pay to attract deposits.) With
out going into much more detail than is possible 
in this paper, it is difficult to evaluate individual 
subsidies on the other criteria. 

Manipulation and Expansion of Existing 
Subsidie$ 

To my mind, most of the existing tax subsi
dies show up so poorly in the above evaluation 
that they should not be enlarged. (The one pos
sible exception is Section 167k, which may prove 
successful, but which could probably be im
proved by substituting a tax credit for acceler
ated depreciation.) Serious consideration should 
be given instead to substituting either housing 
grants or other tax subsidies such as those de
scribed below. Earlier I argued that straight line 

depreciation is too rapid. Thus, I would favor 
eliminating accelerated methods, but Taubman
Rasche [4] suggest that disallowing capital gains 
treatment for apartment buildings may be more 
important, presuming that it is impossible to in
stitute a depreciation system slower than straight 
line. 

New and Improved Tax Subsidies 
to Housing 

The above evaluation would indicate that 
most of the tax subsidies to housing are expen
sive given the extra housing they produce, that 
they provide a tax shelter for upper income per
sons, and that they tend to discriminate against 
proper maintenance and repair practices and 
lead to an artificial shortening of the useful life 
of a building. In addition, while in principle most 
of the subsidies apply to all housing, in practice 
moderately or very expensive housing has been 
produced by the tax subsidies. For several rea
sons, these changes may not filter down to the 
poor as increased quality or lower rents. 

Criticisms such as these have led many 
commentators to conclude that other types of 
Government intervention would be better than the 
existing tax subsidies. Some of the criticisms 
may apply to all tax subsidies, but in this section 
I will try to propose and evaluate some addi
tional tax subsidies to housing. But before doing 
that, I must mention that the single most impor
tant development in the tax subsidy field that 
would spur housing would be to eliminate all 
other tax shelters. If housing tax shelters were 
the only game in town, sophisticated investors 
would quickly pour money into them. 

Tax Credits on New Houses 

Perhaps the most obvious new subsidy 
would be a tax credit on rental building. Such a 
credit has a number of advantages as compared 
to accelerated depreciation, for which it is often 
considered to be a SUbstitute. Since the credit 
need not artificially change the tax basis, the 
credit does not create capital gains, and thus 
avoids encouraging rapid turnover and the asso
ciated maintenance problems. And as shown in 
Taubman-Rasche [13], the tax credit will reduce 
useful lives less than will accelerated deprecia
tion with a subsidy of the same (present dis
counted value. If the tax credit were claimable 
only against housing income, the credit could not 
be used by investors whose profit comes from tax 
losses arising from any remaining tax subsidies 
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such as excess depreciation, etc. The credit, 
moreover, would benefit taxpayers in all tax 
brackets equally. Thus, this subsidy would be of 
more value to the builders and owners who 
maintain and operate their own buildings than to 
the amateurs who are passive partners in tax 
shelters. The credit also could be designed to 
encourage long term ownership and thus better 
maintenance by spreading the credit over a 15
or 20-year period, with eligibility contingent on 
continued ownership .55 If the credit can only be 
claimed against profits from housing, people 
would have an additional reason to maintain the 
building. 

Even this credit would still pay people to do 
mostly what they would have done anyway. Thus, 
the credit would be expensive. It can be made 
more cost effective by restricting its use to hous
ing erected ' in slum and other areas where little 
private building occurs or by tying the subsidy to 
the percentage of people receiving rent supple
ments, etc. Also, the credit could be given only 
to major improvements (for all or low income 
housing, and be a substitute for section 167k). 
This would increase quality and probably aid in 
filtering decent housing to the poor and main
taining neighborhoods. This, of course, would in
volve higher costs of administration and evalua
tion. 

Given our earlier discussion on equipment, 
it is natural to examine the equivalent of ADR
that is, a shortening of tax lives. This is a much 
inferior subsidy, since it would accentuate the 
capital gains and short term ownership repair 
problems and would continue to concentrate its 
benefits on tax shelter investors rather than all 
taxpayers. Of course, the short tax lives might 
be extended only to certain types of housing, 
city areas, or improvements, but there is no rea
son why the same could not be done with a tax 
credit. 

Mortgage Lenders 

It is possible to design tax subsidies that 
keep the "amateurs" out of the operation of 
rental housing, strengthen long term ownership, 
and yet attract funds into housing from a wider 
spectrum of the public. For example, if the tax 
s~bsidies were given to the lenders of housing 
capital rather than to the owners, there would be 
lower mortgage rates; yet the incentives to rapid 
turnover of buildings could be avoided or muted, 

M Corporations could get around this requirement by becoming a 
wholly owned subsidiary of another company, But corporations 
are not that important In this industry. 

since no capital gains are created as the build
ing ages. 56 Moreover, as argued earlier, the re
duction in interest payments is more advanta
geous the lower the person's tax bracket; hence, 
there would be less of a competitive advantage 
for people in the top tax bracket. The tax subsi
dies could be structured to exempt all or part of 
the profits of housing mortgages from Federal in
come tax. (By encouraging an increase supply of 
housing mortgage funds, interest rates would be 
lowered.) Since there would be problems in de
termining the profits on housing mortgages in fi
nancial intermediaries such as life insurance com
panies that invest in many types of assets, an 
alternative approach of housing mortgage tax 
credits might be preferable. 

There is no economic reason to restrict this 
type of operation to the existing direct lenders. 
Instead, FNMA and GNMA obligations could be 
made eligible for partial or total tax exemption 
or for tax credits. Because the credit reduces 
taxes equally for people in all brackets, the 
credit would be more attractive to people, in, 
say, the 25 percent to 40 percent tax bracket 
range. FNMA and GNMA could purchase all 
housing mortgages or home repair loans offered 
to them. 57 Alternatively, these agencies could 
restrict the use of such tax subsidized funds to 
low income housing, rehabilitation loans, etc. To 
determine how much funds were tax-subsidized, 
the agencies could have separate issues of taxa
ble and tax-exempt (or eligible for credit) instru
ments. 

The reduction in mortgage rates can be 
quite an effective tool. For example, Taubman
Rasche indicate that a change in the mortgage 
rate of 100 basis points is as powerful for rented 
housing as a change from double declining bal
ance (150 on used buildings) to straight line de
preciation. Among homeowners, the mortgage 
reduction will be more important for people in 
lower tax brackets and will be more conducive 
to long term ownership. The long term ownership 
could be made even more attractive if mortgage 
repayments were changed so that the interest 
portion either remained constant or increased as 

'" There Is less need to worry about rapid turnover of loan in
struments, 

57 If it is desired that banks exercise discretion and not make and 
then seii to GNMA very risky mortgages that the banks would 
not normally have granted , GNMA need only buy 75 percent 
of each mortgage. However, given "redlining" practices of 
banks, it may be socially desirable to encourage lenders to 
invest in risk areas to improve housing for the poor. 
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the mortgage aged. These types of mortgages 
could be made a condition for tax subsidy.58 

Tax Subsidies to Excess Rent 

Another form of tax subsidy would allow ei
ther a deduction or tax credit for "excess rent." 
Under this plan, excess rent would be, say, any 
amount greater than 30 percent of adjusted 
gross income. A credit seems a better procedure 
for several reasons. First, many renters do not 
itemize and may not find it to their advantage to 
do so even with this new deduction. A credit, 
however, would be available to all renters. Sec
ond, as noted before, credits reduce tax pay
ments equally in all tax brackets, while deduc
tions are worth more the higher the tax bracket. 

The credit plan could be adjusted so that 
the size of the credit was a function of income. 
For example, the total credit could be adjusted 
(multiplied) by a fraction whose level decreased 
continuously from 100 to 0 percent as income 
rose. Alternatively, there could be an income 
level above which the credit did not apply, al
though such features imply very high marginal 
rates for some level above the cutoff point or 
notch. 

There is in existence a subsidy plan under 
which eligible persons pay 25 percent of their in
come for rent, with the government paying the 
remainder of the market determined rent. An 
objection that has been made to this plan is that 
the eligible renter has no incentive to economize 
on his rent payment (or search for another apart
ment), because once he spends 25 percent of 
his income, the rental price to him on any ex
cess expenditures falls to zero. If the credit were 
100 percent of the excess, the same objection 
would hold (although it is important to note that 
the same complaint would not hold for a tax de
duction). As a response to this objection, the 
credit could be made only 50 percent of the total 
excess rent. A major advantage of this plan, as 
opposed to the existing rent supplement plan, is 
that many more people would benefit, and there 
would be no horizontal inequity. This plan also 
would reduce the cost effectiveness problem be
cause the 30 percent of income restriction will 
eliminate much normal spending on housing 
from being eligible for the subsidy. Also, if sav

.. Series E bonds are a precedent for such a pattern. Since the 
debtor would be paying too little interest in the early years 
on the existing principle, there would have to be a provision 
that If the mortgage were repaid early a lump sum payment 
which would be equal to the difference that would have been 
paid on a conventional mortgage. 

ing rates increase with income, especially above, 
say, $20,000, the poor and middle class would 
be more likely to meet the criterion. 

The tax credit plan may involve some ad
ministrative costs. For example, should rent in
clude utilities, or be adjusted for furnishings sup
plied? In addition, what would happen if 
neighbors began to rent houses to one another 
at inflated rates? Also, a decision would have to 
be made about the treatment of those who owed 
no tax before subtracting the credit. Moreover, 
to keep millionaires who invest in tax-free assets 
from benefiting excessively from this provision, a 
stringent definition of income would be neces
sary. 

Tax Subsidies to Increase Useful Life and 
Repair and Rehabilitation 

Most of the existing and newly proposed 
subsidies tend to decrease useful life and de
crease incentives for repair because the profits 
at all ages are reduced (because of increased 
supply) while the subsidies are largest early in 
the asset's life. More decent housing would filter 
down to, or be rehabilitated up to, the poor, if 
such negative incentives were lessened or posi
tive subsidies were granted to repairs. As pre
vious discussion has indicated, the negative sub
sidies can be lessened by spreading the subsidy 
throughout the asset's life or, better still, by 
having subsidies increase with the age of the 
building. This is one reason why it was sug
gested that subsidized mortgages be designed to 
have interest payments larger at the end of the 
asset's life. Another mechanism would be a tax 
credit, based on original cost, that is applicable 
only against the tax arising from profits made 
from each building-that is, paid at an increas
ing rate as a house ages, with no credit paid 
until the structure is 30 years old. Since this 
subsidy would only be applicable to buildings 
showing a taxable profit, it would encourage re
pairs. A variant of this would be to base the tax 
credit on the repair costs while having the credit 
paid annually and at an increasing rate. 59 It also 
would be possible to reduce continuously the tax 
rate on earnings on buildings beyond a certain 
age. This certainly would encourage repairs, es
pecially if it were possible to write off the re
pairs during the earlier periods of higher tax 
rates; there may be high surveillance and rec
ordkeeping costs, however, since taxpayers 

., A disadvantage of this variant is determining what are eligible 
repai r costs. 
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would want to write off all expenses during high 
tax rate periods. 

Finally, tax credits could be given to build
ing companies on each housing unit sold. While 
encouraging more construction, this method 
would be neutral towards type of ownership. Be
cause it would be partly passed along as a lower 
price and tax basis, capital gains problems could 
be created. 
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Tax Incentives for Housing 

By Stanley S. Surrey 
Jeremiah Smith Professor of Law, 
Harvard Law School 

This memorandum discusses considerations 
applicable to a review of existing income tax in
centives relating to housing. "Housing" covers 
rental housing with a direct HUD subsidy, unsub
sidized rental housing, and owner-occupied 
homes (largely unsubsidized). All of these forms 
of housing presently obtain special benefits 
under the income tax, though the benefits differ 
in their characteristics and tax impactt 

Subsidized Rental Housing 
Present Situation: Low income rental hous

ing has been directly subsidized by HUD, 
though, at present, future projects are in abey
allce. Essentially the subsidy pays to the devel
oper the difference between the cost of amortiz
ing the actual loan and the cost of amortizing a 
loan at a 1 percent interest rate, plus a guaran
tee to the lender. This subsidization of part of 
the cost of the housing permits the rents to be 
held below an actual cost level. There may also 
be an additional direct rent supplement subsidy 
payment. The HUD subsidy presumably indicates 
that totally unsubsidized rental housing would be 
priced at a rent structure beyond that which 
many low and moderate income tenants could 
afford. The amount of the HUD subsidy is signifi
cant, and essential to the construction of the 
housing. The existence of such a direct budget 
subsidy presumably reflects a policy decision 
that supplying such housing involves an impor
tant national priority. 

This being so, the first question to ask, with 
respect to tax incentives for such housing, is 

1 Prof. Paul Taubman's paper, "Housing and Income Tax Sub
sidies: A Report to the Department of Housing and Urban 
Development," describes the various direct and indirect in
come tax benefits provided for housing . See also Stanley S. 
Surrey, "Federal Income Tax Reform: The Varied Approaches 
Necessary To Replace Tiix Expenditures With Direct Govern
mental Assistance," 84 Harvard Law Review 352 (1970); 
Stanley S. Surrey, Pathways to Tax Reform (1973) 236. 

why are there any tax incentives presently pro
vided to such housing. The answer is clear-the 
amount and character of the direct subsidy and 
the accompanying 6 percent return limitation 
placed on the owner make it impossible for the 
direct subsidy by itself to do the job of getting 
the housing built. Hence, some additional in
ducement is needed. This inducement is found in 
present income tax benefits, e.g., mainly, deduc
tion of construction-period interest and taxes, 
and rapid tax writeoff of full construction cost 
(accelerated depreciation or 5-year rehabilitation 
amortization) coupled with the cost being almost 
fully leveraged. But, clearly, the tax benefits 
themselves are likewise not enough alone to do 
the job of getting such low and moderate income 
housing built at an appropriate rent structure. 
Hence the duality of direct subsidy and tax ben
efits is presently needed. 

But this duality of benefits only describes 
the present pattern-it does not justify it. Be
cause the direct HUD subsidy is by far the larger 
of the two inputs and hence cannot really be 
supplanted by tax benefits, the question is 
whether an enlarged direct subsidy could sup
plant the tax benefits. This question should be 
asked for several reasons. The tax benefits were 
essentially unplanned; they just "grew up." As 
would be expected of such an accidental proc
ess, they are inefficient and wasteful. Essentially, 
the developer obtains his needed profit (above 
the construction costs covered by the loan and 
the HUD input) by "selling" these tax benefits to 
passive investors. This process of selling the tax 
benefits is the so-called "tax shelter syndica
tion." The developer must sell the tax benefits 
because he has insufficient income, from the 
housing and other activities, to utilize the bene
fits. But this process requires keeping the value 
of the tax benefits large enough to cover a sub
stantial profit to the investor-buyers of the tax 
benefits, a substantial profit to the merchan
disers in the process (investment advisors, syndi
cators, lawyers, accountants) and, finally, the re
quired residual profit for the developer.2 The 
process is well understood by those familiar with 
the housing area, and further description here is 

2 See the description of the process in Surrey, note 1 above; 
James E. Wallace, "Federal Income Tax Incentives In low 
and Moderate Income Rental Housing," in The Economics 
of Federal Subsidy Programs, Part 5-Housing Subsidies, 
Joint Economic Committee, 92d Cong., 2d Sess. (1972) 679; 
Statement of Jerome Kurtz in Panel No.4, "Tax Treatment 
of Real Estate," in Panel Discussions on Tax Reform, House 
Ways and Means Committee, 93d Cong., 1st Sess. (1973); 
Hugh Calkins and Kenneth E. Updegraft, Jr., "Tax Shelters," 
26 The Tax Lawyer 493 (1973). 
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thus not necessary. The essential point is that, 
under this roundabout method of compensating 
the developer, a considerable part-perhaps 30 
percent or more--of the revenue cost to the 
Treasury of the tax benefits is diverted to those 
in the chain. The investors get their "commis
sion," the syndicators get their "commission," 
the lawyers and accountants get their "commis
sion," all as part of the process of ultimately 
turning the Treasury revenue loss from the tax 
benefits into dollars in the developer's hands. 

• Clearly, if the developer could obtain his re
. quired profit directly from HUD, then the wastage 
now occurring through the Government's also 
paying profits (through the tax system) to inves
tors and syndication merchandisers would be 
eliminated. The mechanics of the dual tax bene
fits and subsidy system indicate there is no other 
essential role to be played by the investors, 
since HUD-through its control over the direct 
subsidy-controls the basic decisional factors of 
location, amount of housing, etc.3 Any conceiva
ble advantages of private sector participation are 
therefore really lacking in view of the essential 
importance of the basic HUD subsidy. HUD 
therefore should complete the task of directly 
supplying the needed inducements to the devel
oper. 

There is another inherent defect in the pres
ent roundabout system of compensating the de
veloper, and that is the "tax shelter" aspect of 
the process. The tax benefits now "sold" to the 
investors through syndication of the HUD-subsi
dized housing provide tax deductions far in ex
cess of the rental income from the housing. 
Hence, the investor, to make tax use of the tax 
benefits he has purchased, must offset the ex
cess deductions against his non housing income, 
such as dividends, professional income, execu
tive salary, and the like. But this is a game to be 
played only by those in high income tax brack
ets, 50 percent or above, year-in, year-out. 
Hence it is a game only for the really well-to-do 
in our society, or large corporations. But the 
game for them is clearly worthwhile, for it can 
el.iminate almost all income tax liability for these 

• In fact, the syndication process has Its own site location selec
tion bias that can work at cross-purposes with HUD's prior
Ities. The tax benefits that can be sold are a function of the 
cost. But the price that the tax shelter investor will pay for 
those benefits varies with the locational risk; he will pay less 
for tax benefits attached to a risky sita becausa of fore
closure possibilities, since with foreclosure the tax picture 
reverses itself and the deductions turn into ordinary income 
through recapture. If for "risky" we substituta Inner city 
housing and for "less risky" substitute elderly, suburban, 
etc., hOUSing, we can see the site bias at work In the tax 
subsidy system. 
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individuals if properly played.· Congress and the 
public, however, are beginning to understand 
this "tax shelter" game and the tax escapes 
which it provides. They are also beginning to see 
the essential immorality of the "tax shelter" 
process-the making of tax millionaires under 
the claim of providing housing for low income 
groups-and are asking why a better way cannot 
be found to meet our housing problems. As a re
SUlt, the present method of using tax benefits 
and the "tax shelter" process to compensate the 
developer of subsidized housing is fast becom
ing too unstable-as a tax matter-to survive.5 

The U.S. Treasury has now recognized this 
weakness in the present system and has made 
proposals for change.6 As respects rental hous
ing, these proposals (under the Limitation on Ar
tificial Accounting Losses-LAL) would allow the 

'See material in note 2 above. 
'There are, of course, other tax shelters-e.g., 011, farming, equIp

ment leasing-with the same tax defects. But the housing 
shelter is probably the easiest for the affluent passive investor 
seeking a tax shelter to find and comprehend. 

"See Statement of Treasury Secretary George Schultz, in Hearings 
on General Tax Reform, House Ways and Means Committee, 
93d Cong., 1st Sess. (Apr. 30, 1973) 6873. As to tax shelters 
generally, the statement says: 

A common characteristic of a tax shelter Investment Is 
that it produces deductions and exclusions-particu'arly in 
the early years-which may be be used against other income 
of the taxpayer. The result may be an outright reduction In 
taxes, an indefinite deferral of tax, or a conversion of ordi
nary income into capital gain. 

Sometimes these results are unintended and are caused by 
the exploitallon of tax rules which are sound in normal 
situations. Other times the results flow from rules deliberately 
designed to provide tax incentives for particular activities. 
Where the rules were Intended as incentives, the fact that 
taxpayers use them to erase their entire taxable incomes 
means that those incentives have been successful. But such 
a result has a dangerously demoralizing effect on the opera
tion of our revenue system, as it appea's to most taxpayers 
simply to provide a means by which the wealthy avoid the 
payment of I ncome taxes. 

In addition, the widespread "tax shelter" market Introduces 
significant distortions into our economy. Preoccupation with 
tax manipulations-particularly tax deductible "Iosses"-too 
often obscures the economic realities and can have the effect 
of discouraging profitable and efficient enterprise. Inefficient 
tax incentives available In the form of "artificial losses" to 
Investors in preferred types of properties may benefit only 
the promoters of tax shelter schemes without contributing 
effectively to the social objectives of the incentives. .. . 

Our proposals will eliminate these situations. They will in
crease the fairness of the tax system and remove the spec
tacle of high income taxpayers who pay no tax by parlaying 
tax deductions and exclusions. Our proposals will reverse 
the economic inefficiencies Inherent in tax shelters and shift 
the emphasiS away from investments which produce tax losses 
and will put the premium where it belongs-on sound eco
nomic investments and efficient operations which produce 
income. 

Our proposals limit the use Of some provisions that were 
intended as incentives. Where that is the case, the proposals 
should not be interpreted as necessarily foreclosing the possi
bility of providing other incentives or subsidies. We do mean, 
however, to forec~ose the use of the tax system to provide 
incentives to a degree that Impairs the confidence of the 
ordinary citizen in the fairness of the system. 
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deductions created by accelerated depreciation 
on new rental housing in excess of straight~line 
depreciation,by the 5-year amortization in ex
cess of straight-line depreciation on rehabilitated 
housing, and by the deductions (such as interest 
and real estate taxes) allowed during the con
struction period, all to be used only against in
come from residential property held for rental or 
sale. 7 Essentially, this proposal would eliminate 
the passive investor who now buys in to one or 
two subsidized housing tax shelters,S since he 
could not use the "tax losses" created by these 
deductions-the typical housing tax shelter 
"Iosses"-to offset his nonhousing income. Be
cause such an offset is under present law the 
whole point of this tax shelter game, the game 
would be over. A wealthy individual with a large 
portfolio of residential real estate investments 
might perhaps find the game worthwhile, since 
all his real residential real estate is regarded 
under the proposal as a single investment, and 
deductions on one item of residential real estate 
can be used against income from another item. 
(This is a defect of the proposal. This result is 
not allowed for commercial real estate under the 
proposal, where it is applied essentially build
ing-by-building.) Also, the proposal does not 
apply to corporations. This last aspect is another 
defect of the proposal, for it is difficult to under
stand why corporations should still be permitted 
to play the tax shelter game to escape or reduce 
tax. And it is also hard to see why wealthy indi
viduals with a large real estate portfolio should 
still be benefited. Moreover, they could benefit 
only if they had tax-loss housing to parlay with 
tax-profit housing. While gimmicky tax shelter 
packages might be arranged to promote these 
situations, such developments do not contribute 
to a healthy situation. But under this proposal, 
unless banks or other corporations are to take 
over all investment in HUD-subsidized rental 
housing, it would appear that the ability of pres
ent tax benefits to compensate the developer 
would be ended. The present passive investors in 

'There is also a new form of minimum tax for individuals sug
gested. but since this does not affect the rate of tax on 
capital gains, it is not particularly relevant here. It may have 
a minor Impact on the interest deduction on money borrowed 
to carry tax shelters. 

8 While the application of the proposal to HUD-subsidized housing 
is not wholly clear, since such housing is presently in a 
suspension stage, the Implication in the proposal is that it 
would apply to a section 236 type subsidy program if such 
a program were reinstated. 

In any event, If the proposal is not to be applied to such 
subsidized housi ng, then the proposal is subject to severe 
criticism since it would allow the tax unfairnesses created 
by tax shelters for subsidized housing to continue. The tax 
status of such a situation would be quite unstable. 

such housing would drop out, the syndications 
would end, and the developer no longer would 
secure his profit through the sale of the tax bene
fits. Conceivably, as indicated above, corporations 
and banks could take over.9 Perhaps large orga
nizations selling single houses or condominiums 
would combine these activities with rental hous
ing, so that the tax losses on the latter could be 
offset against the tax profits from the former. But 
this substitution would only shift the target of tax 
reform to them, since the essential tax shelter 
inefficiencies and tax escape would remain. 
Moreover, such a situation would force individual 
developers and smaller organizations out of the 
housing industry and encourage concentration, 
which does not seem a desirable objective. 

Direct Subsidy to Developer: The Treasury 
proposal, really made in response to the attacks 
by tax reformers on the tax shelter game and the 
consequent heightened understanding in Con
gress of that game and its consequences, under
scores the instability of the present use of tax 
benefits to provide the necessary compensation 
to the developer. A substitute for the present 
mechanism must therefore be found. Indeed, a 
gap in the Treasury proposal is the failure to 
state that such substitute is needed-the devel
oper under the present HUD direct subsidy and 
6 percent return limit cannot otherwise be ade
quately compensated. (Perhaps the Treasury is 
willing to let corporations take over the tax shel
ter-subsidized housing investment and thus fill 
the gap, but, as stated above, this is both unde
sirable and unstable. More likely, the Treasury 
recognizes the need for a substitute and is seek
ing . to encourage HUD to provide it.) Thus, 
whether one stresses the inefficiency and was
tage of the present tax benefit system, the tax 
escapes and tax immorality it creates, or the 
consequences of the recent Treasury proposal 
made in response to the criticism of tax reform
ers, the message is the need for some new 
method of compensating the developer of subsi
dized rental housing. to Since HUD, is already en
gaged in directly subsidizing that housing, and 

• This takeover has happened in the leaSing 01 equipment, as 
commercial banks have largely replaced Individuals as tt)e 
lessors in lax shelter equipment leasing, in part as a~'h
sequence in 1971 01 not allowing individual lessors to ob in 
the investment credit but stili allowing it to corporate les rs. 

10 Whatever may be the consequences lor nonsubsidized ho ing, 
where a cutback in tax benefits could be offset by an inirease 
in tenant-paid rents if that is the possible result (to be dis
cussed later), by hypotheSiS that course is not available in 
subsidized housing where the rent level 01 tenant-paid rents 
requires a ceiling il the housing is to be available to groups 
sought to be assisted by HUD. 
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since the present direct subsidy is considerably 
larger than the tax subsidy to be replaced, the 
sensible co'urse would be for HUD directly to 
provide the needed profit through a subsidy to 
the developer. 

It should not be difficult for HUD to devise a 
direct subsidy to the developer to replace the re
sidual funds he now obtains through selling tax 
benefits via tax shelter syndication. In that syndi
cation process the developer now receives an 
amount equal to about 15 percent of the mort
gage. Out of this he must pay about one-fifth (3 
percentage points) to those handling the syndi
cation. The balance, about 12 percent of the 
mortgage (about 11 percent of the development 
costs) covers any cash outlay he must make and 
his profit. Hence, HUD should seek a method to 
pay this 12 percent directly to the developer, and 
thus shortcut the present roundabout method. 
For example, the Builder Sponsor Profit and Risk 
Allowance could be increased to 22 percent or 
so. Perhaps the increase could be paid in annual 
installments over a period of years to encourage 
adequate management.ll The present tax bene
fits for subsidized housing-accelerated depre
ciation, 5-year amortization for rehabilitation, de
duction of construction-period interest and taxes, 
and inadequate recapture of excess depreciation 
on sale-would disappear. The government 
would gain through the substitution of direct 
subsidy for present tax benefits, since it would 
no longer be paying a "commission" to the 
investors and to the merchandisers of the tax 
shelters. Hence the amount to be paid directly to 
the developer would of necessity be less than 
the present revenue loss from the tax benefits 
for subsidized housing. The technique suggested 
above is one possibility. Housing experts may 
suggest others. But the point is that experts con
centrating on a direct subsidy for the developer 
ought to be able to find one. 

A Different Tax Subsidy: It may be said-ar
bitrarily, I think-that a direct subsidy is not ac
ceptable, perhaps because it would show up as 
a budget item, whereas the present tax benefits 
are hidden, as are all such tax expenditures, in 

11 Today the developer's desire for a good track record and 
avoidance of foreclosure, so he can still be able to market 
future tax shelters, is the lever that affects management 
activity. 

Under the present tax subsidy system, once cost figures are 
agreed on with HUD there is no incentive for the developer 
to reduce the cost since the tax benefits to be syndicated are 
a function of cost and increase with cost (I.e., the tax de
preciation is greater as cost rises). Hence, within the range 
of workable rents, the tax subsidy system is biased toward 
the higher cost and against economies in building. Any 
direct subsidy should seek to avoid these problems. 

the total revenue figures.12 If so, we still must 
look to the tax system to provide the developer 
with a profit. The task then, unappealing though 
it may be, is to see if a better set of tax benefits 
can be found. In other words, how would we 
structure a tax incentive system for subsidized 
housing that is aimed deliberately at supplement
ing the HUD direct subsidy to replace the pres
ent "accidental" tax benefit system? 

Professor Taubman in his report has made 
several suggestions of new tax benefits to re
place the present tax subsidy structure. Largely, 
those suggestions seem aimed at nonsubsidized 
housing. Thus, the suggestion of tax credits to 
mortgage lenders is not really relevant to subsi
dized housing where a direct subsidy already 
produces a 1 percent interest rate; tax credits to 
tenants for excess rents are not needed when a 
rent supplement program exists. These sugges
tions will therefore be considered later in the 
context of nonsubsidized housing. As for subsi
dized housing, his suggestion of a tax credit on 
rental housing to replace accelerated deprecia
tion generally can be considered, however. Such 
a credit, presumably a percentage of the cost, is 
really the direct subsidy urged above, but 
dressed up in tax clothing. Speaking generally, if 
we wish to pay a developer $X, then we can give 
him a direct subsidy equal to $X or a credit 
against tax equal to $X.13 

There are certainly advantages to such a tax 
credit as opposed to the .present system. The 
credit would be separable from the basic income 
tax structure and not mixed up with (Le. hidden 
within) the deductions for depreciation, interest, 
taxes, etc., all of which when properly used have 
a legitimate tax role apart from any incentive 
load they are today asked to bear. The credit 
can be varied to suit the needs of the market 

"There are parallels between the tax incentive for housing and 
that for State and local capital projects (i.e ., tax-exemption 
on State and local bonds). Both rely on passive Investors as 
middlemen to achieve the desired social goal of giving gov
ernment financial assistance to the activity to be benefited, 
and these middlemen get a "commission ." But the commis· 
sion is inordinately high and is wasteful; i.e., the Treasury 
pays out more in revenue lost than is reflected in the as
sistance received by the ultimate beneficiaries, the wastage 
being represented by the commission . The Treasury Is begin
ning to recognize this problem in the tax·exempt obligation 
area, and in its recent tax reform recommendations (see note 
6 above) is moving to supplant a hidden budgetary revenue 
loss with a visible direct subsidy-the 30 percent interest 
subsidy payment on elective taxable bonds. This new ap
proach is on the right track, though the 30 percent figure is 
too low. The approach represents a shift from tax Incentive 
to direct subSidy as the solution to existing expenditure in
efficiency and tax inequity. 

13 This statement disregards, for the moment, whether the direct 
subsidy or the credit is includible itself in income. This point 
Is discussed later. 
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and government policy as those needs are per
ceived. But there are problems with a tax credit. 
$X provided through a direct subsidy is different 
from $X provided through a tax credit, and the 
problems lie in the difference. 

Credits against income tax are useful to the 
recipient of the credit only if an income tax of 
sufficient size exists to absorb the credit. If not, 
the credit is wasted and is no incentive. Hence, 
nonprofit tax-exempt developers (religious 
groups, colleges, pension plans, community 
groups, State and local organizations, etc.) can
not receive any incentive through the credit, 
though they could utilize a direct subsidy. Pri
vate developers with losses elsewhere or other
wise insufficient tax liabilities are also ruled out 
by the credit approach compared with a direct 
subsidy. Indeed, developers today sell their tax 
benefits precisely because they do not have suf
ficient income against which to utilize those ben
efits. A credit against tax presumably would 
leave such developers in the same position. 
Hence, to make use of the credit they would 
have to pass it through-sell it-to investors, 
and we would have tax shelter syndication all 
over again. If-as essentially is true under the 
recent Treasury LAL proposal-the developer 
would not be permitted to do so, then essentially 
all development of subsidized housing either 
would be turned over to corporations and a few 
wealthy individual developers; if they do not step 
in, the production of such housing would cease. 

These difficulties with the credit could be 
overcome by making the credit "refundable," 
i.e., payable directly by the Treasury in those 
cases where the developer's tax liability was not 
large enough to absorb the credit, or it was a 
tax-exempt developer. 

At this point, the tax credit is really a direct 
subsidy of $X paid through the tax system. But 
there still would be a difference. The tax credit 
would reduce a developer's income tax, and 
could, depending on its size, eliminate that tax 
entirely. This comes back to the unappealing as
pect of having to devise a tax incentive. We 
must remember that there is an inherent tension 
involved in using a tax incentive to accomplish a 
national priority such as adequate rental hous
ing. The tax incentive must be large enough to 
induce the private participation. But any such in
centive will ipso facto materially reduce the tax 
paid by the person involved in relation to his ac
tual economic income. Hence, the transaction 
will remain an inviting target for tax reformers. 
They will point to the escape from tax of the in

dividuals involved-and such a situation is the 
best climate in which to urge tax reform. Yet the 
escape from tax is inherent in the reliance on 
the tax incentive-it is what such tax incentives 
are all about. Society may have to pay large 
profits to induce people to undertake otherwise 
risky tasks, but at least those profits are subject 
to our income tax system. Tax incentives under
cut the entire equitable foundation of that sys
tem, and hence their inherent tension. 

This tension inherent in the tax credit could 
be resolved by including the credit in income, 
and adjusting the amount of the credit to keep 
its incentive effect at the necessary level.14 At 
this point we certainly have the full equivalent of 
a direct subsidy, which would also be includible 
in income. The choice between the two, then, 
shifts to other factors. Thus, for example, it 
would be desirable for the congressional com
mittees directly concerned with housing-e.g., 
House Banking and Currency-to have jurisdic
tion over a subsidy to developers so as to coor
dinate it with the other HUD housing subsidies, 
rather than to split jurisdiction over housing sub
sidies between those committees and the tax 
committees. Equally, HUD and not the Internal 
Revenue Service should administer the subsidy 
system. The subsidy should appear in the 
budget. 

All this points to a direct subsidy rather 
than the tax credit. If, however, a tax route is 
desired, then a tax credit of a refundable char
acter available to the developer, and itself inclu
dible in income, seems the choice for initial ex
ploration. 

Nonsubsidized Rental Housing 
Present Situation: Prima facie, it can be 

said that since middle income and luxury rental 
housing presently do not receive a direct budg
etary subsidy, such housing simply does not 
have a national priority requiring governmental 
financial assistance. Hence, it should not receive 
any tax incentives and the present tax prefer
ences should be eliminated. Indeed, one sus
pects that if low income HUD-subsidized rental 
housing ceased to receive tax benefits (because 

11 It should be nofed that the proceeds presently received by the 
developer in the tax shelter syndication are today includible 
in his income for tax purposes. Hence it would be appro
priate to include In income any credit devised as a substitute 
for the tax shelter fee. In any event. such inclusion should 
not cause a problem in structuring either the credit or its 
amount. Tax-exempt organizations might have to treat such 
an Includible credit as unrelated business income and there
fore also taxable. 
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the direct subsidies were enlarged) the Congress 
would look more skeptically at the tax incentives 
for the remaining rental housing. But. perhaps it 
is possible to argue-though I doubt the histori
cal foundation for the argument-that a direct 
subsidy is not here granted because Budget 
directors, HUD, and Congress, while believing 
some governmental assistance is needed, have 
left the furnishing of that assistance to the tax 
system. If so, that decision has also meant ineffi
ciency and wastage, for the reasons earlier indi
cated and for additional reasons. 

A good deal of tax assistance to non-HUD
subsidized rental housing operates through the 
same tax shelter syndication process as in the 
case of subsidized housing. This is because the 
developers of non subsidized housing, as in the 
case of subsidized housing, often do not have 
enough income of their own to absorb the tax 
benefit deductions accorded to rental housing. 
Their mortgages are pushed to as high a level as 
the proposed rent structure on the housing will 
permit. The consequent deductible interest com
ponent of the mortgage debt, plus accelerated 
depreciation and other tax benefits, total an 
amount larger than the rents, so "tax losses" re
sult. Moreover, since the · rents are needed to 
carry debt service and expenses, the developer 
must look to syndication of those tax losses for 
his profit. Hence, here also we have the waste 
and inefficiency of the roundabout method of 
compensating the developer. We also have the 
tax escape immorality of the tax shelter process. 

But there is a crucial difference in the func
tion of present tax benefits between subsidized 
and unsubsidized housing. Without the tax bene
fits, roundabout and wasteful though their assist
ance to the developer may be, the subsidized 
housing would not be built. The HUD 6 percent 
limit on the return to the developer is obviously 
inadequate. Because rents cannot be increased, 
the developer has nowhere else to turn for his 
profit except to sell the tax benefits. (This pres
ent sine qua non aspect of tax benefits for subsi
dized housing is, of course, as we have seen, no 
evidence of any inherent virtue in tax incentives, 
but rather a result of the HUD direct subsidy 
system and the national priority of setting rental 
ceilings for this housing.) But when we turn to 
non-HUD-subsidized housing, the picture is com
pletely different. Here the government may be 
getting little or nothing in return from the finan
cial assistance given through the tax benefits, be 
the assistance in any particular case roundabout 
via the tax shelter process or through direct use 
of the tax benefits by the developer. Indeed, the 

net result of such financial tax assistance may 
be harmful to the housing field. 

Professor Taubman's paper contains the fol
lowing conclusions about the effectiveness and 
consequences of the present tax benefits; the 
conclusions appear to be direced to non-HUD
subsidized housing: 15 

To summarize this material, it seems likely that the tax 
subsidy being discussed has increased the quantity of 
buildings and, especially, expensive buildings. It may also 
have increased the surface luxuriousness of buildings. But 
partly because of market adjustments to subsidies and 
partly because of the incentives to rapid turnover and thus 
to shoddiness, the useful life and true quality are probably 
reduced.... 

Because the subsidies are paid on all housing includ
ing those that would have been built anyway and because 
the supply response to price changes is limited, these sub
sidies are very expensive . A hypothetical example will best 
illustrate this. Suppose that without the subsidies there 
would be 1,000 houses costing $100 each. Next, suppose 
that tax subsidies of 5 percent are introduced and that this 
increases the supply of housing 10 percent to 1,100 units. 
For simplicity assume that the construction cost remains at 
$100. The total cost of the subsidy is $5,500 ($5 times 
1,100 units) . Thus, the average effective subsidy cost for 
each of the 100 new houses produced by the subsidy is 
$55 or 55 percent of the construction cost of houses. Thus, 
this tax subsidy which is paid on all housing will rate low 
on the cost effectiveness criteria (unless the price elasticity 
of demand is huge) .. . . 

The above evaluation would indicate that most of the 
tax subsidies to housing are expensive given the extra 
housing they produce, that they provide a tax shelter for 
upper-income persons, and that they tend to discriminate 
against proper maintenance and repair practices and lead 
to an artificial shortening of the useful life of a building. In 
addition, while in principle, most of the subsidies apply to 
all housing, in practice moderately or very expensive hous
ing has been produced by the tax subsidies. For several 
reasons, these changes may not filter down to the poor as 
increased quality or lower rents. 

Given these effects of the present tax bene
fits, the initial question is, simply: Why not elimi
nate those benefits and let the marketplace 
govern rental housing for middle and upper in
come groups? There would be no HUD subsidy, 
as there is none today, and no tax benefits. 

Most of the trade associations in the hous
ing field have expressed institutional dismay over 
such a proposed elimination of tax benefits for 
rental housing. They have voiced to the House 
Ways and Means Committee the customary pes
simism about the prospects that immediately de
scend on any industry faced with the loss of its 
tax benefits.16 Most of these Associations indi

to See Taubman paper, note 1 above, at 29, 31-32, and 41 re
spectively. 

" See Statements of these aSSOCiations In Tax Reform Hearings 
before the House Ways and Means Committee, 93d Cong., 
1st Sess. (Mar. 26, 1973). 
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cated that the basic result of a loss of tax bene
fits would be a rise in rents. But this contention 
by no means is so conclusive against such a 
change as the Associations seem to consider. 
First, it is not at all clear that rents in nonsubsi
dized housing would rise, or rise by much. One 
builder, in taking a contrary view and directly at
tacking the present tax benefits, stated that 
many builders today do not even use accelerated 
depreciation for tax purposes (presumably be
cause straight-line depreciation itself provides a 
sufficient buffer against tax liability, and they do 
not desire to syndicate their buildings), and 
hence its elimination should not affect rents.17 

Professor Taubman elsewhere has indicated that 
any rise in rents if tax benefits were removed 
would be quite Iimited.18 Second, if rents for 
such housing did rise somewhat, why should this 
be a national concern requiring government ac
tion? Certainly we do not have a national priority 
to support a low rent structure for lUxury or 
semiluxury housing. If HUD became concerned 
about rent increases at the lower end of the 
present nonsubsidized housing scale, it should 
turn to providing a direct subsidy to meet that 
concern. 

At any event, the burden of proof both for 
retaining governmental financial assistance for 
non-HUD-subsidized rental housing and for pro
viding that assistance through tax benefits must 
be placed on those who urge continuance of the 
present tax benefits. Moreover, given the strong 
case against the present system, any proof made 
for its continuance must be solid indeed and not 
just unsupported pessimism. 

A Direct Subsidy: As indicated above, per
haps the wisest course as to non subsidized 
rental housing would be to remove the present 
tax benefits, and then see what happens to hous
ing starts and rents-and also see if the events 
have any relation to the tax changes. If rents 
begin to rise in the income area where such a 
rise may present a national concern, then HUD 
should be ready with a direct subsidy to meet 
the problem. Thus, if HUD is concerned about 
rent increases (or fewer housing starts because 
of rent problems) in, say, units now renting 
under $200 a month, one possibility is a direct 

IT Statement of George H. Dellet, president of Dellet Companies, 
Columbus, Ohio, in Tax Reform Hearings, note 16 above. 
This statement also Indicates that any equity money now 
attracted because of tax benefits is not a significant factor 
in financing this housing . 

1S Paul Taubman and Robert Rasche, "Subsidies, Tax Law and 
Real Estate Investments," in The Economics 01 Federal Sub
sidy Programs, Part 3-Tax SubsIdies, Joint Economic Com
mittee, 92d Cong., 2d Sess. (1972) 343. 

grant to the builder for such units so that the 
rents are kept at proper limits. Another possibil
ity is an interest subsidy on the financing for 
such units. Professor Taubman's paper points 
out that "a reduction in mortgage rates can be 
quite an effective tool," and can thus compen
sate for any detrimental effect from the elimina
tion of tax benefits.19 There undoubtedly are 
other possibilities, all of which would be less 
costly to the governmenl than the present tax 
benefits.20 The point here, as in the case of 
present HUD-subsidized housing, is that HUD ex
perts should be able to devise any needed direct 
subsidies, if the need becomes evident and the 
focus is held on providing a direct subsidy. 

A Different Tax SubSidy: Here, however, it 
may be ordained that if financial assistance were 
shown to be needed for nonsubsidized housing 
once present tax benefits were removed, the as
sistance still should be given through the tax 
system, albeit with a different type of tax sub
sidy, than through a direct subsidy. If so, the 
search must be for a new tax subsidy. Profes
sor Taubman's paper suggests a number of al
ternatives. One of these alternatives-a tax 
credit to the developer (owner)-has already 
been discussed, One problem is to prevent such 
a credit from becoming another tax shelter, Any 
such credit should be aimed as far as possible 
at the marginal developer who, supposedly, 
needs governmental financial assistance to un
dertake the development. But if he cannot use 
the credit because of his tax posture and thus 
cannot obtain the financial assistance offered by 
the tax subsidy, he can do beUer by selling the 
tax subsidy to a passive investor who then takes 
his handsome "commission" on the purchase
and we still have a tax shelter.21 If this conse
quence is blocked by making the credit refunda
ble, as earlier suggested, then the benefits of the 
credit would be confined to the real estate 
industry. But then we face the other dilemma: 
Tax subsidies, such as credits, must offer signifi 

,. See Taubman paper, note 1 above, at 44. 

20 Certainly, all nonsubsidized housing would not need a direct 


subsidy. Also, for that housing for which a subsidy might be 
needed its cost should, for reasons earlier stated, be less 
than the present wasteful tax subsidies. Overall, also, non
subsidized housing constitutes about five-sixths of new rental 
units in structures of five or more units started in 1971 and 
1972. 

21 Any housing tax subsidy that is targeted to passive investors 
must compete with tax incentives obtainable by such in
vestors in other areas-tl.g., oil , farming, some equipment 
leasing. (The Treasury LAL proposal in a sense recognizes 
this, and seeks to eliminate the passive investor from tax 
sheiler investment.) Direct subsidies aimed at people In the 
operating fie ld, as contrasted with tax incentives aimed at 
passive Investors, would not have to run such a gauntlet. 
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cant tax reductions to be successful incentives. 
Hence, if the credit is significant, it automatically 
has the effect of allowing the real estate industry 
to escape a considerable part of its tax burden. 
In turn, the industry becomes a target for tax re
form, and the situation is thus unstable because 
of this tension between desired effective subsidy 
and the tax escape consequence-an inevitable 
tension if tax subsidies are used.22 A refundable 
credit itself includible in income is the best ap
proach-which of course is a direct subsidy in 
tax disguise.23 

Professor Taubman also suggests the possi
bility of moving through the mortgage lenders 
rather than the developers or owners and offers 
tax credits to the lenders , of mortgage money. 
This, of course, is a tax alternative to a direct 
subsidy to lenders designed to lower mortgage 
rates. Here also one would have to consider the 
problems that may arise if the credit is nonre
fundable, and the degree of tax escape' that is 
inherent in the credit itself. Taubman, also, again 
using the credit device, suggests the route of 
aiding the tenant (rather than the owner or 
lender) through a credit for excess rents. He 
also points out the need for a refundable credit 
to aid the tenant whose tax liability is not high 
enough to absorb the credit. Finally, he suggests 
the possibility of a credit for repairs. 

These suggestions, as Professor Taubman's 
paper indicates, have one thing in common. They 
are all untried, and each has many unsolved 
problems of structure and content.24 Clearly, 
under these circumstances it would be desirable 
to preserve both maximum flexibility to make 
needed changes, and maximum coordination 
with direct housing programs. All this is a task 
in the first instance for housing experts and not 
tax experts. But tax subsidies lack both the re
quired flexibility and coordination. Moreover, the 
tax experts take over to worry about the tax ' 
problems-which are likely to be numerous with 
such untried devices-and the housing problems 
become submerged or unseen. The proper 
course in experimenting with Professor Taub
man's suggestions would therefore be to devise 

.. This Is a delect 01 the recent Treasury LAL proposal (see note 
6 above) which, while culling out passive investors, essen· 
tially permits those in the real estate industry, such as wealthy 
Investors with extensive interests and corporations, to con
tinue to have their present tax escapes. 

23 The earlier discussion under HUD-subsidized housing 01 credits 
that are relundable and includible in Income is here also 
relevant, 

24 A possible exception is the credit based on the cost 01 the 
building, which resembles the present 7 percent investment 
credit lor machinery and equipment. But even here we do 
not know-because it is untried-what the problems are that 
may occur under a credit lor residential housing. 
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the direct subsidy counterparts of his alterna
tives and let HUD and the Housing Committees 
in Congress experiment rather than have the Tax 
Committees and the Internal Revenue Service 
undertake the task. There is no reason why HUD 
cannot disburse subsidy checks; it is essentially 
a direct subsidy agency to begin with , But if tax 
subsidies are required, the least dangerous 
course would appear to be ~onsideration of the 
credit for the developer, refundable and includi
ble in income as discussed above, or perhaps 
the credit for the lender, also so structured. The 
credit for the tenant and the credit for repairs 
appear to posses many novel structural prob
lems, especially if they are designed to carry the 
t~sks Professor Taubman, properly, seeks to as
sign to them in his paper. 

Owner-Occupied Housing 
Although there is some limited direct HUD 

budgetary aid, the present social goal of encour
aging owner-occupied homes is left to the tax 
system. While the historical origin of the income 
tax deductions for mortgage interest and real es
tate taxes is murky, these deductions have at 
least for some time been defended as instru
ments of financial assistance to homeowners. 
But being originally untargeted as such, they are 
also wasteful and unfair. They assist not only a 
principal residence, but also one or more vaca
tion homes. They assist the wealthy and the mid
dle class-but not those too poor to pay an in
come tax. Moreover, they provide the greatest 
assistance to those well off, since the higher the 
individual's tax bracket, the larger the tax assist
ance from the deductions.25 

The Treasury has come to recognize the in
equitable tax preferences inherent in this tax sub
sidy system for owner-occupied homes. In its tax 
proposals 26, it recommended a new form of 
minimum tax for individuals that would treat de
ductions for home mortgage interest and real es
tate taxes (along with other itemized deductions 
such as those for charitable contributions and 
other State and local taxes and investment inter
est in excess of investment income) as tax pref
erences. These tax preferences, when added to 
certain exclusions-principally percentage de
pletion and one-half of capital gains-could in 

.. See, e.g " Surrey, note 1 above; Henry Aaron, Shelter and Sub
sidies (Brookings Institution, 1972). 

.. See note 6 above. 
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effect not exceed one-half of the individual's ad
justed gross income.27 The overall structure of 
the proposal is such, however, that it would be 
expected to have little impact on taxpayers in 
brackets below $50,000. It would not be likely, 
all in all, to affect appreciably the present tax 
treatment of home ownership. 

No direct HUD program of assistance would 
have (or has) the bizarre, open-ended, upside
down structure inherent in the present tax assist
ance to home ownership. On the assumption
which seems proper-that national priorities 
require continued governmental financial assist
ance to home ownership, the task should be to 
see if HUD can devise direct programs that are 
better structured, fairer, and less wasteful than 
the present tax subsidies. HUD already has lim
ited direct subsidy programs in the home owner
ship field (in addition to FHA) aimed at reducing 
mortgage interest rates by subsidizing a given 
interest level. Perhaps these programs could be 
expanded.28 Perhaps direct aid might be given 
for a certain amount of mortgage interest and 
property taxes through HUD checks sent directly 
to the owners. Parenthetically, it is no answer to 
the search for such direct programs that they 
might in the end involve fewer strings or qualifi
cations compared with other direct subsidy pro
grams.lt must be remembered that the present 
tax subsidies to home ownership have no string~ 
or qualifications at all. As in the case of rental 
housing, presumably we could be confident that 
HUD, if it so desired, could devise direct sub
sidy programs better than the present defective 
tax benefits to assist home ownership. 

One doubts, however, that the country is 
ready for such a large shift from tax assistance 
for home ownership to direct assistance. (We 

I , '" The technical structure, in general, would add the specifically 
designated exclusion items (e.g., percentage depletion and 

i 
one-half 01 capital gains) to adjusted gross income (which 
itself includes the itemized deductions for mortgage interest, 
taxes, etc.) and then divide by 2. If the resulting amount is 
greater than the regularly computed taxable income, then the 

I 
first figure would be used as the tax base to which the 
regular rates would be applied. 

28 Perhaps there are other ways of affecting lending institutions 
-but this is a matter for the experts in that area. 

could be willing in this area to accept direct as
sistance in addition to tax assistance, e.g., the 
present HUD programs, since it is recognized 
that the present tax assistance is of limited aid 
to those in lower income brackets.) Nor is it 
likely that Congress would turn to wholly new 
forms of tax assistance for home ownership. Pro
fessor Taubman's recommendations in his paper 
appear aimed, on the whole, at rental housing 
rather than home ownership. His tax credit for 
lenders could perhaps apply, and of course it is 
a variant of HUD's present limited program of re
ducing interest rates for home owners. 

The initial task in the case of home owner
ship would thus appear to be that of limiting, 
and thereby making fairer, the present tax assist
ance. Thus, the tax assistance could be re
stricted to the principal residence of the tax
payer and to a limited dollar amount of mortgage 
interest and property taxes. 29 Perhaps a larger 
step could be taken and the present deductions 
for mortgage interest and property taxes 
changed to credits against tax. Perhaps-a still 
larger step-such credits could be made refund
able to some extent, i.e., payable directly if the 
individual's tax liability is insufficient to absorb 
the full credit. 30 This last step, of course, as ex
plained earlier, is working back toward a direct 
subsidy. In this context it would be moving indi
rectly to a system of housing allowances. Such a 
refundable credit 31 may be too much for the 
present climate-as even more modest changes 
in the tax assistance may be. Perhaps the most 
viable approach is that first suggested, of plac
ing ceilings on the present tax assistance. Any 
revenue so saved could be used for other hous
ing programs, perhaps for expanded HUD direct 
programs in the home ownership area. 

,. In a very limited sense, the recent Treasury proposal is In that 
direction, but its effect in this regard because of its structure 
is indeed likely to be quite narrow. 

so The recent Treasury proposal for property tax relief for elderly 
homeowners, see note 6 above, is in the form of refundable 
tax credits for a limited amount of tax. There are many de
fects with this proposal-e.g., why limit it to only the elderly 
poor-but at least it recognizes the need to make the credits 
refundable if the credit against tax form of tax assistance is 
to be used. On the advisability of such proposals in general, 
see Statement of Henry Aaron in Hearings on S1255, The 
Property Tax Relief and Reform Act of 1973, before the Sub
committee on Intergovernmental Relations, Senate Committee 
on Government Operations, 93d Cong., 1 st Sess. (May 2, 1973). 

31 In theory, such a credit should be includable in income. This 
also is true for direct housing assistance, which is today not 
so includable. 
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Financing of California 
Redevelopment Projects 

By Eugene B. Jacobs 
Attorney-At-Law, Los Angeles 

Introduction 

Large .sections of American cities are physi
cally deteriorated and economically obsolescent. 
Almost every central business district is or has 
been in economic difficulty. The worst residential 
areas are also overdense in population and the 
best land is often under economic pr~ssure to 
be used more intensely or densely, not always 
because of need for the use, but because of the 
need for property taxes or other taxes for munic
ipal budgets. 
. With the deterioration of housing, commer

cial centers and industrial centers-those areas 
which were most important to cities-have be
come the least attractive and most economically 
depres.sed. Even some areas which are relatively 
attractive are economically obsolescent. The 
~rea.test struggle with physical blight is happen
Ing I.n. the areas where the tax base is gradually 
declining or, at best, holding even in an inflation
ary period. Tax revenues have been declining or 
not meeting inflation because the department 
stores downtown started losing their customers 
to modern, new regional shopping centers in the 
suburbs. In recent years, few new department 
stores have been built downtown. Sales taxes 
have ~een declining sharply in the old regional 
shopping areas, particularly when adjustment is 
made for inflation. Often central area office 
space is not attractive. Outlying suburban areas 
have supplied cheap and plentiful land which 
has lured industry and business to the suburbs, 
not because they wanted to go there, but be
cause modernization could not economically take 
place in the older areas. 

The , redevelopment laws were the result of 
society's seeking ways to make the older, deteri
orated areas more socially and economically via
ble and livable. These laws have sought to put 
such land into a form and at a price that allow 
its use by private or public entities in a way con
sistent with the demands of society. 

Legal History 
State legislatures enacted such laws many 

years ago with little controversy. Those laws, 
however, were not widely used in the early years 
because of a lack of public finance to accom
plish their goals. New York adopted a redevelop
ment law in 1941, and Pennsylvania a year or 
two later. 

The California Legislature enacted the Cali
fornia Community Redevelopment Law in 1945. 
The act created a redevelopment agency in each 
city, city and county, and county of the State. It 
provided legal ways and means for the rehabili
tation and redevelopment of blighted areas in 
urban, suburban, and rural communities in Cali
fornia. The law was enacted to assist public and 
private enterprises in the attainment of such pur
poses. It was not until 1949, however, that the 
Congress enacted a law relating to redevelopment 
and provided funding for redevelopment. Its pri
mary emphasis was ostensibly for the removal of 
bad housing and/or for the providing ·of new 
housing. The emphasis was on total clearance. 
In 1954, Congress changed the name to urban 
r~newal and provided for conservation, rehabilita
tion, and clearance. The Federal statutes grad
ually expanded Federal financial assistance. 

The California statute was later codified in 
the California Health and Safety Code. The Cali
fornia law has always contemplated and permit
ted ' broader activities than the Federal Jaws that 
provided the Federal funds. 

In 1951 and 1952, the California Community 
Redevelopment Law and the California constitu
tion were amended to add the so-called tax in
crement or tax allocation provisions, which pro
vided for the distribution of revenues from all 
property taxes collected in a redevelopment 
project area resulting from the increases in the 
value of property in the project area where such 
increases occur on the assessment rolls in the 
years subsequent to the last equalized assess
ment roll existing at the time the redevelopment 
plan is adopted. This process substantially in
creased the ability of redevelopment agencies to 
provide financing of redevelopment projects and 
has been widely used. 

The Redevelopment Process in 
California 

"Redevelopment" and "Urban Renewal" are 
almost synonymous terms. In California law, the 
word "redevelopment" is used; in the Federal 

1008 



law it is "urban renewal." In many States, either 
or both terms are used. 

The process involves the identification of a 
"blighted" area which needs clearance or reha
bilitation; the preparation of a redevelopment 
plan to provide the legal authority and limitations 
for carrying out the project; the holding of a 
public hearing by the local governing body on 
the plan; the purchase of real property (by emi
nent domain if necessary) to carry out the plan; 
the management and operation of such property 
until it is resold; the relocation and rehousing of 
the occupants of such property; the demolition 
of the structures; the construction of new public 
improvements and public facilities; the sale of 
the land to developers for .construction of new 
improvements; the agreement with existing own
ers and tenants desiring to remain in the project 
regarding the basis upon which they can stay or 
move to other locations in the project area. 
Owners can sell and leave the area completely, 
but in California owners and tenants often re
main and participate in the project. They can sell 
merely their improvements and rebuild on the re
maining land. They can remain in place and do 
nothing if the structures are of good quality and 
the area is not needed for new streets or for 
uses of greater importance to the area. They can 
rehabilitate and add to structures. They can sell 
and move to other locations in a project area. 
These and many other combinations have been 
permitted in redevelopment projects. 

In some cases, full clearance is necessary 
and the existing owners do not have the finan
cial capacity, experience, or desire to develop 
the new uses. In other projects, little or no clear
ance occurs, and many of the existing owners 
and tenants remain and participate in one man
ner or another. In some projects, the land and 
buildings are purchased and cleared and the 
land is resold at prices which result in a sub
stantial public cost. In other projects, the land is 
resold at prices which result in a net positive re
turn. In some projects, assistance to private de
velopment in public improvements and public 
parking is the only redevelopment activity, and 
no land is purchased and resold. Buildings can 
be moved from one site to another in or out of a 
project area. The law is very flexible and permits 
many legal solutions to meet the variety of fac
tual situations that arise. 

For many years, redevelopment agencies 
have been required to give relocation assistance 
to displaced project occupants. Broad financial 
assistance to those displaced by projects was 

available from the Federal Government in proj
ects receiving Federal financial assistance. Many 
projects create priorities or preferences for oc
cupants to move back into the project. A newly 
enacted law in California adopted substantially 
all of the provisions of the Federal Uniform Relo
cation Law, which strengthens the rights of oc
cupants in this regard, as well as with regard to 
other rights concerning low and moderate in
come persons. The new law applies to all State 
and local governments' property acquisitions but 
does not supply any funds to meet the financial 
obligations of its provisions. 

The California Redevelopment Law permits 
reSidential, commerCial, industrial, public, and 
recreational projects. Residential uses can be 
changed to commerCial, commercial to industrial, 
industrial to residential. From the beginning all 
combinations have been permitted by the Cali
fornia law. 

A higher percentage of Federal urban re
newal activity has involved projects dealing with 
commercial or central business districts. Many 
projects also provided middle and high income 
housing. This has helped to arrest some portion 
of the flight to the suburbs both commercially 
and residentially, but a comparable amount of low 
and moderate housing has not been provided. 

A redevelopment agency is a public corpo
ration separate from the city in legal contempla
tion. Since 1945, every community in California 
has had a redevelopment agency. That is, the 
law created a redevelopment agency in every 
city and city and county in California and-for 
purposes of the unincorporated areas-in every 
county in California. Such agencies have thus 
existed in legal contemplation, but they do not 
come into active operation until the city council 
in a city or a board of supervisors in a county 
enacts an ordinance declaring the need for that 
agency to be active. 

After the legislative body enacts such an or
dinance, a number of choices exist as to the 
methods which can be used to operate an 
agency. The California redevelopment agency 
has little power except as delegatd to it by the 
city or county.1 A redevelopment agency is an 
administrative agency which is mandated to pre
pare redevelopment plans and submit them to 
the city council. The city council acts on the 
plan, together with any changes recommended, 

1 Hereafter, only cities wi II be referred to, since more California 
redevelopment agencies are operating in cities. The process 
is identical in California counties except that the county re
development agency jurisdiction is limited to the unincor
porated (noncity) area of each county. 
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after a public hearing. If the city council adopts 
an ordinance adopting the plan and makes cer
tain findings, then it is returned to the agency 
and the agency carries out the plan. The city 
council can have full control over the project as 
the board of directors of the agency, or the 
agency can operate as a relatively independent 
agency with a separate board of directors. Some 
agencies have the city council for a board and 
city personnel for staff. Others have city staff 
and a separate board. Others have separate staff 
and the city council for a board. Originally, and 
still in many agencies, the board is separate and 
the staff is separate. 

If the city council has full control, it is not 
frustrated by a separate agency acting independ
ently. On the other hand, there are other cities 
where the city council and separate board oper
ate well together. In other cities the city council 
prefers not having to face redevelopment deci
sions every meeting. A city councilman runs the 
risk of alienating constituents in direct real es
tate transactions whenever he is serving, as an 
agency member. Many communities prefer to 
have a separate agency as a buffer and as an 
agency to carry the heavy time burdens. This de
pends on the local political and administrative 
situation. It has worked successfully both ways. 

Consultants have been used extensively, 
particularly for economic and planning studies 
and advice. Full staffing has not been feasible, 
particularly in small cities, because many serv
ices are needed only once or periodically, and 
not regularly throughout the project activities. 

After a redevelopment agency is made oper
ative, the city council designates the survey 
areas in the community which it desires to have 
considered for redevelopment. The city council 
can then either direct the planning commission 
to establish certain project areas or leave it up 
to the planning commission to select project 
areas. The legal action of selecting a project 
area must be made by the city planning commis
sion, whether directed by the city councilor se
lected by the planning commission on its own 
motion. The legal act of establishing a prelimi
nary plan takes place in the planning commis
sion. That can be mandated by the city council if 
they desire, or it can be left up to the planning 
commission working cooperatively with the rede
velopment agency. 

The project boundaries and preliminary plan 
then are transmitted to the redevelopment 
agency for preparation of a redevelopment plan. 
The plan provides for the use of eminent domain 

or for not using eminent domain. It establishes 
the processes to be used ; the uses (residential, 
commercial, etc.) proposed for the area; and 
controls to be applied to the land. The plan es
tablishes the powers and limitations of the rede
velopment agency in the project area. 

Redevelopment operates with legal authority 
from State law, subject to the decision making 
power of the city (primarily through the city 
council) and is funded in many ways, but for 
many years primarily by the Federal Government. 
The Federal Government does not in any way es
tablish the legal authority of a redevelopment 
agency, nor make the ultimate decisions regard
ing a project. California State government has 
not been involved in redevelopment, except by 
enacting the law and in a few ministerial duties 
such as registering each agency. City councils 
have the ultimate power over the creation and 
operation of a redevelopment project. The in
volvement of the Federal Government is similar 
to that of a lending institution to a private devel
oper. HUD is involved in a city only if a city 
agrees. It is like choosing to go to a bank, a 
savings and loan company, or an insurance com
pany for financing of private land development. 
Most of the relationship with the Federal Govern
ment over the years has been through the filing 
of one or another application for financial assist
ance, usually in narrowly defined categories. 
Th is assistance has been obtained by public ent
ities in the form of loans and grants. Private enti
ties have obtained loans from HUD under some 
circumstances. Particularly, grants to private per
sons have been available for rehabilitation of 
property. HUD also has guaranteed or insured 
private loans to private entities. 

Usually under HUD urban renewal, large 
sums of money were borrowed at the early 
stages of a project, and all or most of the land 
was purchased by the agency long before there 
was any certainty or even any probability that a 
developer would be interested in purchasing and 
developing the land. Non-Federal redevelopment 
projects in California rarely involve land pur
chased without a binding contract with a devel
oper or participant. Also, bonds normally are not 
sold without reasonable certainty that the ex
penditures will result in development. 

California Redevelopment Projects seek to 
establish boundaries which will maximize the tax 
increment and permit strong tax-producing de
velopments to assist in the development of weak 
or non-tax-producing development. 
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Financing Methods Available in 
California 
General 

Redevelopment projects may be financed in 
California in many ways from many sources, 
both public and private. The California Commu
nity Redevelopment Law provides the legal and 
financial tools for assembling land, making it 
available for purchase and development and for 
the necessary public facilities and public im
provements. This is true even though street va
cation, subdivision, zoning, and other laws are 
needed to supplement the Redevelopment Law. 
The financial tools involve city loans, redevelop
ment tax increments, revenues from the Project, 
Federal advances, loans, and grants, and ad
vances and loans from other public and private 
sources. 

The California Redevelopment Law provides 
that a redevelopment agency may borrow money 
or accept any financial or other assistance from 
any public or private source for the agency's 
purposes and activities. This includes the issu
ance and sale of bonds, preliminary loan notes, 
promissory notes, etc. 

Tax increments can be used to pay for pub
lic land and public improvements of benefit to 
the project. Even operating funds can be sup
plied to school districts under certain circum
stances. Redevelopment agencies have many 
powers also in other public agencies; for in
stance, a redevelopment agency can do anything 
that can be done by a parking authority. 

Community Redevelopment Administrative 
Fund 

The Redevelopment Law provides for the es
tablishment of a "Community Redevelopment Ad
ministrative Fund" by the city after an agency is 
created and authorized to transact business in 
the community. These funds may be appropri
ated to the agency as a loan or as a grant to de
fray administrative overhead and expenses of the 
agency. These expenses may include planning 
for redevelopment. Generally, these funds are 
appropriated as a loan to be repaid to the city 
when and if the agency later receives revenues 
from a project. If a project does not develop, 
then the Agency does not have to repay the 
funds. This administrative fund is usually sup
plied from a city's general fund by the same pro
cedure by which city departments obtain their 
budgets. 

Redevelopment Revolving Fund 

The law further provides for the establish
ment of a "Redevelopment Revolving Fund" by a 
city council, to be used by the agency to acquire 
property in a project area, to demolish and clear 
buildings and improvements, to aid in the reloca
tion of project area occupants, to prepare the 
project area for redevelopment, and for any ex
penses necessary or incidental to the carrying 
out of an adopted redevelopment plan. This fund 
may be established by a direct appropriation of 
money or by the issuance and sale by the city of 
general obligation bonds. Again, monies depos
ited into this fund by a city are generally on the 
basis of a loan to the agency, whether made by 
direct appropriation or by the sale of general ob
ligation bonds. Usually such funds are supplied 
from the city's general fund on a special appro
priation. In either case, the agency pledges re
payment from land sale proceeds, from tax in
crements, or any other funds that may become 
available to the agency for this purpose. 

Agency Bonds 

It should be noted here that the California 
Constitution prohibits the incurrence of any in
debtedness (including the issuance and sale of 
general obligation bonds) by any city, county, 
town, etc., without the approval of two-thirds of 
the voters, and unless at the time of incurrence 
of such indebtedness sufficient annual tax funds 
will be available to pay the interest when due 
and to pay the principal on or before maturity. 
Redevelopment agencies, housing authorities, 
parking authorities, and other similar public enti
ties are not subject to this prohibition. 

Under California law, without the approval 
of the voters a redevelopment agency may issue 
bonds and pay the principal and interest obliga

. tions of such bonds: 

• Exclusively from the incomes and reve
nues of the redevelopment projects financed 
with the proceeds of the bonds, or with such 
proceeds together with financial assistance from 
the State or Federal government. 

• Exclusively from the income and reve
nues of designated projects, whether or not they 
were financed in whole or in part with the pro
ceeds of the bonds. 

• From tax revenue allocated to the 
agency pursuant to tax increment provisions 
described below. 

• From agency revenues generally. 
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• From contributions or other financial as
sistance received from the State or Federal Gov
ernment. 

• By any combination of the above meth
ods. 

Generally, agency bonds are issued to 
finance all or any portion of project costs. 
Usually the agency pledges its tax increments to 
the payment of principal and interest obligations 
of its bonded indebtedness. Of major signifi
cance is the fact that-unlike general obligation 
and revenue bonds of cities, counties, and spe
cial districts-tax allocation bonds can be issued 
and refunded without voter approval. In addition, 
such bonds are not a debt of the city, the State, 
or any political subdivision; nor do they consti
tute an indebtedness within the meaning of any 
constitutional or statutory limit or restriction. 
Bondholders must rely on the generation of ade
quate tax increments from private construction 
and improvements in the project area, although, 
as stated above, bonds can be made payable 
from other sources in addition to tax increments, 
such as land sales proceeds. 

The bonds and other issuance documents 
prohibit any amendment of the redevelopment 
plan which would decrease the tax increments 
and substantially impair the security of the 
bonds or the rights of the bondholders. Other 
safeguards are also provided which include, 
among others, covenants by the redevelopment 
agency: 

1. To carry out diligently the project in ac
cordance with the law and the redevelopment 
plan in a sound and economical manner; 

2. Not to issue any other obligations paya
ble from tax increment revenues which have, or 
purport to have, any lien upon the portion of the 
tax increments pledged superior to or on parity 
with the bond lien; 

3. To pay promptly and punctually the prin
cipal, interest, and premium of each bond as 
provided; 

4. To pay and discharge promptly all lawful 
claims which might become a lien on agency 
property or the tax revenues; and 

5. Not to dispose of any project area prop
erty for any uses which would substantially im
pair the security of the bonds or the rights of 
bondholders. 

The maximum interest rate on tax allocation 
bonds is 7 percent, but the bonds may be sold 
at a discount not exceeding 5 percent of par 
value. The State, municipal corporations, political 
subdivisions, and public bodies, as well as 
banks, trust companies, insurance companies, 
and other financial institutions, may legally invest 
in agency bonds. Interest on the bonds is also 
exempt from Federal and State income taxes. 

Tax Increments 

From the mid-1950's until 1965 in California, 
there were a few small redevelopment projects 
successfully carried out without Federal funding. 
But starting in 1965, and expanding with startling 
rapidity, there currently are many such projects. 
(See Table 1 for a list of many of such projects.) 
These projects are being carried out by using 
tax increments as the major source of funding 
for the redevelopment activities of the project. 
Under this method, on the date of adoption of 
the redevelopment plan, that portion of property 
taxes which would thereafter be produced from 
the amount of the assessed valuation shown on 
the last equalized assessment roll continues to 
be allocated in future years to the respective 
taxing agencies. That portion of the taxes col
lected on increases in assessed valuation in ex
cess of that amount of assessed valuation is al
located to the redevelopment agency. The term 
"frozen base" refers to the total assessed valua
tion of the property within the project as shown 
upon the assessment roll last equalized prior to 
the effective date of the adoption of the redevel
opment plan. Thus, tax receipts that result from 
an increase in the assessed valuation can legally 
flow to the redevelopment agency and can be 
used for project debts. This includes all property 
taxes, real and personal, and all property taxing 
agencies, cities, counties, school districts, and 
other districts except special assessment dis
tricts. Tax increments are allocated to the rede
velopment agency only to the extent that project 
indebtedness has been incurred. That is, if tax 
increment receipts amount to $4 million, and 
project indebtedness is only $2 million, then only 
$2 million can be allocated to the redevelopment 
agency. This division of the taxes can continue 
until all project indebtedness including interest 
is paid. Thereafter, all taxes produced by prop
erty within the project area, including those pro
duced from new developments, are allocated to 
the respective taxing agencies in the normal 
manner. The tax increments can be retained, but 
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need not be unless they have been pledged to 
bondholders or other debtors. 

For illustration, assume the following facts: 
A redevelopment plan is adopted by ordi

nance after mid-August 1971, but prior to mid
August 1972. Assume that the assessment valua
tion of all property within the project area as of 
March 1, 1972, was $10 million higher than such 
assessed valuation for March 1, 1971. Assume 
that the assessed valuation as of March 1, 1971, 
is $2 million and as of March 1, 1972, is $12 mil
lion. Assume a tax levy rate of $10 per $100 of 
assessed valuation, of which $4 goes to the 
school districts, $3 to the county, $1 to the city, 
and $2 to all other taxing agencies. Assume the 
agency has debts in excess of $10 million. 

In the absence of a redevelopment project, 
the property taxes paid for the fiscal year 
1972-73 would be distributed as follows: School 
districts-$480,000; county-$360,000; city
$120,000; and other taxing agencies-$240,000 
-for a total of $1,200,000. With a redevelopment 
plan adopted within the time indicated above, 
the property taxes paid for the fiscal year 
1972-73 would be allocated and distributed as 
follows: School districts-$80,000; county
$60,000; city-$20,000; other taxing agencies
$40,000-for a total of $1,200,000. Each year this 
allocation is repeated by taking each year's as
sessed valuation, subtracting the 1971-72 base 
year assessed valuation, and applying the tax 
rates for each year. 

If a project produces the magnitude of tax 
increment shown in the illustration, then the 
project can proceed quickly and at less cost for 
funding interest while awaiting development to 
produce an increase in assessed valuation. This 
creates some conflict with the other taxing agen
cies, particularly school districts and particularly 
if the project is producing new pupil loads. If all 
increases in assessed valuation are the result of 
redevelopment activity, then the taxing agencies 
normally have no objection, particularly if the 
project does not create additional costs for serv
ices by those taxing entities. 

Under this method, tax increments flow to 
the redevelopment agency only up to the amount 
of indebtedness incurred in project activities. 
Local control can regulate the amount of project 
expenditures each year. The objective of the re
development plan should be kept in mind. If pub
lic improvements of benefit to all agencies can 
be financed through tax increments and if the 
private sector can be encouraged and assisted 

in developing and revitalizing the project area, 
the use of tax increments achieves this purpose 
and often increases assessed valuations in sur
rounding areas not in the project. 

Tax Increment Financing Techniques 
Employed in California 

Initially, California redevelopment projects 
were undertaken with Federal financial assist
ance, which required local contributions to be 
paid or to be certain in the early stages of the 
projects. This would have created problems had 
it not been for the availability of tax increments. 
This process worked very well in Federally as
sisted projects by enabling communities to pro
vide the required V3 or V4 local share of net 
project costs when needed. Some of the most 
successful projects in California have used com
bined Federal and tax increment financing tech
niques. 

California projects have been highly suc
cessful using the tax increment process with and 
without Federal assistance. Perhaps the most 
important aspect of Federal assistance is the 
guaranteed availability to agencies of working 
capital in the initial stages of project execution. 
Without Federal assistance, this requires an 
agency to obtain working capital in a quantity 
sufficient to purchase land and carry out other 
activities in a project until such time as tax in
crements are available or sufficiently assured to 
support the project. Without working capital 
there can be no project. 

Generally, the early "seed" money to ex
plore the feasibility of and to commence a proj
ect comes from the city through advances in 
varying amounts. This has been the case 
whether the project was federally assisted or a 
tax increment-financed project. Such advances 
are usually in the form of loans through the ad
ministrative and revolving funds rather than 
grants, since if the activity results in a project, 
the loans can be repaid from tax increment or 
other funding that might accrue to the agency. 
Provision for adequate working capital, however, 
presents a major problem because funds must 
be available to the agency to carry out substan
tive project activities until long term financing is 
available. 

A few cities have supplied interim working 
capital until development is assured and working 
capital can be borrowed. This method cannot be 
used where there is a need for expensive land 
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purchases, unless the city has a huge fund avail
able to loan to the agency. 

Agency bonds at times have been sold early 
in the process, before development, assuring tax 
increment funds for working capital. However, 
the marketability of the bonds and the bondhold
ers is dependent upon the generation of tax in
crements by increased property values resulting 
from private development constructed in the 
project area. Thus, working capital may not be 
available to an agency unless there is develop
ment or a precommitted guarantee of develop
ment sufficient to satisfy the bond market. Agen
cies generally do not incur costs and expend 
funds on behalf of a project until the availability 
of working capital is assured. At such time as 
working capital is obtained, the agency begins to 
acquire property, relocate occupants, clear land, 
make necessary public improvements, and incur 
other necessary project costs. 

In the past with Federal financing, it was 
beneficial but not essential for an agency to ob
tain a land developer early. Without Federal 
working capital, a committed land developer or 
existing development increasing the assessed 
values without redevelopment expenditures is 
absolutely essential in most projects as early as 
possible. In such instances, no detailed or exten
sive planning is done. Agencies prepare and 
adopt redevelopment plans for as little as $2,500 
to $5,000 in addition to minimal staff costs. In 
each instance, a major developer is obtained, 
precommitments made, and agreements negoti
ated and entered into as early as possible. Such 
agreements are conditioned upon the adoption 
of the redevelopment plan and/or upon the 
availability of short term loans for operating cap
ital until the land is conveyed, and long term 
loans for operating capital to cover the net loss 
between costs and land proceeds until tax incre
ments from the increase of assessed values can 
repay the net loss. Unless a city is willing and 
able to make large loans (in the millions) from 
existing funds or from the proceeds of a general 
obligation bond issue, there appears to be no 
source of operating capital unless there are 
binding, legally enforceable development agree
ments that would assure both short term and 
long term lenders and tax increment bondhold
ers that there will be sales proceeds and in
creased assessed valuations to produce tax in
crements. Thus, in the plan preparation stage, 
without Federal assistance the redevelopment 
plan and the purchase and development agree
ments must be created as a unit-an organic 
whole. 

Some cities have provided additional assist
ance through loans and grants for various public 
facilities. Agencies again repay such advances 
and loans made by the cities from tax incre
ments and other revenues if and when such in
crements and other revenues accrue. In some in
stances, gas tax funds as available from the 
State or county have been used for street system 
improvements and been repaid from tax incre
ments. 

Necessary working capital for projects has 
also been obtained by some agencies through 
advances, grants, and loans from private devel
opers. After adoption of the redevelopment plan 
for the project area, and execution of a disposi
tion and development agreement with the devel
oper, the developer made loans to the agency in 
amounts sufficient for the agency to proceed 
with land acquisition and other activities until 
such time as agency tax increment bonds could 
be sold. In such instances, agency bond issues 
are more apt to be successful because there is 
assurance of immediate sales proceeds and in
creased assessed valuations to produce ade
quate tax increments. These loans are repayable 
to the developer as credits against land pur
chase prices or from tax increments. 

It should be stressed that the financing of a 
project through tax increments requires close 
cooperation of effort by the redevelopment 
agency, the city, and the private developers with 
common purposes and goals. Most projects have 
employed a different combination of various 
financing tools to achieve their goals, but the 
backbone of each project has been the use of 
tax increments. 

Method of Establishing Land Prices 
and Offering Redevelopment 
Land for Sale and Development 

In some instances, disposition and develop
ment contracts are entered into between devel
opers and redevelopment agencies prior to 
adoption of the redevelopment plan. Such con
tracts are entered into subject to adoption of the 
redevelopment plan and subject to the obtaining 
of public financing for the project. In other in
stances, such contracts are entered into after 
adoption of the redevelopment plan but subject 
to a redevelopment plan amendment necessi
tated by the desire of the developer to develop 
in a manner different from the adopted redevel
opment plan. 
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Some redevelopment land is offered for sale 
pursuant to competitive bid by sealed bid or by 
auction. Generally, this is possible only where 
design and all other elements except land price 
are settled, or where the development is to be 
within standard limits subject to a precise decla
ration of restrictions such as might exist in a re
development project to be developed for single 
family homes. Some State laws require competi
tive bidding, thus precluding any reasonable 
method for sale of land for major developments. 

Most redevelopment land is offered for sale 
through negotiated open competitive conditions, 
with land price established by the agency as a 
settled matter. This process will be described in 
detail below. 

Some redevelopment land is offered for sale 
through negotiation without open competitive 
conditions. This method is necessary under some 
conditions, particularly when a major user wants 
a site but is not willing to be known publicly ei
ther with regard to a private site or to a redevel
opment site. 

Land prices should be established with re
gard to the precise conditions, controls, and 
restrictions which will be applied to the land. 
Thus, assuming there is a market for all uses to 
a high intensity, land generally would be priced 
higher if it is useable for commercial and lower 
if for residential; higher if a high percentage of 
the land can be covered with buildings and 
lower if land coverage is limited; higher if the 
buildings can be tall, lower if there is a limit on 
the height of buildings; higher if the floor area 
permitted or the site is large, lower if the floor 
area is small. 

A city and a redevelopment agency are gen
erally not primarily interested inland price but in 
a balanced community. Thus a city seeks not the 
highest and best economic use, but the highest 
and best community and social use, pricing the 
land according to the controls to be established. 
Thus, in offering land for sale, an agency cannot 

I charge $SO a square foot for land if the controls , 
 will be geared to require only 30 dwelling units 
per acre at rents to meet low income demand. 
Thus the developer might be willing to pay only 
SO¢ to $1.S0 a square foot, depending on loca
tion, number of units permitted, and availability 
of Federal subsidy programs. On the other hand, 
the developer might be willing to pay $30-$100 a 
square foot for land if he can build a SO-story 
building with 100,000 to 2 million square feet of 
commercial office space. 

Thus, while the redevelopment plan contains 
general land use controls, the redevelopment 

agency in marketing the land must decide on 
more precise controls either before, during, or 
after obtaining a developer. It is best if the 
agency spends only a modest sum for precise 
planning controls prior to adoption of the rede
velopment plan, since precise controls are more 
valid the more they can be tested against the 
marketplace at a time when a contract with a 
developer is imminent. 

Successful marketing requires that agencies 
having large amounts of land to sell be prepared 
to know the planning limits within which they will 
let a developer develop in the absence of a 
basis to develop outside those limits. Thus agen
cies prepare proposed controls-referred to var
iously as designs, design objectives and criteria, 
illustrative site plans, etc.-to guide developers 
prior to entering into a contract. Hopefully, these 
are flexible and not dogmatic. 

Experience has shown that developers do 
not know with any precision what the develop
ment will be until they have had an opportunity 
to expend large sums of money on obtaining 
financing, and schematic plans. But developers 
will not expend large sums for these purposes 
until they have the land tied up legally. Thus 
agencies which require precision in planning by 
a developer prior to entering into a contract will 
lose the developer or be faced with the some
times embarrassing alternative of permitting the 
developer to change his designs completely after 
he has spent adequate time and money to plan 
the site properly. 

In earlier years, some redevelopment agen
cies offered land for sale by requiring develop
ers to compete on price and architectural de
sign. Those two factors sometimes work against 
each other, for rarely could the best design af
ford to pay the highest price for the land. More
over, the developer offering the highest price for 
land often had to maximize the economics of the 
project at the expense of design. Moreover, de
velopers no longer appear prepared to enter into 
expensive design competitions with other 
developers. 

For major developments, the best method 
would appear to be one in which the land is 
broadly exposed to the market by advertisements 
in the Wall Street Journal and the local news
papers, and by mailings and talks with potential 
developers. The developers are asked to submit 
offers for the agency to enter into exclusive ne
gotiations with the developer for a given site for 
a period of 60-90 days with possible extensions. 
Land price, or a method of mathematically com
puting land price, is established by the agency 
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at an amount that would be attractive to devel
opers. Design objectives and criteria are sent to 
the developers together with the description of 
the process and all pertinent information. The 
developer should not be permitted to submit de
signs at this time, because they are generally 
meaningless until he is satisfied he will have the 
contract, if he performs, or until he has the con
tract. Unfortunately, designs submitted at this 
time are inordinately influential in the agency's 
decisionmaking process, considering their ulti
mate uselessness. 

It is important for major development that 
the agency choose a developer on its past rec
ord, quality of its present officers, employees, 
professional consultants, and partners. The ar
chitect is particularly significant, since he will 
develop the environment through his architecture 
consistent with the urban design for the area 
and the community, as interpreted to the archi
tect through the agency administrator and design 
staff and consultants. 

The agency board chooses for negotiation 
the developer best suited to the agency's and 
community's need after: 

• Staff and consultant's review, comments, 
and reports. 

• Meetings with each qualified developer 
for personal appraisal. 

• Checking developers' backgrounds. 

The agency then enters into an exclusive nego
tiation contract with the selected developer. 

At all stages, it is essential that the redevel
opment agency have an experienced land eco
nomics and land marketing consultant on staff or 
under contract for advice and assistance. 

Precise procedures and timing are designed 
to fit Federal, State, and local laws and 
procedures. The proper meshing of these re
quirements is somewhat complex because the 
requirements are developed independently by 
the three levels of government. For instance, the 
Federal Government requires that a 10-day no
tice be published prior to entering into any 
agreement or undertaking regarding the sale of 

project land. State laws sometimes require pub
lic hearings on the sale after published notice 2 
weeks before the hearing. Some cities require 
that disposition and development agreements be 
subject to the approval of the city council. The 
United States Department of Housing and Urban 
Development requires that such contracts be 
subject to HUD approval. These various require
ments require a careful scheduling of the proc
ess to obtain approvals expeditiously. 

Table 1. California Cities with 
Redevelopment Projects Unassisted by 
Federal Funds 

No. of 
City Projects 

1. Anaheim, Calif. 1 

2. Arcadia,Calif. 1 

3. Alhambra, Calif. 1 

4. Bakersfield, Calif. 1 

5. Brea, Calif. 1 

6. Burbank, Calif. 2 

7. Cerritos, Calif. 1 

8 . Claremont, Calif. 1 

9. Colton, Calif. 1 


10. Covina, Calif. 1 

11 . Carson, Calif . 1 

12. Culver City, Calif. 2 

13. Foster City, Calif. 1 

14 . Fullerton, Calif. 1 

15. Glendale, Calif. 1 

16. Huntington Park, Calif. 1 

17. Industry, Calif. 1 

18. Inglewood, Calif. 3 

19. Los Angeles, Calif. 3 

20. Long Beach, Calif. 1 

21. Pasadena, Calif. 3 

22. Pinole, Calif. 1 

23. San Diego, Calif. 2 

24. San Dimas, Calif. 1 

25. San Fernando, Calif. 3 

26. San Pablo, Calif. 2 

27. San Rafael, Calif. 1 

28. Santa Barbara, Calif. 1 

29. Santa Monica, Calif. 1 

30. Seal Beach, Calif. 1 

31. South Pasadena, Calif. 1 

32. Temple City, Calif. 1 

33. Torrance, Calif. 1 

34. Thousand Oaks, Calif. 1 

35. West Covina, Calif. 1 

36. Pomona, Calif. 1 
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150' 

75' 

75' 

Lot No. 

=#=1 
=#=2 
=#=3 
=#=4 
=#=5 
=#=6 
=#=7 

Total 

Example of Tax Increments Created by Redevelopment 

Land Uses Land Uses 
Before Redevelopment After Redevelopment 

75' I 75' I 75' I 75' 300' 

Single Single Single Single 
family ~amily family family 150' 

=#=1 =#=2 =#=3 =#=4 
New high rise 

300' office building
Single 

Gasfamily =#=5 
station 150' 

Single =#=7 
family =#=6 

150' 150' 

Assessed Values* Assessed Values* 

Land Imp. Total Land Imp. Total 

$1,250 $5,000 $6,250 Office $60,000 $800,000 $860,000 
1,250 6,000 7,250 
1,250 6,000 7,250 
1,250 5,000 6,250 
1,400 5,600 7;000 
1,400 5,800 7,200 
5,000 12,000 17,000 

$12,800 $45,400 $58,200 $60,000 $800,000 $860,000 

Increase in assessed value = $860,000 - $58,200 = $801,800 
Yearly taxes generated on incremental assessed value @ a combined 

tax rate of $10/$100 of assessed value = $80,180 
Tax allocation bond capacity @ 1.3 coverage ratio and a 6.5 percent 

interest rate ~ $950,000 .......""----

* Assessed value in California is based on 25 percent of market value. 
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Tax Credits as a Housing 
Assistance System 

By Don S. Samuelson 
Manager, Planning, Inland Steel Urban 
Development Corporation 

Federal Tax Credits as a Housing 
Assistance System 

This paper discusses a proposal to distrib
ute housing subsidies by means of Federal tax 
credit. To facilitate review of the proposal, I have 
attempted to be as brief as possible. I have pur
posely omitted discussions or calculations of 
those issues which are generally applicable to 
other demand strategies. These include defini
tions of household, income, and housing expend
itures; discussions of adequacy levels and con
tribution rates; analysis of the methods to be 
used for coordination with other forms of special 
category income assistance; calculations of de
tailed program costs based upon different 
choices among cost variables and assumptions 
as to the housing circumstances of the target 
constituency. Each of these areas is sufficiently 
complex in itself to warrant concentrated study. 
Moreover, the work done in these areas by oth
ers analyzing the potential of demand strategies 
can be easily adapted into the analysis of tax 
credits. To attempt to duplicate it in this memo
randum would be unproductive and wasteful. 

The tax credit proposal can be viewed at 
two levels. Viewed narrowly, it is a variation of 
the traditional housing allowance, substituting 
the Internal Revenue Service and tax credits (in
cluding refunds) for allowances distributed by a 
social service agency. Some of its substantive 
suggestions have since been adopted, or inde
pendently developed, by other analysts. 

In a broader view, however, it is an effort to 
integrate into a single system all governmental 
monetary assistance to consumers of housing. 
Because most present assistance-itemized and 
standard deductions-occurs within the tax sys
tem, it was chosen as the most logical of the 
possible single systems. 

Since my earlier outline, the Administration 
has proposed a property tax credit for the eld
erly. Although it is restricted to redressing ex
cessive property tax payments made by low and 
middle income elderly, it is similar in basic con
cept to the proposal advanced in this memoran
dum. 

The memorandum consists of three parts. 
The first is a brief summary of the proposal. The 
second is an enlarged discussion of some of its 
key elements. The third is an evaluation. 

Summary of Proposal 
The basic proposal is to distribute housing 

subsidy funds through the Federal tax system in 
the form of tax credits. The funds to be used 
would be those which would have been distrib
uted through the former direct subsidy programs: 
Public Housing, 235, 236, Rent Supplement, and 
the Farmer's Home programs. 

The credit would be used to offset taxes 
due. ' In the event the amount of the credit ex
ceeded the taxpayer's taxable income, the credit 
would be refundable. That is, a taxpayer would 
be entitled to a payment in the amount by which 
the credit exceeded the tax due. 

The proposed tax credit is designed to as
sist those who do not presently receive housing 
benefits from itemized deduction, standard de
ductions, governmental housing programs, or 
housing payments provided by other than hous
ing programs. It would act as a complement to 
these existing forms of housing assistance. The 
proposal is an effort to fill in the gaps in assist
ance converage, to begin to assist those who 
have to this point been largely ignored by the 
housing assistance system. 

The tax credits are intended to enable all in
dividuals to be able to afford decent housing. 
The housing adequacy level used in this pro
posal is defined in financial rather than physical 
terms. It is the cost necessary to obtain mini
mally decent housing. It is not defined in terms 
of the physical quality of the unit. Whether or 
not the tax credit is claimed, and the housing 
type and quality for which it is used, are deci
sions left to the discretion of the individual. 

The cost of minimally decent housing-or 
the housing adequacy level-will vary by family 
size and geographical area. It will not vary by 
the income level of recipient. Variations in in
come levels, of course, will result in different 
benefit schedules. It will "cost" different 
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amounts to raise families with different income 
levels up to the financial ability to afford ade
quate housing. 

An explicit strategy of the proposal is to 
create incentives for individuals to spend up to 
the amount necessary to obtain decent housing. 
Whether they do so or not is a matter of individual 
choice. The benefit schedule provides varying 
credit amounts to match varying percentages of 
taxpayer income spent upon housing. The thrust 
of this incentive system can be seen from the 
following graph of subsidy amounts accompany
ing various percentages of tenant income spent 
upon housing. 

Paying less than 15 percent of income gen
erates no subsidy. Increasing the tenant effort 
from 14 percent to 25 percent ($280-$500) gen
erates $700 of subsidy. The benefits resulting 

Total 
rent 

1.400 

1.200 

1,000 

800 

600 

400 

200 

14 15 

Taxcredit 0 Tenant contribution percent 

Taxpayer contribution ~ 

from paying more than 25 percent of income for 
housing are sharply reduced. The objective is to 
induce expenditures up to, but not beyond, the 
housing adequacy level. 

Apart from providing incentives to spend up 
to the cost of decent housing, the proposal is 
also progressive. All of the benefit schedules re
flect greater taxpayer contributions-and lesser 
governmental contributions-as incomes in
crease. 

The existing itemized and standard deduc
tions for housing expenses are retained. How
ever, they are transferred to a new housing 
schedule prior to being incorporated in Form 
1040. That portion of the standard deduction 
which is intended as assistance for housing is 
separated out of the standard deduction and be
comes, in effect, a "standard housing deduc
tion." 

All individuals are given the choice to claim 
their housing assistance either through the item
ized or standard housing deduction, or through 
the tax credit. They would be viewed as alterna
tive housing support programs. 

Table 1. Housing Assistance Schedule 

Choose only one of the three alternatives 

1. 	 Itemized deductions 

Mortgage interest 

Property tax 


(Enter on Schedule A) 
2. 	 Standard housing deduction ___ 


Deduct other housing 

assistance· 


(Enter on Line 52(b)(1) 

as addition to other por

tion of standard deduction) 


3. 	 Housing tax credit 

Gross income (Line 15) 

All other income 

Housing adequacy level ___ 

Housing expenditure 


4. 	 Credit 

Deduct other housing 


assistance 

Credit due-Enter in Part IV 


• This 	 deduction must be translated into the value of a 
credit prior to the deduction of other housing as
sistance benefits. 

In order to prevent the duplication of hous
ing assistance benefits, any housing assistance 
obtained through the former direct subsidy pro
grams or through nonhousing assistance pro
grams must be used to offset any benefit result
ing from the claim of either a deduction or a 
credit. 

The system of claiming itemized deductions 
provides an administrative model for the tax 
credit proposal. There is no check upon the 
quality of the housing, the expenditure for which 
has generated the deductions. There is no check 
upon the equivalence of housing cost and hous
ing value. The amount of the housing expendi
tures which can be claimed as deductions or 
credits is a function of the income level and fam
ily circumstances of the taxpayer, the housing 
adequacy level, the percentage of income spent 
upon housing, and the housing expenditure level. 
This housing expense partnership between tax
payer and government is at the control of the 
taxpayer. The taxpayer chooses the type and lo
cation of his housing. He chooses his expendi
ture level. The government assistance follows. 

The proposed housing tax credit system is 
similar in concept to the housing assistance 
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provided by itemized deductions. The areas of 
similarity are these: 

• The tax credit can be claimed by all of 
those who are eligible, and not rationed to only 
a few among a much larger eligible group. 

• There is no check or control upon the 
type, physical quality, or value of the housing 
unit secured, only that the housing expenditure 
is in fact made. 

• The amount of the governmental assist
ance is a function of the housing expenditure 
level and the income level of the individual. The 
individual can control-within marketplace, not 
government constraints-the amount of the gov
ernment assistance. 

• The individual receives his assistance by 
reimbursement from the govern'ment after he has 
made his housing expenditures. 

• The transactional cost is minimized. 
There are no middlemen involved. The assist
ance flows directly from the government to the 
taxpayer. 

The benefit schedules reflect an assumption 
as to the cost of adequate housing in a region. 
The taxpayer selects that rent level which opti
mizes that distribution of rent between himself 
and the government. Tables will show these divi
sions based upon variations in income level, 
percentage of income spent upon rent, family 
size and geographical area. 

It is assumed that the tax system would be 
used for determining eligibility, calculating bene
fits, processing applications for credits, verifying 
(through traditional selective post audit proce
dures) the declarations made by the applicant, 
and distributing the benefits (through modifica
tion of withholding practices, credits against 
taxes owed, or refunds). As such, an administra
tive structure similar to that proposed for the Ad
ministration's proposed property tax credit for 
the elderly is assumed for purposes of the tax 
credit proposal. 

Discussion of Proposal 
Purposes 

The proposed housing tax credit is designed 
to correct the deficiencies in our current system 
of income assistance for housing. The first 
objective is to begin to provide assistance to 
those who have been ignored under the present 
system-the poor who do not live in Public 
Housing or other governmentally assisted hous

ing, and who do not receive welfare.1 They re
ceive no direct housing assistance. They receive 
little, if any, indirect housing assistance through 
tax deductions. In effect, they have been left out 
of the system of governmental income support 
for housing. 

The second is to create public awareness of 
the fact that there are, at present, a wide variety 
of ways in which government provides monetary 
assistance to consumers of housing. Most people 
do think of Public Housing as a form of govern
mental assistance for housing. Most people do 
not think of itemized deductions for mortgage in
terest and real estate taxes in this way. 

These are the short term goals. They are 
met by modifying the method by which housing 
assistance is claimed on the tax forms, and by 
distributing former direct subsidy funds (those 
used to fund 235, 236, etc.) through the tax sys
tem as refundable tax credits. The only substan
tive change involves the addition of the tax 
credit as an alternative means for claiming gov
ernmental housing assistance. 

In the long term, when the diverse forms of 
income assistance for housing have been identi
fied, collected, and made visible within a single 
system, it will be natural to begin to examine the 
system's distribution of benefits. At present, such 
an analysis is impossible because of the diver
sity of programs through which housing assist
ance payments are made, and their varying de
grees of visibility. 

The placement of the housing assistance 
program for low incomes (the tax credit) within 
the tax system framework of housing assistance 
would put all governmental assistance to hous
ing in a single explicit income maintenance sys
tem-so that there would be public recognition of 
the various ways in which government assistance 
lowers the cost of the consumption of housing. 

The shape of the benefit distribution curve 
is another matter. Some have suggested that 
such a system should have the percentage of 
housing assistance contributed by the govern
ment decrease as income increases. Some have 
also suggested-using the Charitable contribu
tion model-an absolute dollar limit on the 
amount of housing expenditures that could be 
claimed through itemized deductions. This would 
put a limit on the dollar amount upon which the 
government percentage contribution could be 
applied. At the present-except for the small 
percentage who receive welfare contributions or 

1 The assumption is that a portion of the welfare payment Is in
tended to be used for housing. 
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who are beneficiaries under the direct subsidy 
programs-the curve is essentially regressive. 
No assistance is received until tax payments are 
made. At that time some housing benefits are 
achieved through the standard deduction. The 
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benefit is proportional to increases in income 
until the standard deduction limit is reached, 
when the percentage of assistance decreases 
with increased income. When it becomes eco
nomical to itemize deductions, the net and per
centage amount of government assistance in
creases with increased income. 

This type of holistic benefit analysis can 
only be achieved after recognition is given of the 
various tax and housing programs through which 
this assistance is currently being provided. The 
introduction of the tax credit as part of a single 

system of income assistance for the consumption 
of housing tends to move the analysis in this 
direction. 

Policy Premises 

It is appropriate that explicit policy consid
erations underlay such structural change. The 
policies supporting the proposal are grounded in 
equity. The first is compensatory, to provide 
housing assistance to those who have not pre
viously received assistance under our tax and 
housing programs. The second is to make the 
assistance available to all of those within the eli 
gible class. This involves horizontal equity-the 
treating of persons in like circumstances in like 
ways. It also involves reducing the level of bene
fits received by a single person, so that more 
can share in the assistance. The third is to limit 
the assistance to the provision of adequate 
housing, not to the provision of superior housing. 
In fact, technically, it is the provision of financial 
resources to secure adequate housing, and not 
the adequate housing itself. 

By now traditional lines of arguments have 
been developed for and against these propor
tions. It is unnecessary to restate them here. The 
tax credit proposal-in terms of its short term 
purposes-is premised on these three policies. 

For the long term objective to integrate all 
forms of housing assistance into a single system 
-providing the opportunity for an adjustment of 
the distribution of benefits-a fourth policy 
would be added. The system should be progres
sive. The percentage at government contribution 
to the cost of an individual's housing should de
crease as the individual's income increases. That 
is, the bulk of the government's housing assist
ance should be directed to the poor. 

There is one other policy. The objectives of 
the proposal are limited to income assistance 
per se. The other historical objectives of govern
ment housing programs-production, economic 
stimulation, social engineering-are worthwhile 
objectives. These objectives-and methods for 
achieving them-should be analyzed independ
ently from the issue of housing assistance. 

Adequacy Level 

Each of the national housing acts since 1949 
has advanced as its objective the provision of "a 
decent home for every American family." "De
cency" was defined in physical terms. Dilapi
dated homes were not decent. Neither were 
homes without plumbing facilities. 
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New housing units were needed. How 
many? The methodology was straightforward. 
One counted households and added a percentage 
for vacancy. Decent homes were subtracted. The 
result was housing need. 

Analysts added to the concept of adequacy. 
First, the unit should not be crowded. Second, 
the decent home should be in a decent neigh
borhood. 

There has been a subtle shift. The earliest 
needs studies looked only to the unit. It was 
plumbing-deficient or dilapidated, or it was not. 
The issue of crowding, however, went to the ap
propriateness of the match between household 
and housing, and not to the condition of the unit. 
Standard units in substandard neighborhoods 
presented a similar problem. 

Finally, analysts began to include in their 
calculations of "need" households paying too 
great a percentage of their income on housing, 
despite the fact that they were living in un
crowded conditions in standard units. 

The development of the methodology of the 
needs analysis is important because it illustrates 
what housing policy analysts have thought of
and counted-as the nation's housing problem. 
This type of analysis underlies the concept of 
housing adequacy. In this connection, the con
cept of the physically decent home as the object 
of national housing policy has grown over the 
years to include the financial ability of the indi
vidual to afford the decent home. 

The accomplishment of both ideals has 
proven expensive. The cost of constructing phys
ically adequate housing has risen sharply. The 
incomes of the poor have not. The cost problem 
is particularly troublesome when the decent 
home provided by the system-although not re
quired by the earlier physical definition of ade
quacy-involved new construction, rather than 
the use of the existing housing stock. Our direct 
subsidy programs have been creating units 
which are much more than adequate, in the ear
lier "minimally adequate" sense. Understandably, 
such a strategy is most expensive. 

One technique for lessening the cost of 
achieving adequacy would be to utilize more of 
the existing housing stock. Because the cost 
base is reduced, the per unit subsidy cost is re
duced, and more households can be assisted 
with a given level of national financial commit
ment to housing. Many suggestions to modify the 
old categorical subsidy programs proceed on this 
premise. . 

A quite different strategy would be to price 
the cost of adequate housing in a region and to 

use that price as the proxy for housing ade
quacy. There would no longer be two determina
tions-the approval of the physical quality of the 
unit, and the calculations of subsidy. Instead 
there would be one-the calculation of subsidy. 
The assistance would be calculated by the differ
ence between the cost of purchasing adequate 
housing in a community a.nd the appropriate per
centage of income that could be spent upon 
rent. 

The proposal follows this strategy. The 
housing adequacy level is defined as that 
amount of money which is necessary to pur
chase a minimally acceptable level of housing. 
Housing adequacy is defined in financial rather 
than physical terms. The objective of the pro
gram is merely to provide people with the means 
to purchase adequate housing, and not to com
pel them to do so nor to restrict them by substi
tuting a governmental standard of physical 
adequacy other than that imposed by local gov
ernment. 

Incentive Provision 2 

A very important ingredient of the proposal 
is the incentive it provides to its recipients to 
spend up to the housing adequacy level. The 
subsidy schedules are structured to reward fami
lies that choose to spend more than a minimal 
percentage of their income on housing. The as
sumption is that every family should be expected 
to spend a certain percentage of its income on 
housing. They would not be required to do so. 
However, because of the structure of the benefit 
system it would be in their interest to do so. 

Consider as an example a family of four 
earning $2,000, and spending $500 per year upon 
housing. Assume, the cost of adequate housing 
for such a family to be $100 per month, or 
$1,200 per year. Assume the base contribution 
rate to be 15 percent, that is a family would 
have to spend 15 percent of its income on hous
ing to qualify for the subsidy. An expenditure of 
15 percent of income is $300 per year. The pol
icy objective of the tax credit proposal is to en
able them to spend $1,200 per year on housing, 
while retaining the same amount of money as 
before to spend on other than housing items. 

This clearly involves subsidy. Traditional al
lowance theory would establish the housing defi

'Since I submitted my outline, Irving Welfeld has submitted ma
terials which deal comprehensively with the ways In which 
incentives can be worked Into various allowance strategies. 
In reviewing his materials it appears that our concepts are 
essentially the same. In fact, the major difference between t.he 
proposals is In the mechanism for distribution. 
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1 

ciency as the difference between the adequacy would use the allowance to purchase housing in 
level ($1,200) and the amount spent ($500), or an approved list of locations, or in the general 
which should have been spent ($300), upon marketplace. Under the voucher system, the re
housing. The need in the first case would be cipient would use his $300 or $500 to buy rent 
$700, in the second $900. The allowance would vouchers worth $1,200. The point is that tradi
fund the need in whole, or in part. The individual tional allowance theory assumes a single ade-

Rent Contribution Schedule 
Total Annual Income $2,000 
rent 

1,400 

1,300 

1,100 

1,000 

900 

800 

700 

600 

500 

400 

300 

200 

100 

10 13 15 18 20 23 25 28 30 

Government subsidy 0 Percentage 
of income 

Tenant marginal contribution _ spent upon rent 

Tenant base contribution WA 
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quacy level, which, after subtracting an appropri
ate tenant contribution, can be funded at some 
percentage level. 

The incentive approach, on the other hand, 
varies the amount of the government contribution 
dependent upon the effort (percentage of in
come) made by the family to make expenditures 
upon housing. In the previous example, no sub
sidy would be made unless the family is willing 
to spend 15 percent of its income on housing 
($300).3 If they are they receive a subsidy of 
$175. If they spend 20 percent ($400) the subsidy 
amount increases to $525. If they spend 25 per
cent ($500), they receive $700. For an expendi
ture of 30 percent ($600), they receive a subsidy 
of $788. 

Notice the marginal utility of the additional 
percentage of income spent upon housing. The 
additional $20 to bring housing expenditures 
from 14 percent to 15 percent generates $175 in 
subsidy. Each successive $20 from 16 percent to 
20 percent generates an additional $70 in sub
sidy. Each additional $20 from 21 percent to 25 
percent generates $35 in subsidy. Additional $20 
expenditures bringing the expenditure effort from 
26 percent to 30 percent achieve only $18 in 
subsidy. 

The greatest government contributions are 
intended to induce expenditure patterns which 
move toward, but not beyond, the housing ade
quacy level. The following chart represents the 
incentive system in more graphic form. 

The graph reveals clearly the policy implicit 
in the subsidy schedule. It is to induce indivi
duals to spend up to the "housing adequacy" 
level, and to spend between 15 percent and 25 
percent of their income on housing. The recipi
ent, in effect, controls his own subsidy amount 
by selecting that combination of expenditure ef
fort and total rent which most nearly meets his 
own requirements. 

One major alternative in the schedule would 
be to el iminate the base contribution required of 
the recipient. The recipient would receive a mini
mal amount of government assistance without 
any contribution on his part. He would have to 
begin to contribute to achieve the larger govern
mental contributions. Under this alternative, the 
net contribution of the government would in
crease-although the percentage of government 
contribution would decrease-until the total 
available for housing reached the adequacy 
level. 

3 For purposes 01 consistency in your reView, I am using the 
numbers provided by Irving Welleld. 

1,500 

1,250 

1,000 

500 

250 

o Percentage 
of 

contribution 

Recipient contribution 0 
Government contribution _ 

The goal is to create incentives-based 
upon matching requirements of the recipient-to 
get expenditures up to the housing adequacy 
line, and then sharply to lessen the incentives 
for expenditures beyond the housing adequacy 
line. 

An incentive system, of sorts, is already 
built into the system by which itemized deduc
tions are claimed. Individuals claiming itemized 
deductions have the option of selecting-with 
reality-inducing credit constraints imposed by 
banks-any expenditure level for housing they 
choose. The incentives work the wrong way, 
however. There are increased governmental con
tributions associated with increases in expendi
tures. There is no reduction in benefit for hous
ing expenditures made beyond the level 
necessary to achieve a public interest. In other 
words, unlike the areas of charitable contribu
tions and political contributions, there is no rec
ognized level of "expenditure excess." Moreover, 
the percentage of housing expense assumed by 
the government increases with increased income. 
This is a function of the graduated marginal 
rates of taxation. Both the net and the percent
age level of government housing assistance in
crease with increases in income. At any given in
come level, there is no disincentive for additional 
housing expenditures. The percentage remains 
constant-unless the deductions move the tax
payer into a lesser tax bracket, in which case 
the government's contribution is increased-while 
the absolute amount of the subsidy increases, 
again without a limit that is either absolute or in
duced through progressively smaller subsidy. 

The point is that there are possibilities for 
using tax credits as incentives to induce housing 
expenditure patterns in the marketplace. The tax 
system historically has been used for such pur
poses. itemized deductions already are perform
ing this function. Because of the greater marginal 
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utility of the low income dollar, it is arguable 
that incentives at low income levels would gen
erate greater response than those used at upper 
income levels.4 

The first step is to articulate explicitly the 
policy objectives that the incentives are to 
achieve. A policy to spend up to the adequacy 
level is one; there are certainly others. The next 
is to iterate the principal alternative combina
tions of base and marginal recipient contribu
tions, governmental match, slope of the incentive 
curve, and adequacy levels, so that their cost 
and effectiveness in achieving the policy objec
tives can be evaluated. 

The Subsidy Schedule 

There are two points to be made with re
spect to the subsidy schedules. They are essen
tially mechanical considerations which have 
policy implications. First, they should be pro
gressive. Second, they should be smooth. 

It is possible to create a progressiveness 
within the tax credit portion of the total housing 
assistance system, or within the total assistance 
system itself. The progressiveness is distinct 
from the incentive feature discussed earlier. 
Within a given income level, the incentive feature 
attempts to induce expenditures up to an ade
quacy level. The progressiveness feature reduces 
the entire schedule of benefits as income in
creases. Because the adequacy level remains 
relatively constant as income increases, the size 
of the gap to be made up by the credit de
creases. For each income level's benefit sched
ule, there is the same type of incentive-al
though achieved at a smaller governmental cost 
-to spend up to the adequacy level. 

A major policy issue is whether the system 
of income assistance as a whole should demon
strate this same progressiveness. Achieving such 
a progressiveness also poses substantial me
chanical problems. Substantial adjustments 
would have to be made in the present method 
for calculating itemized and standard deductions 
to reflect such a policy. At present, housing ben
efits increase proportionately under the standard 
deduction until the dollar limit is reached, at 
which point they remain the same in dollar 
terms, and decrease as a percentage of income. 
These benefits occur independently of the actual 

• On 	 the other hand. it might be argued that low income dollars 
are more inflexibly committed to other essentials. and are 
therefore less "discretionary." In this area. as with most 
other elements of the tax credit proposal. little is known. 
All is speculation. 

expenditure level. The value of itemized deduc
tions-which must be certified-increase with in
creases in either income or expenditures, or 
both. 

The subsidy schedule also should be 
smooth. One of the problems with the design of 
the former direct subsidy programs was their 
sharp breaks at the margins. This was particu
larly true of the income limits and other eligibil 
ity requirements in Public Housing and 236, and 
with tenure change and the financial implications 
of changing from standard deductions to item
ized deductions. 

These are somewhat general statements of 
subsidy schedule design goals. They are not at 
all developed. However, my assumption is that if 
a "Housing Czar" aggregated all of the diverse 
forms of housing assistance and was required to 
distribute them rationally and visibly as actual 
payments, to individuals, such subsidy principles 
would likely emerge. The long term objective of 
the tax credit proposal is to create the same dis
tribution of subsidy benefits through a system of 
deductions and credits (offsets or refunds to 
taxes) that would be developed by a Housing 
Czar charged with the responsibility of rationally 
distributing housing assistance in the form of di 
rect cash payments. 

Calculation of Subsidy 

The amount of the subsidy is a function of 
several independent variables: The housing ade
quacy level, the definition of taxpayer income, 
the base contribution rate required of the tax
payer, the matching requirements between tax
payer and government (the marginal contribution 
rate), and offsets to the calculated credit result
ing from other forms of housing assistance. 5 

There are a wide variety of possible 
adequacy levels. They can be defined nationally, 
by a State, or locally. They can be based upon 
criteria of existing housing costs, or based upon 
formula. They can be determined by a variety of 
different sources, and for varying lengths of time. 
The adequacy level issue is present in all allow
ance strategies. It is not unique to this proposal. 

There is one slight caveat. Because of the 
incentive provision, there are a variety of hous
ing expenditure levels that can be chosen while 
retaining eligibility for the credit. It is somewhat 
more difficult, therefore, to project the cost of 

'Similar offsets should be applied to housing assistance received 
through deductions. This is essentially an effort to avoid 
"double sloping" in housing assistance. 

1025 



the program. It not only involves comparisons of 
adequacy levels and income levels, with approxi
mations of participation levels in the program; it 
also involves projections as to the percentage of 
the maximum subsidy amount individuals will de
cide to purchase. Again, this is a problem which 
is not unique to the tax credit proposal. It is 
present in all allowance programs with incentive 
features. 

The definition of "income" used also affects 
the cost of the program. Most allowance theory 
includes the Federal tax definition of income and 
other forms of income that are not includable in 
the tax definition. The fact that several deduc
tions have been made from income in determin
ing itemized and standard deductions should not 
complicate the calculation of the tax credit. They 
could be added back prior to the calculation of 
the credit. In fact, the proposal assumes that 
there will be offsets to the calculated credit 
equal to that housing assistance which is ob
tained through public housing, direct subsidy 
programs or housing assistance from welfare. 

The offset to the credit resulting from other 
forms of housing assistance is critical. The 
objective is to avoid double payment of housing 
assistance. This can be achieved by requiring in
dividuals to choose benefits under one of three 
alternatives-itemized deductions, standard de
ductions, and credit-and to offset the after-tax 
savings resulting from such calculations to re
flect any dollar-for-dollar benefits achieved under 
other housing assistance. 

Program Costs 

Most of the cost calculations done for other 
allowance programs are applicable to a costing 
of the tax credit proposal. A data bank and com
puter capability are necessary for costing in the 
detail necessary for even moderately close anal
ysis. 

One of the advantages of the proposal is 
that it is possible to implement the program with 
almost any level of funding. Adjustments in any 
of the variables in the subsidy calculation for
mula will generate different program costs. For 
example, the following adjustments will reduce 
total program costs: 

• Lowering of adequacy level. 
• Increasing the percentage of the base 

contribution required of the recipient. 
• Funding less than 100 percent of the re

sulting governmental match. 

These are only suggestive of the almost infi
nite number of variations in assumptions that can 
be made. 

I have been using the following gross num
bers for my own analytical purposes. I assume 
60 million households. It is roughly the division 
of the total population (200 million) by the aver
age household size (3.3 persons). I then assume 
that one-fourth (15 million) are possible candi
dates for the credit. I assume 15 percent of in
come to be the base housing contribution re
quired of the recipient and $100 per month as a 
national housing adequacy level. Families earn
ing $8,000 per' year would generate $100 per 
month on the basis of the minimum contribution 
requirement. I assume roughly 25 percent of the 
households earn less than $8,000 and do not re
ceive substantial housing assistance under the 
direct subsidy programs or welfare. 

Assuming a funding unit .of $1 billion per 
year, the division of households into funds re
sults in $66 per family per year, or roughly $5 
per month. Assuming $5 billion of funding per 
year, the results would be $330 per year, or $27 
per month. The $5 billion is not unreasonable. It 
is a fairly conservative estimate of the projected 
costs of the 236 program, and within the general 
estimates advanced for the costs of the allow
ance program. 

The $27 per month figure would be available 
for one quarter of the population, not necessarily 
the bottom quarter (because of the other housing 
assistance offsets to the credit). If that quarter 
were divided into thirds, with some skewing of 
the average subsidy, the following subsidy distri
bution might be achieved: 

Population Monthly Yearly 
Group Subsidy Subsidy 

low 8 percent 32 390 
second 8 percent 27 330 

third 8 percent 22 270 

These costs are not unreasonable. One 
quarter of the population could be assisted. The 
benefits to be obtained are not insubstantial. The 
subsidy would be in addition to a required recip
ient contribution rate of 15 percent of income. 
The $2,000 income family would have available 
to it for housing expenditures its own $300 con
tribution, approximately a $400 subsidy, and any 
marginal contribution rate it might incur pursuant 
to the incentive nature of the subsidy schedule. 

As discussed earlier, one of the attractions 
of viewing housing assistance within a system
wide perspective is the opportunity it provides 
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for ultimately examining the distribution of bene
fits. There is probably some fat in some quarters 
of the demographic distribution of itemized de
ductions to generate additional revenue with 
which to fund tax credits. It is difficult to esti
mate our current commitment to assistance for 
the consumption of housing. If one totals all the 
diverse forms of income assistance presently 
available to consumers of housing, I suspect it 
would be an impressive total. Itemized deduc
tions are estimated to contribute between $6 bil
lion and $8 billion. The contributions through 
standard deductions are obviously large. So is 
welfare. There is probably at present an ade
quate total commitment for assistance to hous
ing. It probably needs to be rearranged. Without 
the facts as to the present distribution of bene
fits, it is difficult to say how much should be, or 
could be, shifted from whom. I have the feeling, 
however, that some distributions could be made 
to areas of greater need, without substantial 
conflict. 

Apart from the possibilities for shifting pres
ent housing assistance funds into the funding of 
the tax credit, there are other opportunities for 
reducing the cost of the program. Increasing the 
base contribution rate from 15 percent to 20 per
cent would create substantial savings. Having 
the gap between the contribution rate and the 
adequacy level funded at only a percentage of 
its total amount would create other gaps. Having 
the marginal contribution of the recipient in
creased-thereby reducing directly the amount 
of the government contribution-would be still 
another. In fact, there are sufficient variables ca
pable of adjustment so that almost any level of 
funding could be accommodated without doing 
substantial harm to the progressiveness, univer
sality of coverage, or incentive provisions which 
represent the basic policies of the proposal. 

Administration 

One of the assumed benefits of the proposal 
is that it utilizes an existing system of adminis
tration. The proposal does not require that there 
be an inspection of the unit, to verify its physical 
adequacy. The proposal essentially involves the 
determination of eligibility and benefits. These 
determinations are made largely on the same 
type of information submitted on the income tax 
forms. The tax system-and its forms-seem 
ideal to the basic needs of an allowance system. 
The prestige of the tax system would ease prob
lems of compliance. The verification of the accu
racy of declarations could be monitored by sam

pie postaudits. So the proposal-in its use of the 
tax system-was designed to avoid one of the 
problems associated with most allowance sys
tems, the need for the design, creation, and legi
timization of an administering vehicle. 

A second problem of most housing allow
ance programs involves "leakage," the use of 
the allowance for other than housing purposes. 
Again, the tax proposal provides an answer. The 
credit is in the form of a refund after the ex
penditure has been made. Under this ideal sys
tem, a separate schedule-with appropriate ta
bles-would be filled out in the same way, and 
at the same time, that other tax calculations are 
made. 

The problem, of course, is that families with 
low incomes, who are the intended beneficiaries 
of the program, are usually not in the cash sur
plus situation to fund increased expenditures 
until the refund is available. This is particularly 
true when it includes the assumption of the addi
tional transactional costs involved in a move
the move is assumed as a necessity in achieving 
the improved-and more costly-housing condi
tions. 

This point is a difficult one. It is not 
discussed in the proposed elderly tax credit. But 
the objective there is to reduce present housing 
costs, not to induce increased housing expendi
tures. Most of the discussion of the Family As
sistance Plan-which presented a similar prob
lem-went to issues of adequacy levels, 
contribution rates, work requirements, and other 
elements of substantive design, and not to the 
mechanical questions of administration. 

There are a variety of possible responses to 
this need for interim funding. None of them 
seems adequate: 

• Reliance upon consumer initiative to 
solve the problem. The benefit schedules provide 
incentives to try. 

• Payments made a year in advance of 
their being earned (prefunding). 

• Interim payment mechanisms: adjustment 
of withholding or social security deductions, in
terim year payments on the basis of declarations 
of income and housing expenditure levels with 
settlement made at the end of the tax year. 

• Utilization of other public (Federal or 
State) institutions for interim funding with liens 
upon tax credit. 

• Allowing private commercial lenders to 
make loans to prospective credit recipients with 
the collateral being the prospective tax credit re
bate (i.e. a form of tax anticipation note). If the 
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commercial lender were also responsible for 
making the eligibility calculations that would, at 
once, tend to increase the security for the loan 
and the accuracy of the application for the re
bate, the loans could be given to the beneficiary 
in a lump sum and deposited in a checking ac
count, or distributed on a monthly basis by the 
bank. The use of the funds by the bank, for 
those funds in checking accounts, might be suffi
cient benefit to the banks to cover the costs of 
the service. 

It is also possible to separate the functions 
of application and processing from the function 
of payment. In the social security model, there is 
an organizational division between the collection 
and disbursement of funds. It is possible that or
ganizations involved in other income mainte
nance programs could assist in the filling out of 
the basic tax forms, and then utilize the tax (or 
social security) systems for payment. It is also 
possible that the tax system could be used for 
eligibility determinations and calculations of ben
efits (achieving the educational benefits of the 
public perception of a single system) with the 
physical distribution of payments being made by 
social security or welfare. 

Assuming the need for periodic funding, and 
the inability of the tax system to accommodate 
this need by an adjustment of withholding sched
ules, or other methods of periodic distribution, 
the most obvious vehicles for administering the 
system would be: social security (because of the 
size, amount, and frequency of the payments), 
welfare (because they are already performing a 
similar function for other categories of income 
maintenance) and local housing authorities (be
cause they are already serving the basic target 
constituency). 

The chief arguments for the tax credit con
cept have been: 1) the possibility it affords for 
developing a vertically integrated system of in
come assistance for housing, 2) its ability to 
function with a minimum of administrative cost 
(the year end settlement). Assuming the need for 
interim funding, it appears doubtful, on balance, 
whether the tax credit proposal has material ad
vantages over other distribution mechanisms. 

Coordination 

My February 11, 1973, proposal advanced 
the notion of the tax credit as a part of a coordi
nated housing effort. 

Production involves: 
1. Essential reliance upon private sector. 

2. Monitor of private sector performance. 
Standby State lending capacity utilizing tax-ex
empt municipal bonds, thereby generating new 
production at the lowest level of the unassisted 
market (or use of taxable municipals with Fed
eral interest subsidy). 

3. Limited utilization of new construction
deep subsidy. Not major production initiative. 
Used for precedent-setting, experimental, or 
other generalizable purposes, or as part of 
neighborhood redevelopment or maintenance ef
forts. 

Assistance involves: 
1. Reliance upon income tax deductions and 

credits. Both would be used-on a matching 
basis of a graduated type-to induce more opti
mal expenditures upon housing. The "credit" 
program would have graduated individual match
ing requirements up to expenditure levels neces
sary for the acquisition of decent housing. An ef
fort would be made to include all of the direct 
and indirect subsidies provided for housing on a 
single additional form to be attached to the item
ized deductions and credit sections of Form 
1040. 

2. Limited effort will be made to utilize new 
construction-deep subsidy, not as a production 
or assistance mechanism, but to achieve other 
social objectives-economic integration, popula
tion dispersal, acceleration or simplification of 
trickle-down. 

Efficient Working of Housing Marketplace in
volves: 

1. Aggressive enforcement of open housing 
laws and other constitutional obligations. 

2. Direct attack upon all artificial barriers to 
free consumer mobility in the housing market
place. 

3. Provision of information to eliminate any 
artificial barriers to exercise of demand based 
upon informational deficiencies. 

Neighborhood Maintenance and Redevelopment 
involves: 

1. Interdisciplinary, intergovernmental ap
proach to target geographical areas. The target 
areas would be those in advance of, rather than 
in the terminal stages of, neighborhood blight. 
The effort would be to save and rebuild neigh
borhoods in the path of deterioration, rather than 
concentrating efforts upon neighborhoods the 

1028 



saving of which would be relatively uneconomic. 
Once again, in community development as with 
the provision of shelter, the objective should be 
to maximize the use of the scarce resources 
available. 

2. Much of this effort would involve more 
than housing efforts. The Abolition-of-the-Prob
lems-of-Poverty and Community Development 
Czars would be expected to join forces with the 
Housing Czar in such efforts. The housing pro
duction, assistance, or social objectives strate
gies we have discussed earlier could be used as 
part of neighborhood redevelopment efforts. 

3. Demolition: prompt removal of dilapidated 
and abandoned structures. 

4. Property value insurance. 

The tax credit proposal is assumed to be 
only one part of a more varied housing strategy. 
It therefore requires coordination with the other 
housing efforts engaged in by various layers of 
government. There seems to be agreement that 
an effective demand strategy can work only in 
conjunction with other housing initiatives: moni
toring of supply, information dispensing, and re
moval of old units. This necessary linkage is 
clearly recognized. 

Evaluation 
The tax credit proposal is in the nature of a 

future dream. It is something of interest-to be 
worked on-rather than something of near term 
relevance. 

The analysis is not without merit. The pro
posal generates some useful insights: 

1. It restricts itself to the objective of pro
viding income assistance to consumers of hous
ing, and expressly rejects-or more accurately, 
leaves to other programs-the other objectives 
which have been merged in our former subsidy 
programs. 

2. By focusing upon housing assistance, it 
draws into the analysis those other housing and 
tax provisions that are serving similar objectives. 

3. By aggregating all forms of housing as
sistance overlaps and duplications can be seen 
and presumably eliminated. 

4. One soon starts to think of a "system" of 
income assistance for consumers of housing. 
The system has varying funding sources and lev

els and a surprising distribution of benefits. The 
tax credit proposal begins to stimulate this type 
of consideration by virtue of its physical place
ment within the mainstream housing assistance 
system. It tends to break down the housing myths 
of "them" and "us." 

5. To consider an ideal, systemwide distri
bution of benefits, one is forced to examine the 
present distribution of benefits, to seek out prob
lems and inequities, and to avoid the duplication 
of benefits. For example, who benefits from the 
tax deductions available to owners of rental 
property-the investors, the tenants? Unfortu
nately, little is known. 

6. It raises the question of whether a por
tion of the standard deduction should be viewed 
as, in effect, a housing subsidy. Most discussion 
of housing policy has assumed that those who 
claim standard deductions are disadvantaged
vis-a-vis those who itemize-because they re
ceive no housing assistance. The same question 
of fact is present in welfare and other general 
purpose forms of income maintenance. 

7. The way in which subsidies are distrib
uted through itemized deductions provides an in
teresting model to consider in developing a dis
tribution system for tax credits. There is no 
concern with the quality of the unit, or its value 
with respect to cost. There is flexibility provided 
the taxpayer in the amount which he will pay for 
housing. The amount of the government contribu
tion can be anticipated, and there is a yearend 
settlement on the taxpayer's certification that the 
payments in fact were made. 

8. The itemized deduction model also shows 
that particular benefit schedules can create in
centives that can influence behavior in the mar
ketplace. The proposal to use the tax credit to 
induce housing expenditures up to the adequacy 
level is an amplification of this principle. 

9. There is also the recognition that there 
must be coordination between the design of any 
income maintenance program for housing and 
other special category or general income mainte
nance programs so that the aggregate recipient 
contribution rate is not confiscatory. 

Unfortunately, most of these "insights" raise 
more questions than they solve. It is readily ap
parent that a collection of insights does not 
make a program. The problem is compounded 
because there is no established body of litera
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ture or precedent to fall back on, unlike the situ
ation in the modification of established pro
grams, or in shifting the problem to the States. 

The tax credit proposal as a type of demand 
strategy carries the same uncertainties as the 
other allowance programs which HUD has en
gaged in a 3- to 5-year period of experimentation 
to resolve. Will supply be responsive? Will there 
be demand-push inflation? How much of the al
lowance will be spent upon housing? Will filtra
tion be accelerated? What is the most efficient 
means of administration? The fact is that no one 
knows. 

To be fair, the same arguments could be 
asked of the results of income assistance pro
vided through itemized deductions. Again, the re
sults would not be clear. The predictability of de
mand-push inflation with respect to Medicare 
and Medicaid did not stop those legislative ef
forts. 

In addition, most of the issues in the tax 
credit proposal are technical-the guarantee 
level or levels, the definition of household eligi
bility, the definition of "income," the calculation 
of the contribution rates, the calculation of the 
overall housing "assistance schedule, the determi
nation of existing amounts of housing assistance, 
the way in which housing income assistance pro
grams would relate to the other forms of income 
assistance and the possibility of demand-push 
inflation. The state-of-the-art in analyzing them is 
not terribly advanced at present. However, they 
are still essentially empirical or technical. They 
can be done. 

Given the "technical" nature of many of the 
problems and the strong compensating equities 
argument to provide housing assistance for 
those who have done without, why do I conclude 
the tax credit proposal to be a future dream? 
There are several lines of reasoning: 

1. The real thrust of the tax credit proposal 
is structural change-the creation of a single, 
understandable system of income assistance for 
housing, with an internally consistent, progres
sive schedule of benefits. In terms of requisite 
policy analYSis, legislation, and political climate, 
such a proposal is too much, too soon. This is 
an order of difference in magnitude from the 
modification of categorical programs, or revenue 
sharing (at least from the Federal perspective). 

2. The more modest attractions of the pro
posal-the benefit theory, incentives, lack of 
concern with the physical quality of the unit, ad
equacy level in financial terms, etc.-can be ac

complished as well through Federal allowance 
programs, or through revenue sharing. The tax 
credit mechanism is not essential to the achieve
ment of changes in program design. 

3. The need to fund projected credits during 
the tax year in which they are being earned, so 
that low income families can pay for the in
creased housing quality they are being encour
aged to seek, substantially reduces one of the 
contemplated advantages of the proposal. Many 
of the recipients would qualify for refunds as op
posed to tax reductions. To enable them to im
prove their conditions would require some mech
anism-frequently more than an adjustment of 
the withholding tables-for getting cash to them 
during the year. This assumption of fact mate
rially reduces the attractiveness of the proposal. 

4. If it is not possible to create a vertically 
integrated housing assistance system, it would 
probably be better to create a horizontally con
sistent income maintenance system, combining 
housing assistance with health, food, and other 
forms of income maintenance. The elements of 
this system are administered principally through 
the States and local government. 

5. Presently, we are at a very primitive level 
of understanding of the appropriate role of the 
government in housing or of the principles to be 
followed in designing a benefit schedule of in
come assistance in housing. Given such a condi
tion, it is probably prudent to experiment through 
revenue sharing rather than to engage in major 
structural reform at this time. 

This is my evaluation on balance: 

1. The tax credit proposal-as a particular
ized type of demand-side strategy-ultimately 
rests on the importance attached to the develop
ment of a sound, vertically integrated program of 
income maintenance for housing. 

2. The horizontal linkages with other catego
ries of income maintenance can probably be 
done better outside of the tax system, since they 
are outside already and possess existing capaci
ties to make various types of eligibility and ben
efit calculations. 

3. Most of the nonstructural change ele
ments of the proposal can be achieved by 
modification of existing allowance theory. 

4. It is prudent to experiment-with allow
ance theory credits, with mixes of credits, allow
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ances, and production oriented strategies, with upon a national demand strategy utilizing tax 
complementary housing programs-at the State credits. It is too much, too soon, about which too 
level through revenue sharing before embarking little is known. 

~~ ---
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8 Rehabilitation and Preservation 

Rehabilitation Versus 
Redevelopment: Cost-Benefit 
Analyses 

By George Sternlieb and David Listokin 
Center tor Urban Policy Research, 
Rutgers University 

Introduction 
In the past when the public pocketbook was 

viewed as almost boundless, calculating and 
comparing social programs' costs and benefits 
was often almost solely the preoccupation of 
economists. Today this situation has changed; 
the need to stabilize public expenditures has 
sensitized public officials to the need for detailed 
cost-benefit analyses of public social welfare 
programs. Such analysis is especially needed in 
the area of housing where conjecture and even 
myth has sometimes taken the place of fact. 

One supposed truism in housing is that 
housing rehabilitation is cheaper than new con
struction. This premise has led public officials to 
increase greatly the expenditures for housing re
habilitation, especially in urban areas. But this 
premise has increasingly been questioned in re
cent years. H. Clarke Wells, the senior editor of 
House and Home, for example, stated that, "The 
time has come to get information (on rehabilita
tion costs) in depth so as to be able to make 
some choices among alternativ8s . . . [As the 
situation now stands] we have no proof of 
[rehabilitation's supposed superior cost] 
performance." l Similarly Robert Whittlesey con
cluded that in rehabilitation we have a commu
nity and national interest that can be no better 
served than getting the facts (about costS).2 

Study Objectives and Overview 

To get at the "facts" of rehabilitation's costs 
versus redevelopment's costs is precisely this 
study's objective. (In this study we use the term 

1 H. Clarke Wells, speech given at Boston University, Boston, Jan
uary 25, 1969. Cited in Bagby, Housing Rehabilitation Costs 
(lexington, Mass. : lexington Books, 1973). 

2 Robert Whittlesey, speech given at Boston University, Boston, 
January 1969. 

redevelopment synonymously with new construc
tion.) We shall evaluate the costs and benefits of 
these strategies and then consider what is the 
optimal housing strategy-rehabilitation or rede
velopment-given the relative costs-benefits. To 
guide the reader through our study we shall 
briefly describe its outline. 

The first section discusses the advantages 
and disadvantages of cost-benefit analysis, espe
cially in utilizing this analytic method in compar
ing housing programs. The second, third, and 
fourth sections are three cost-benefit analyses of 
rehabilitation versus redevelopment, which differ 
in scope, both in terms of the number of differ
ent costs examined as well as the duration of 
time over which these costs are calculated (see 
Exhibit 1). The second section, comparing the in
itial (project) costs of rehabilitation versus rede
velopment, is the least extensive analysis. The 
third section, comparing the long-term costs of 
rehabilitation versus redevelopment, is the most 
comprehensive. The fourth section's scope can 
be described as middle range-between the ini
tial and long-term costs methodologies. We uti
lize these three approaches as each has advan
tages and disadvantages. (We shall discuss this 
in depth later.) 

Summary of Findings and Implications for 
Policy 

Each of our chapters has a detailed sum
mary of findings and implications for policy. We 
shall not list all of our summaries here but our 
major findings are included below. (See also Ex
hibit 1.) 

(In this study we use these terms as follows: 

• Development Cost: Initial expenses in
curred on a project not directly related to the 
construction process. They typically include land 
acquisition, design and engineering, interim 
financing , miscellaneous fees, and demolition ex
penses. 

• Construction Cost: Initial expenses in
curred on a project and directly related to the 
construction process. They include site prepara
tion, utility installation, residential construction, 
and finally landscaping and paving . Included in 
these are onsite wages, building and materials, 
and construction overhead. 

• Initial or Project Cost: Development cost 
plus construction cost. 

• Occupancy Cost: The recurring direct 
monthly carrying expense, which includes not 
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only initial costs but also subsequent operating 
maintenance and replacement costs. 

• Monthly Full Economic Cost: Occupancy 
cost plus indirect governmental expenditures, 
e.g., tax losses, and housing program administra
tive costs not included in the monthly rental ex
pense.) 

Major Findings 

1. Cost-benefit analysis looking at rehabilita
tion-redevelopment initial costs reveals that: 

a. Rehabilitation'S initial costs are 
usually at least 20 percent cheaper than new 
construction's project cost outlay. 

b. Based on the above finding, a strong 
emphasis on rehabilitation is warranted. 

2. Cost-benefit analysis looking at rehabilita
tion-redevelopment long-term costs reveals that: 

a. In general redevelopment is cheaper 
than rehabilitation, but redevelopment's cost ad
vantage varies by neighborhood and the level of 
rehabilitation effected. 

b. Specifically redevelopment has the 
largest cost advantage when compared to an ex
tensive level of rehabilitation ("gut" rehab) ef
fected in blighted neighborhoods. (For a defini
tion of "gut" as well as light and moderate 
rehabilitation, see below.) Redevelopment's cost 
advantage declines when compared to moderate 
rehabilitation effected in transition neighbor
hoods. Redevelopment has the least cost advan
tage when compared to light rehabilitation ef
fected in stable neighborhoods. 

c. Based on the above findings, rede
velopment is less costly than a rehabilitation 
strategy. Therefore, the former strategy should 
be stressed over the latter housing approach. If 
rehabilitation programs are to be continued, 
there should be a stress on lighter forms of 
modernization effected in better neighborhoods 
because, under such conditions, redevelopment 
has only a slight cost advantage as compared to 
rehabilitation. 

3. Analysis of rehabilitation-redevelopment 
relative cost-benefit following a mid-range cost
benefit analysis reveals that: 

a. Rehabilitation is slightly cheaper than 
redevelopment. 

b. Based on the above conclusion, 
stressing rehabilitation over redevelopment 
would help reduce housing costs. However, be
cause of the frequent large difference between 

the amenities of new versus rehabilitated units, 
there is some question whether a policy of 
stressing rehabilitation should be effected if only 
small savings will result. 

4. The above conclusions are based solely 
on the objective of minimizing the cost of pro
ducing housing (especially low and moderate in
come units) with acceptable benefits, e.g., lon
gevity, acceptable maintenance costs, etc. We 
have ignored other possible rehabilitation bene
fits-e.g., that it can be effected quickly, that it 
could reduce urban sprawl, that it can serve as 
a valuable manpower training vehicle-that may 
overide cost considerations in determining hous
ing policy. We have also ignored other factors 
such as that rehabilitation may serve as a valua
ble saver of housing capital value and we have 
also assumed that certain tax provisions favora
ble to rehabilitation (Section 167(k» will be con
tinued in the future. 

Cost-Benefit Analysis of Housing 
Rehabilitation Versus 
Redevelopment: Overview 

Introduction 

Before actually proceeding on a cost-benefit 
analysis of rehabilitation versus redevelopment, 
it is important that we examine the cost-benefit 
analytic method and its advantages and disad
vantages. Such discussion is imperative because 
both rehabilitation's costs and benefits are diffi
cult to measure. This chapter sets the stage for 
our subsequent analyses by discussing the prob
lems of cost-benefit analysis and showing how 
we have countered these difficulties. 

Cost-Benefit Analysis: Evaluation of the 
Method 

Definition: Cost benefit analysis has been de
scribed as operating in the following manner 3: 

In theory, say in a simple nondimensional world of no 
time, no space, no uncertainties, one merely decides what 
he wants (specifies ends), measures them (quantifies bene
fits), and then uses his limited means to achieve the great
est possible value of his wants (benefits). In a more com
plex world the means becomes budgets so that one merely 
has to maximize the benefits (once specified and 

3 Harley Hinrichs, "Government Decision Making and the Theory 
of Benefit-Cost Analysis," In Harley Hinrichs and Graeme 
Taylor (eds.) Program Budgeting and Cost Benefit AnalysIs, 
p. 1. (Pacific Palisades, Calif.: Goodyear Publishing Co., 1969), 
pp. 9-10. 
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Exhibit 1. Summary of the Three: Rehabilitation-Redevelopment Cost-Benefit Analyses 

Section 

Housing 
Strategies 
Compared 

Cost-Benefit 
Methodology 

Utilized 1 

Benefit 
Considered 

TWO Rehabilitation vs. 
Redevelopment 

Initial cost-
benefit 
analysis 

Housing pro
duction at 
cheapest cost 

THREE Rehabilitation vs. Long term Housing pro-
Redevelopment cost-benefit duction at 

analysis cheapest cost 

FOUR Rehabilitation vs. Mid-range Housing pro-
Redevelopment cost-benefit duction at 

analysis cheapest cost 

• 
• 

1 For further explanation see text. 

quantified) for any given set of inputs (specified and quan
tified costs). This may be called Problem Type I : maximize 
benefits, given costs, e.g ., build the highest pyramid with a 
given number of bricks ... . A different allocation problem 
is Problem Type II: minimize costs to achieve any given 
level of benefits. 

In this study our cost-benefit analysis focus is of 
the second type; we examine whether rehabilita
tion or redevelopment can minimize costs in pro
ducing low and moderate income housing units. 

Background: Cost-benefit analysis was orig
nally conceived during the 1930's and 1940's for 
the evaluation of alternative courses of action in 
the design of water resources projects serving 
the single goal of economic efficiency. Cost-ben
efit analysis was conceptually derived from the 
theory of the firm and the endeavor of the firm 
to maximize its profits. Faced with the need to 
choose among a number of projects, the profit 

Cost(s) Timespan 

Considered 1 of Policy 

(examples) Analysis 1 Conclusions 1 Implications 1 


Project cost Short Rehab is Rehab should be 
15% + stressed over 
cheaper redevelopment 
than rede
velopment 

Project, repl ace- Long Redevelop- In general rede
ment, mainte- ment is velopment 
nance, forgone, generally should be 

Federal revenue, cheaper stressed over 
dislocation, than rehab, rehabilitation 
housing amen- but, this 
ity difference cost advan

tage de
pends upon 
neighbor
hood and 
level of 
rehab 
effected 

Project, mainte- Mid-range Rehab is Questionable 
nance, forgone only slightly whether rehab 
Federal cheaper should be 
revenue than rede- stressed over 

velopment redevelopment 
si nce the for
mer strategy 
produces units 
with inferior 
amenities as 
compared to the 
latter strategy 
and produces 
only a slight 
cost saving 

maximizing entrepreneur compared the profit
ability of alternative projects by determining the 
profits of each project, calculated on the basis 
of the monetary revenues and cost occuring to 
the entrepreneur and relating this to the capital 
invested. He then chose the most profitable 
project. 

Benefits and Weaknesses of the Cost-Bene
fit Analytic Method: The major benefit of cost
benefit analysis is that if accurately applied it 
can enable policymakers to make decisions that 
will most efficiently utilize resources. Such analy
sis is invaluable in the governmental decision 
making process for public resources are often 
limited (considering the demands placed upon 
them) and governmental programs rarely have an 
automatic regulator (such as the market for pri
vate firms) to tell us when an activity has ceased 
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to be productive or should be made more 
efficient or should be displaced by another 
activity.' 

But costs-benefit analysis has often been 
difficult to apply accurately in practice. Specifi
cally many cost-benefit analyses have had the 
following deficiencies: 

1. Although lip service is generally paid to 
the consideration of intangibles, they do not 
really enter into the analysis. In fact, the intangi
ble cost and benefits may indeed be the most 
important. (Cost-benefit analysis can show the 
marginal costs attached to less than economic 
optimum strategies and therefore show the fiscal 
burden offset to the intangible benefits attendant 
to the decision.) 

2. The conversion of some consequences 
into monetary terms and the restriction of the 
evaluation process to an economic analysis may 
lead to deficient decisions. 

3. Costs may also be difficult to measure, 
i.e., do we measure just initial and direct costs 
or should long-term and ancillary costs also be 
included. 

The problem of measuring costs and bene
fits is especially critical in examining the relative 
costs and benefits of rehabilitation versus rede
velopment. We shall now examine why such 
problems exist in measuring both benefits and 
costs and how we have countered these difficul
ties. 

The Problem of Measuring Housing Benefits 

One problem in measuring the relative cost 
benefits of rehabilitation versus redevelopment is 
that rehabilitation, in addition to its supposed 
benefit of usually producing housing at a lower 
cost then redevelopment, allegedly has other so
cial and related benefits as well. We shall briefly 
review some of these benefits and then discuss 
how we approached these benefits in our analy
sis. 

Supposed Benefits of Rehabilitation Versus 
New Construction: Advantages and disadvan
tages of urban rehabilitation strategies are dis
cussed below. 

Time Benefits: One advantage of a rehabilita
tion strategy is that it often can provide housing 
in less time than new construction. In Boston, for 
example, a large rehabilitation effort called the 

• Charles 	Schultze, "Why Benefit Cost Analysis," in Hinrichs and 
Taylor, Program " Budgeting and Cost Benefit Analysis. p. 1. 

Boston Urban Rehabilitation Program (BURP) re
habilitated approximately 2,000 existing units 5 in 
less than a year. Their replacement by a like num
ber of new units would have taken at least twice 
as long. Similarly in Camden, Camden Housing 
Improvement Projects (CHIP), a nonprofit organi
zation regularly rehabilited one-family dwellings 
in 10 weeks, which is far shorter than the time 
span needed for new construction. 6 

Minimal Dislocation Benefit: One of the 
major criticisms 6f the urban renewal program 
was that it caused extensive dislocation of mod
erate income families. 7 In contrast, because of 
its alleged time advantage, as well as other 
characteristics, rehabilitation was viewed as a 
strategy that would minimize family and commu
nity displacement. Hopefully then the neighbor
hood opposition that often arose when urban re
newal was planned would not arise when 
rehabilitation would be effected.s (This minimal 
dislocation benefit has not always materialized in 
practice. For an excellent study on the disloca
tion problems that can be caused by urban 
housing rehabilitation, see Langley Keyes, The 
Boston Rehabilitation Program: An Independent 
Analysis (Joint Center for Urban Studies of the 
Massachusetts Institute of Technology and Har
vard University, 1970).) 

Manpower Training Benefit: Urban housing 
rehabilitation has been viewed by many as being 
particularly well suited for training inner city res
idents in construction skills. For example, Robert 
Coard, the executive director of Action for Bos
ton Community, Inc., has stated that rehabilita
tion could and should not only provide housing, 
but could also be used for training purposes and 
for "creating new jobs for people who need 
jobs." 9 Others have expressed similar beliefs. 

'See lang ley Keyes, The Boston Rehabilitation Program: An Inde· 
pendent Analysis (Joint Center for Urban Studies of the 
Massachusetts Institute of Technology and Harvard University, 
1970) ; and the Rehabilitation Planning Game: A Study in the 
Diversity of Neighborhood (Cambridge, Mass.: M.LT. Press, 
1969). 

• David 	 listokin, The Dynamics 01 Housing Rehabilitation: Macro 
and Micro Analyses (New BrunswiCk, N.J. : Center for Urban 
Policy Research, 1973). 

'See M. Carter McFarland, "Residential Rehabilitation: An Over
view," in M. Carter McFarland and Walter K. Vivret, Resi
dential Rehabilitation (School of ArChitecture, University of 
Minnesota, 1966); Martin Anderson, The Federal Bulldozer: A 
Critical Analysis 01 Urban Renewal, 1949-1962 (Cambridge, 
Mass.: M.LT. Press, 1964); James Wilson (ed.). Urban Re
newal: The Record and the Controversy (Cambridge, Mass.: 
The M.LT. Press, 1966). 

8 	David Gergen, "Renewal in the Ghetto: A Study of Residential 
Rehabilitation in Boston's Washington Park," Harvard Civil 
RIghts-CIvil Liberties Law Review Vol. 3, No.2, Spring 1968, 
p. 245. 

• Robert 	 Coard, "BRP as an Opportunity for Training and New 
Careers," in Melvin levin (ed.). Innovations in Housing Re
habilitation (Boston, Mass.: Boston University Urban Institute, 
1969), p. 34. 
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(This benefit has also been difficult to achieve. 
See Robert . Whittlesey, The South End Row 
House and Its Rehabilitation for Low Income 
Residents (Boston: 1969), pp. 3-9, 3-11; George 
Sternlieb, Robert Burchell, and James Hughes, 
Housing Costs and Housing Restraints, Newark, 
New Jersey (New Brunswick: Center for Urban 
Social Science Research, Rutgers University, 
1970), p. 86+; "Can Slum Labor Be Used to Re
habilitate the Slums?" House and Home, Vol. 33, 
No.6, June 1968, pp. 76-82.) 

Other Benefits: Rehabilitation allegedly has 
other benefits as well. It has beeD viewed as a 
strategy that could disperse low income housing 
units throughout a number of neighborhoods, 
rather than concentrating such units in a single 
area.10 It has also been viewed as a powerful 
tool for preserving architecturally historic 
neighborhoods.ll And it is also seen as a hous
ing strategy that could help reduce urban sprawl 
(we shall examine this last advantage later). 

Including Rehabilitation's Alleged Advan
tages in a Cost-Benefit Analysis: We could as
sign dollar values to some of rehabilitation's 
supposed benefits described above and then in
clude these values in our cost-benefit analysis. 
However we shall instead consider only one ben
efit in our cost-benefit analysis of rehabilitation 
versus redevelopment-the efficient production 
of housing. We disregard rehabilitation's alleged 
social benefits for the following reasons: 

1. These benefits are considered by many to 
be ancillary to rehabilitation's cost advantage in 
producing housing. 

2. The alleged benefits we have described 
above need deeper analysis, which is presently 
unavailable, to determine whether these benefits 
have in fact materialized in practice. This analy
sis is critical for some of rehabilitation's alleged 
advantages; e.g., causing minimal relocation 
problems has often been more myth than fact. 

3. Even if rehabilitation's alleged social ben
efits are indeed real, attempting to assign dollar 
values to some of these benefits-the training of 
inner city workers, etc.-would open a Pandora's 
box of questions of how this could be accurately 

10 Department of Housing and Urban Development, "Housing for 
Low-Income Families," (Washington, D.C.: Government Print
ing Office, 1967). p. 7. 

11 See James Biddle, "Historic Preservation," Journal 01 Housing 
No.5, May 1971, pp. 219-223. 

effected. A similar difficulty was described by a 
previous study as followS: 12 

Our final consideration is how to compare the hetero
geneous bundle of differences between redevelopment and 
rehabilitation. Some of the differences are expressed In 
money terms, others in terms of other quantitative indices, 
still others in qualitative terms. Moreover the analytic status 
of these differences in different dimensions itself differs ... . 

The comparability, the trade-offs, the rules of choices 
between such a variety of effects do not objectively exist. 
The ability to make choices in the situation depends criti 
cally on the set of values, bases, and priorities of the 
agent who is to choose or in whose behalf choice is to be 
made. 

We feel that our omission of rehabilitation's so
cial benefit does not invalidate our analysis be
cause a clear-eyed costing of the housing cost 
variable is the essential first step of reviewing 
our housing programs. A less than "most 
efficient" housing approach may then be chosen 
but this decision should be based on knowledge 
of the additional housing expenditure that will 
result. 

The Problem of Measuring Housing Program 
Costs 

In measuring the cost of rehabilitation ver
sus redevelopment, a number of possible strate
gies could be followed . We could measure and 
compare the initial per unit or per-square-foot 
project cost of the two different housing strate
gies. This strategy appears straightforward and 
has the advantage that project data is often 
readily available. 

But a strategy of focusing on only initial 
costs, while sometimes illuminating, can also be 
misleading: it can lead to the implementation of 
erroneous strategies, either opting for rehabilita
tion when such a policy can in the long run 
prove more costly than new construction or 
choosing redevelopment when in fact rehabilita
tion could have provided housing at a cheaper 
cost. As an illustration, if a rehabilitated unit has 
an initial $25,000 project cost while a compara
ble new unit costs $35,000, we might be tempted 
to effect a rehabilitation strategy. However, if the 
former unit had a 25-year economic life and 
would then be rehabilitated at an additional 
$25,000 expenditure, and the latter unit had a 
50-year life, the rehabilitation strategy would 

12 Resource Management Corporation, Benefit Cost Applications in 
Urban Renewal: Summary 01 the Feasibility Study, August 
1968 (Report Prepared for the Office of Economic and Market 
AnalYSiS, Office of Deputy Undersecretary for Policy Analysis 
and Program Evaluation, Department of Housing and Urban 
Development). 
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cost $50,000 ($25,000 initial rehabilitation ex
penditure plus $25,000 for the future replacement 
cost), considerably more than the new ($35,000) 
unit cost. Our original decision, then, to effect 
rehabilitation because of its initial lower cost (if 
we disregard present value concepts) would 
have proved shortsighted, causing an unneces
sary $15,000 per unit ($50,000 rehabilitation cost 
vs. $35,000 new unit cost) housing expenditure. 

We can avoid forming such misleading con
clusions by comparing the long term costs of 
various housing strategies. In illustration, we 
might calculate replacement cost and other 
costs such as the long term differences in main
tenance costs between two different types of 
units, e.g., rehabilitated versus new units. If the 
long term costs of one housing strategy was 
higher than another, we would then opt for the 
more efficient strategy. 

A third approach for measuring housing 
costs can be termed as a mid-range approach. 
The latter usually considers fewer cost compo
nents over a shorter time span than the long 
term cost approach but focuses on more cost 
components over a longer time span than the in
itial cost method. For example, the initial cost 
method may consider only project costs when 
construction is completed, the mid-range ap
proach may consider both project costs and 
maintenance outlays calculated for a number of 
years, while the long term approach may con
sider initial project costs, maintenance costs for 
the lifetime of the unit, and the replacement cost 
at the end of the unit's economic life. 

The mid-range approach has the following 
advantages and disadvantages: As compared to 
the initial cost approach, it affords a better in
sight into the total r.ost of housing programs. 
The reverse is true, however, when we compare 
the mid-range methodology to the long term ap
proach. But counterbalancing this drawback is 
the fact that the mid-range methodology requires 
data that is more readily obtained, e.g., the eco
nomic life of the rehabilitated unit. 

We shall not answer which of the three ap
proaches discussed above "truly" measures 
housing cost. As we stated, each has advantages 
and disadvantages. Instead we shall utilize all 
three approaches: The next section of this study 
analyzes the cost-benefits of rehabilitation versus 
redevelopment and uses the initial cost ap
proach. The third section utilizes the long term 
cost approach and the fourth section relies on 
the mid-range methodology. 

Rehabilitation-Redevelopment 
Cost-Benefit Analysis: The Initial 
Cost Approach 

Introduction 

This section considers rehabilitation versus 
redevelopment cost-benefits by looking at the in
itial (project) costs of these two housing strate
gies. Initially it discusses the problem of getting 
accurate rehabilitation-redevelopment cost data 
and then chooses reliable and objective cost 
analyses. Next it examines these cost studies 
and divides them into two groups; those showing 
rehabilitation being 25 percent cheaper than re
development and those showing rehabilitation 
having a lesser cost advantage. Based on these 
empirical studies, we then decide whether a pol
icy of rehabilitation or new construction should 
be stressed. 

Initial Costs of Rehabilitation Versus 
Redevelopment: Overview 

Our inquiry into rehabilitation costs and the 
conclusions we come to can only be as accurate 
as our sources of data. Because the rehabilita
tion cost literature often is misleading, it is im
portant that we be extremely careful about our 
data sources. Accordingly we shall first describe 
some of the existing rehabilitation cost studies, 
discuss some of their shortcomings and then se
lect data sources untinged by these deficiencies. 

Existing Rehabilitation Cost Studies: Numer
ous studies have explored the subject of rehabil
itation costs. In 1960 Albert Schaaf 13 formulated 
a multiple regression equation (C = -89 + 
21.1V, where C = total cost of rehabilitation/per 
room, and V = total APHA violation penalty 
pOints/per room) for estimating rehabilitation ex
penditures based upon a structure's deteriorated 
condition, specifically its American Public Health 
Association (APHA) penalty score. (The APHA 
has assigned different penalty scores for differ
ent housing deficiencies, e.g., 6 penalty pOints 
for inadequate sewer connections, 8 penalty 
points for inadequate washing facilities. Accord
ing to the APHA a house can have a maximum 
penalty score of 600. See APHA, Committee on 
the Hygiene of Housing, An Appraisal Method for 

13 A. H. Schaaf, Economic Aspects of Urban Renewal: Theory Policy 
and Area AnalysIs (Barkeley, Calif.: Real Estate Research Pro
gram Institute of Business and Economic Research, 1960), 
p. 47. 
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Measuring the Quality of Housing, Part I: the Na
ture and Uses of the Method (New York, 1948), 
p. 66.) Also in 1960, William Nash concluded that 
"the rehabilitation of sound structures is usually 
less costly to achieve than new construction on 
the same site." 14 

More recent studies have come to similar 
conclusions. A 1967 analysis cited that the Com
munity Improvement Corporation of Manhattan 
was rehabilitating houses at an $11,000 unit cost, 
supposedly about half the cost of new lower 
middle income units.15 This study also reported 
that in New York City's West Side, public hous
ing units were being rehabilitated at a cost of 
$14,000 versus a $20,000 new construction 
cosU6 De Grazia has discussed how in Chicago 
the Kate Maremount Foundation was rehabilitat
ing units for $10,000-about two-thirds the cost 
of new constructionY A year later Wilbur 
Shorts, the former chairman of the National As
sociation of Home Builders Rehabilitation Insti
tute, concluded that "because of the high cost of 
new construction, rehabilitation rather than 
wholesale clearance and rebuilding is the logical 
solution to urban decay." 18 

Still other studies have come to similar con
clusions. The Philadelphia Housing Authority 
(PHA) reported that each unit rehabilitated under 
its "used house" program cost between $14,000 
and $16,000, substantially less than the $17,000 
to $23,000 cost of its new housing units.19 (See 
Exhibit 2. For a detailed analysis of the PHA re
development-rehabilitation costs, see Exhibit A-1 
in Appendix A.) A 1969 study reported a $12,000 
rehabilitation cost for the full renovation of an 
intown apartment versus a $17,000 to $18,000 
cost for a newly constructed suburban house.2o 

A participant in one rehabilitation study con
cluded that "in theory" rehabilitation should cost 
one-fifth less than redevelopment.21 Looking to
ward the future, the Second Annual Report on 
Housing Goals projected a significant rehabilita

"William Nash, Residential Rehabilitation: Private Profits and Pub

lic Purposes (New York: McGraw-Hili, 1959), p. 163. 


.. Joan Ash, "Residential Rehabilitation In the U.S.A.," Urban 

Studies Vol. 4, No.1, February 1967, p. 31. 

l< Ibid., p. 32. 
11 Victor DeGrazia, "Rehabilitation Is Not Working as a Resource 

tor Community Development," Journal of HousIng No. 11, 
December 1967, p. 624. 

,. Wilbur Shorts, "The Hot Markets: Renewal, Rehabilitation, Re
modeling," NAHB Journal of Homebuilding Vol. 22, No.5, 
May 1968, p. 42. 

,. See National Commission on Urban Problems, Hearings Vol. 4 
(Washington, D.C. : Government Printing Office, 1967), pp. 476
479. 

,. See Analysis of the Boston Massachusetts Housing Market as 
01 January I, 1969. A Report by the Department of Housing 
and Urban Development, Federal Housing Administration, June 
1969. 

"Levin, Innovations In HousIng Rehabilitation, p. 6. 

Exhibit 2. Philadelphia Housing Authority 
New Construction-Rehabilitation Costs 

New 
Construc- Rehabilitation Cost 

tion (unit) 
Cost Total 

Housing (unit) as % 
Stage Total Total of New 

Development' $6,234 $2,709 43.5 
Construction' 13,391 12,568 93.9 
Project' 19,625 15,277 77.8 

Notes: 
1 Initial expenses incurred on a project not directly related 

to the construction process. They typically Include 
land acquisition, design and engineering, Interim 
financing, miscellaneous fees, and demolition ex
penses. 

2 Initial expenses Incurred on a project and directly related 
to the construction process. They include site prepara
tion, utility installation, residential construction, and 
finally landscaping and paving. Included in these are 
onsite wages, building and materials, and construction 
overhead. 

S Equals development plus construction costs. 
Source : Derived from National Comm'ssion on Urban Prob

lems, Hearings, Vol. 4 (Washington, D.C.: Government 
Printing Office, 1968), p. 14-18. 

tion construction cost saving for many Federal 
housing programs (see Exhibits 3 and 4). And 
there have been numerous other references to 
rehabilitation's potential and actual cost saving 
ability as opposed to a strategy of new 
construction. 22 

Existing Rehabilitation Cost Studies: Defi
ciencies: Based on the above studies, rehabilita
tion appears to have a clear initial cost advan
tage, saving 20 to 50 percent of the initial cost 
of redevelopment. But many of these analyses 
cannot be considered as authoritative since they 
are characterized by the following defects: Com
paring dissimilar housing units, i.e., new units to 
often inferior rehabilitated units; reporting esti
mated instead of actual rehabilitation costs; not 
even reporting new costs; not reporting all the 
costs associated with rehabi litation; etc.2 3 

Comparing Dissimilar Housing Units: In com
paring the costs of different housing units, it is 
important that the units examined be compara
ble in size, amenities, etc. This is especially true 
in comparing new and rehabilitated housing units 
since there is a wide spectrum of what consti
tutes rehabilitation. (The diversity and range of 
what constitutes rehabilitation is reflected in the 

22 See Listokin, The Dynamics of HousIng RehabilItation, pp. 10-12; 
National Commission on Urban Problems, Hearings Vol . 12, 
p. 336; Journal of HousIng, May 1967, pp. 216, 223. 

23 	For a discussion of the deficiencies in rehabilitation cost analy
ses see Bagby, HousIng Rehabilitation Costs, pp. 14-15. 
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Exhibit 3. Federal Housing Programs' 
Redevelopment Projected Unit Construction 
Cost (Per Unit) 

Subsidized Housing 
Low 
Rent 

Fiscal Public Sec. Sec. Sec. Sec. 
Years Housing 235 236 502 515 
1969 $15,810 $11,380 $14,510 $ 9,020 $ 7,730 
1970 16,890 12,090 15,490 9,610 8,250 
1971 17,900 12,730 16,420 10,1TO 8,750 
1972 18,760 13,270 17,210 10,630 9,170 
1973 19,380 13,620 17,780 10,950 9,480 
1974 19,860 13,870 18,230 11,200 9,720 
1975 20,360 14,120 18,690 11,460 9,950 
1976 20,870 14,390 19,150 11,720 10,200 
1977 21,390 14,650 19,630 11,990 10,460 
1978 21,920 14,900 20,120 12,260 10,720 

Source: U.S. Congress, Second Annual Report on National 
Housing Goals, 91st Congress, 2d session, House 
Document No. 91-292 (Washington, D.C.: Government 
Printing Office, 1970), p. 66. 

Exhibit 4. Federal Housing Programs' 
Rehabilitation Projected Unit Construction 
Cost (Per Unit) 

Subsidized Housing 
Low 
Rent 

Fiscal Public Sec. Sec. Sec. Sec. 
. Years Housing 235 263 502 515 

1969 $ 7,220 $ 8,640 $ 9,460 $ 5,880 $ 5,040 
1970 7,710 9,230 10,100 6,280 5,380 
1971 8,170 8,560 10,250 6,660 5,710 
1972 8,560 10,250 11,230 6,980 5,980 
1973 8,840 10,580 11,600 7,210 6,180 
1974 9,070 10,850 11,890 7,390 6,340 
1975 9,290 11,120 12,190 7,570 6,490 
1976 9,530 11,390 12,490 7,760 6,650 
1977 9,770 11 ,680 12,800 7,960 6,830 
1978 10,010 11,970 13,120 8,150 6,990 

Source: Ibid. 

numerous definitions given to this term. H. N. 
Osgood and A. H. Zwerner have defined it as the 
elementation of environmental and structural de
ficiencies that, if not adequately and timely cor
rected would result in neighborhood blight,24 
Other definitions have viewed it as making a run
down, uninhabitable building habitable; 25 the 

,. H. N. Osgood and A. H. Zwerner, "Rehabilitation and Conserva
tion," Law and Contemporary Problems Vol. 25, No.4, Autumn 
1960, p. 706. Osgood and Zwerner were defining urban renewal 
rehabilitation. 

,. William Hendy, "Good Business In Rehab," Journal of Home
building Vol. 25, No. 12, December 1970, p. 64. 
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extensive rebuilding of a property to remove de
cayed or worn-out parts, complete installation of 
modern mechanical services and floor plans, and 
rebuilding within the shell; and residential re
building to prevent obsolescence or diminishing 
utility and to restore safe, sound, and sanitary 
standards.26 

(In order to standardize rehabilitation's den
otation, some have defined this activity in terms 
of a specific dollar expenditure spent on housing 
remodeling . The Annual Housing Goals report, 
for example, defines rehabilitation as a home im
provement cost of $2,500 or more.27 But, there 
is some doubt about the viability of such ex
penditure definitions of rehabilitation since con
struction costs to achieve even the same remod
eling standards differ widely in different areas of 
the country. For example, the costs of 
rehabilitation under similar governmental rehabil
itation programs, e.g., 221 (d)(3) BMIR have 
widely differed, e.g., $11,603 per unit in Boston, 
$8,582 per unit in St. Louis, and $5,487 in 
Omaha. 28 (1968 figures)) 

The New York State Housing Rent Commis
sion for example, differentiated between four dif
ferent levels of rehabilitation-code compliance, 
minimal rehabilitation, modernization, and 
remodeling. 29 These are defined as follows: (1) 
Code compliance-Such work as is necessary to 
restore the structure to safe and sanitary mainte
nance and repair. In general, this means the 
building would be in compliance with all build
ing, housing, fire, and sanitary codes of the city, 
and the landlord would be providing all custom
ary services in accordance with rent control re
quirements. (2) Minimal rehabilitation-In addi
tion to all work called for under code compliance, 
modest measures to upgrade the housing would 
include improvement in the outside appearance 
of the building and an increase in electrical 
capacity within the apartments. (3) Modernization 
-In addition to the work of minimal rehabilita
tion, outmoded mechanical equipment and fix
tures would be replaced and all public areas of 
the building would be redecorated. No change in 
floor plans is included. (4) Remodeling-Floor 
layouts would be functionally rearranged to pro

'" Jerome Weinstein, Study MaterIals on Rehab/lltation (New Jersey: 
1972), p. 6 (mimeo). 

2T See U.S. Congress, Third Annual Report on National HousIng 
Goals, 92nd Congress, 1st SeSSion, House Document No. 92
136 (Washington, D.C.: Government Printing Office 1971). 

,. The President's Committee on Urban Housing, A Decent Home 
(Washington, D.C.: Government Printing Office, 1969), p. 101, 
listed the following variations in rehabilitation costs: 

,. New York State Temporary State HOUSing Rent CommiSSion, 
Prospects for Rehabilitation (New York, 1960), Chapter Four. 

http:remodeling.29
http:Omaha.28
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duce a large number of separate apartments than 
presently exist. Outmoded mechanical equipment 
would be replaced and the interior and exterior 
of the building would also be cleaned and 
painted as with modernization. 

Operation Rehab discussed four different 
standards: 30 (1) The cosmetic or paint-and
fix-up approach, which involves making minor 
repairs and replacing fixtures, but which involved 
mostly painting and resurfacing. This would be 
appropriate for standard units that provide mod
ern design and space amenities. (2) Renovation, 
which includes, in addition to painting and 
patching, the replacement of most of the me
chanical systems-heating, electrical, and 
plumbing-the replacement of doors and/or win
dows when necessary, roof repairs, and minor 
adjustments to the layout. (3) The "gut" rehabili
tation approach, which involves, in addition to 
the elements of restoration, major changes in the 
layout of the unit, the resurfacing of most walls, 
ceilings, and floors, and replacement of the roof. 
(4) Reconstruction, which, in addition to the ele
ments of gut rehabilitation, includes structural 
repairs to the walls, foundations, or structural 
members. Nearly all building elements are re
placed. This technique is extremely expensive 
and would probably only be used in unique situ
ations or with buildings of historic or cul~ural in
terest and value. 

HUD Review Task Force No. 3 considers 
three different levels of rehabilitation: 

• Light-painting, plastering, and deferred 
maintenance. 

• Moderate-repair of structural, mechani
calor electrical deficiencies. 

• Gut-major structural changes and/or 
replacement of mechanical or electrical compo
nents. 

(In this study, to facilitate the employment of our 
findings by the HUD Review Task Force, we uti
lize these three levels of rehabilitation in our 
analysis and policy discussions. These are simi
lar to Frank Kristof's definitions as follows: (1) 
Minimal rehabilitation-Elimination of code viola
tions and/or minor repairs, improving the facade 
of the building, and other cosmetic treatment. (2) 
Moderate rehabilitation-All of the above work 
plus minor changes in the layout, general interior 
and exterior repairs, modernization of heating, 
plumbing and electrical systems, and replace
ment of outmoded fixtures. (3) Extensive rehab iIi

'" u.s. Department of Housing and Urban Development, Project 
Rehab MonitorIng Report HUD-F-22, p. 206. 

tation-Complete remodeling or redesigning of 
layouts (including gutting and installation of ele
vators in some cases), major interior and exte
rior repairs, installation of new heating, plumb
ing, and electrical systems, and replacement of 
outmoded fixtures.) 31 

Given the range of what constitutes rehabili
tation, great care must be taken to insure that 
the new and rehabilitated units whose costs are 
compared are comparable, e.g., only comparing 
"gut" or extensively modernized units and not 
cosmetically rehabilitated units to new apart
ments. Units rehabilitated to a less than "gut" 
standard can be compared to new units if the 
differences in these units' amenities, such as in
dicated by rental differences, are considered. 
(This assumes that unit amenity differences are 
reflected in rental differences.) 

But while caution in comparing new and re
habilitated units is warranted, it has not always 
been followed We find numerous instances of 
rehabilitation cost studies unfairly comparing the 
costs of new housing to grossly inferior rehabili
tated units. As an illustration, we previously de
scribed the PHA's considerably lower cost for its 
"used houses" as compared to its new apart
ments. The former program, however, is not 
comparable to the latter; the "used house" 
amenity standards were, in theory, and even 
more so in practice,32 far below the standards 
found in new construction. To summarize, while 
we previously mentioned studies alluding to re
habilitation's 20 to 50 percent cost saving, if the 
rehabilitated units' amenities were concomitantly 
lower than those of the new units used in the 
comparisons, then the finding of a rehabilitation 
cost saving is practically meaningless. 

Reporting Estimated Instead of Actual Reha
bilitation Costs: Another defect of some of the 
rehabilitation cost studies is that they sometimes 
compare estimated or prOjected rehabilitation 
cost figures to actual new construction expendi
tures. Peter Abeles, for example, followed such 
an approach in his study in Building Research 38 

as did the Second Annual Housing Goals Report. 
Such an approach would be adequate if rehabili
tation costs could be accurately estimated. But 
empirical studies have shown that projections of 
rehabilitation cost are frequently inaccurate, 

11 See Frank Kristof, A Large Scale Rehabilitation Program lor 
New York City (New York Housing and Redevelopment Admin
istration Bureau and Program Research, 1967) ; see also Wein
stel n, Study MaterIals on Rehabilitation. 

33 Comptroller Gene.ral of the United States, Problems In the Pro
grams lor Rehabilitating HousIng to ProvIde Homes lor Low
Income Families in Philadelphia, Pa., March 19, 1971. 

33 Peter Abeles, "The Cost of Construction," BuildIng Research 
Vol. 5, No.1, pp. 6CHl4. 
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tures.35 (See Exhibit 6.) Given these frequent
Exhibit 5. New York City Estimated and projection inaccuracies, estimated rehabilitation 
Actual Rehabilitation Costs (Per Square costs that are lower than actual new construction 
Foot) costs have little significance. 

Not Reporting New Construction Costs: 86 AEstimated Actual Discrepancy 
Cost Cost (%) third defect of some of the rehabilitation cost 

134 W. 15th St. $ 8.21 $13.59 +65.5 studies we have mentioned is that they some
221 W. 16th SI. 11.80 15.45 +30.9 times do not even list new construction costs, In
100th Street 10.33 10.68 + 3.3 stead they describe a rehabilitation cost estimate 
102nd Street 11.40 12.70 +11.4 

that is presumably lower than the redevelopment 114th Street 12.17 11 .66 - 4.2 
635 E. 5th St. 14.46 21.38 +47.8 costs. Such an unexacting approach tells us very 

little, however; it · is not enough to note that reha
Source: Building Systems Development Incorporated, Cost bilitation is cheaper than new construction

Study of Experimental Rehabilitation, May 26, 1967. 
because it is precisely the magnitude of the sup-

Exhibit 6 

Rehabilitation Micah Providence: Estimated and Actual Rehabilitation Costs 11 


cost (per house) 


$7,000.,.....------------------------------ 

6,000-+---------1 	 V7l Prepurchase estimated 

I::.::J improvement cost 


O Final rehabilitation 

5,000-t----f-,.-___-r/A 1----- expenditure ----------;,f/J 


4,000 

3,000 

2,000 

1,000 

House number 1 2 3 4 5 9 10 11 12 13 14 15 16 

11 Estimated and actual costs for houses 6 through 8 were not available. 

Source: 	 John Kenower, Micah: A 'Case Study in Housing Rehabilitation Through Non-Profit Sponsorship, 
(Providence: 1969) pp. 44-75. 

often being far less than the later actual cost. A posed cost difference that we are interested in. 
study of six New York City rehabilitation proj Not Reporting All of Rehabilitation's Costs: 
ects, for example, revealed that estimations of In a recent publication D. Gordon Bagby, in ad
rehabilitation costs ranged from being 4 percent dition to discussing some of the criticisms listed 
more to 66 percent below the actual rehabilita above, also charged that rehabilitation's expendi
tion COSt.34 (See Exhibit 5.) Similarly Micah, a tures were often understated because of omis
rehabilitation effort in Providence, R.I., also fre sions of corruption, bureaucracy, and administra
quently underestimated rehabilitation expend i

33 John Kenower, Micah, A Case Study In Housing Rehabilitation 
through Non-Profit Sponsorship (Providence, R.I., 1969), pp. 

34 Building Systems Development Incorporated, Cost Study of Ex 44-75 . 
perimental Rehabilitation, May 26, 1967. .. See Bagby, Housing Rehabilitation Costs, p. 14. 
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tion costS. 37 Corruption costs in the building 
industry need no elaboration here. (These same 
costs may also be present in new construction, 
however.) Bureaucracy costs are the paperwork 
and other administrative expenses of the organi
zation(s) effecting rehabilitation. The complexity 
of rehabilitation, especially when federally subsi
dized, (see Exhibit 7) often results in high bu
reaucracy costs.S8 These costs, however, may 
often be hidden-e.g., they will not be incorpo
rated in the mortgage-because of the nonprofit 
nature of the rehabilitation developer or because 
his bureaucracy costs are subsidized by State or 
local governments (CHIP's (Camden Housing Im
provement Projects) administrative expenses, for 
example, were paid by the State of New 
Jersey) 39 or by private corporations. (Numerous 

Exhibit 7. Mortgage Processing Costs in the 
SECD Rehabilitation Effort Per Project 

Legal Costs 1 Other Processi ng Costs 


Total 

Additional Additional Process-


Allowed Amount Allowed Amount ing 

Project in Loan Expended in Loan Expended Costs 


1 $235 $807 $12,900 $13,942 
2 230 737 12,900 13,867 
3 234 837 12,900 13,965 
4 300 834 12,900 14,034 
5 600 281 12,900 13,781 
6 530 45 12,900 13,475 
7 994 $2,006 10,894 13,894 

1 Does not include title and recording costs. 
Source: Robert Whittlesey, The South End Row House and 

lis Rehabililation for Low Income Residents (Boston: 
1969) p. 5-4. 

private corporations, e.g., Armstrong Cork, U.S. 
Plywood, have sponsored rehabilitation efforts 
and have absorbed the administrative expenses 
of these efforts.) 40 Similarly rehabilitation's ad
ministration costs-the FHA's or other adminis
trating agency's in-house costs for running a re
habilitation program-are supposedly higher 
than for new construction (because of the fre
quent small size and inexperience of both the re
habilitation sponsoring agency, e.g., nonprofit 
church group and/or his contractors as com
pared to comparable groups involved in new 
construction), and are also hidden costs, usually 
not calculated in rehabilitation-redevelopment 
costs estimates. 

31 Ibid .• pp. 14-15. 
38 See Robert Whittlesey, The South End Row House and lis Reha

bilitation for Low Income Residents (Boston, 1969). 
3. Listokin. The Dynamics of Housing Rehabilitation, pp. 147-148. 
'" See Rehabilitation section. Journal of Housing No.4, May 1967, 

pp. 199+; Journal of Housing No.2, February 1970, pp. 76+. 

There are also other defects in some of the 
rehabilitation cost studies. Many of them have 
been written by the prinCipals, e.g., the develop
er(s) involved, and one must be wary of the ob
jectivity of such authors. Furthermore, some of 
the studies describe how rehabilitation costs 
were inflated primarily because of archaic build
ing codes and other restrictions against innova
tive building techniques. One Chicago study, for 
example, described how this city's building 
codes appreciably inflated rehabilitation expendi
tures and in fact were a major restraint to prop
erty improvement.4! These and similar assertions 
are often misleading and, as examined in Appen
dix C, have little empirical underpinning. In 
summary, because of errors of omission, com
mission, and faulty reasoning, one must be wary 
of relying on many of the rehabilitation cost 
analyses. 

Studies Used in This Analysis: It would be 
erroneous, however, to conclude that no attempt 
can be made at a rehabilitation-redevelopment 
cost comparison until we have "perfect" data, 
nor, that all the rehabilitation cost studies cannot 
be used. This study employs the following reha
bilitation cost analyses, which we shall label as 
McGraw-Hill,42 HUD New York City,43 Robert 
O'Block and Robert Kuehn,44 George Stern
lieb,45 D. Bagby,4jl Robert Whittlesey,47 and 
HUD Task Force.48 (Another excellent rehabilita
tion-redevelopment cost study by Arthur Solo
mon is examined in the fourth section.) The first 
three stUdies concluded that rehabilitation is 
considerably cheaper than new construction, 
while the latter four analyses came to an oppo
site conclusion. We chose these studies not be
cause of their conclusions, but rather because 
they have the following merits: 

41 See Warren Lehman, "Building Codes, Housing Codes, and Con
version of Chicago's Housing Supply," University of Chicago 
Law RevIew Vol. 31, No.1, Fall 1963, pp. 18~193. 

"The President's Committee on Urban Housing (Kaiser Commis
sion), TechnIcal StudIes Vol. /I (Washington, D.C.: Government 
Printing Office, 1968). 

., U.S. Department 01 Housing and Urban Development, Office 01 
Urban Technology and Research, Cost and Time Associated 
with Tenement Rehabilitation In Manhattan, New York City 
(April 1968); and Cost and TIme Associated with New Mull/
family HousIng Construction In New York City (1969) . 

.. Robert O'Block and Robert Kuehn, An Economic AnalysIs of the 
Housing and Urban Development Act of 1968 (Boston, Mass.: 
Division 01 Research, Graduate School 01 Business Administra
tion, 1970) . 

.. George Sternlieb, Robert Burchell, and James Hughes, HousIng 
Costs and Housing RestraInts: Newark, New Jersey (New 
Brunswick, N.J.: Center lor Urban Social Science Research, 
1970). 

,. Bagby, Housing Rehabilitation Costs. 

t1 Whittlesey, The South End Row House. 

'" Data supplied by HUD Task Force No.3, May 1973. 
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1. They generally are careful in comparing 
new units only to comparable rehabilitated, e.g., 
"gut" rehabilitated units. 

2. They almost invariably report actual reha
bilitation cost figures instead of using estimated 
rehabilitation cost projections. 

3. They all report new construction cost fig
ures so we are not left with a rehabilitation cost 
outlay that only presumably is less than for rede
velopment. 

4. With the exception of one study, they 
were all effected by investigators who were not 
directly involved in the rehabilitation; hence we 
can have greater confidence in the objectivity of 
their findings. 

5. Many of the studies include bureaucracy 
(housing sponsor's administrative expenditures) 
costs. They do not include corruption or adminis
trative costs but neither do any other studies 
and it is unclear exactly how these latter two 
costs could be accurately estimated (especially 
because these two costs for new construction 
projects would have to be calculated as well). 

Initial Costs of Rehabilitation Versus 
Redevelopment: Specifics 

This section examines the seven studies 
previously mentioned. Specifically, we shall first 
describe each analysis and then present each 
study's findings and conclusions regarding reha
bilitation versus redevelopment's cost. (These 
studies' detailed cost findings are presented in 
Appendix A.) We first present those studies 
showing .that rehabilitation is at least 25 percent 
less costly than new construction. We have cho
sen this one-fourth cost saving as defining a sig
nificant cost advantage. (We chose this 25 per
cent figure for the following reasons: there have 
been numerous references in the rehabilitation 
literatu re stating that this strategy should theo
retically afford at least a 20 to 25 percent cost 
survey over redevelopment (see footnote 21). Ad
ditionally, we feel that due to a rehabilitated 
unit's greater maintenance and other operating 
cost, a rehabilitation project cost that is not 
about 25 percent cheaper than redevelopment 
may be insignificant.) We then describe analyses 
concluding that rehabilitation is not at least 
one-quarter cheaper than new construction. 

Studies Indicating a Considerable 
Rehabilitation Cost Advantage 

McGraw-Hili Study: The technical studies of 
the President's Committee on Urban Housing 
(Kaiser Commission) concerning the time and 
costs of housing construction was conducted by 
McGraw-HilI. Among the units examined were a 
three bedroom, 850-square-foot new unit in a 
medium size apartment building and a three bed
room, 1000-square-foot rehabilitated unit in a 
two-story walk up structure.49 In comparing the 
time and costs of providing these two housing 
units McGraw-Hili made the following assump
tions. 50 

1. No labor disputes that result in a strike 
or slowdown will occur during the construction 
stage. 

2. Material shortages or delay in delivery 
are not factors. 

3. Adverse weather is not a factor. 

4. Work on the job site is organized in a 
manner that promotes reasonable work efficien
cies. 

5. Financing is conventional. (This affects 
the monthly occupancy cost, a cost we shall ex
amine later.) 

6. Mortgage funds are available at "reason
able rates". (See comment for 5 above.) 

Development Costs: McGraw-Hili compared 
the development costs of the new and rehabili
tated units. To gather this information it inter
viewed knowledgeable individuals and also ob
tained data from available secondary data 
sources. The components of development ex
penditures were broken down on a time sequen
tial basis following a PERT methodology. These 
cost components for both the new and rehabili
tated housing units are listed in Exhibits A-2 and 
A-3 respectively in Appendix A. (All exhibits 
numbered with a letter designation are found in 
the appendix labeled with the same letter.) 

The units analyzed by McGraw-Hili were 
chosen according to specifications set by the 
President's Committee on Urban Housing (Le. 
low cost privately built, three bedroom accom
modations for occupancy by low income fami
lies). As a result, they are not necessarily repre
sentative for low income housing, which is 
typically smaller in size and is usually publicly 
subsidized. (See the President's Committee on 

•• Kaiser CommiSSion, TechnIcal StudlllS, Vol. II, pp. 28, 35. 
50 Ibid., p. 35. 

-,----.. 
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Urban Housing, Technical Studies, Vol. 1/ (Wash
ington, D.C.: Government Printing Office, 1969), 
pp.7-8.) 

McGraw-Hili calculated that the total devel
opment cost of a new three bedroom unit was 
$5,000 or $5.88 per square foot. Both the three 
bedroom rehabilitated units total development 
cost of $3,505 as well as its $3.50 per square 
foot development expenditure were considerably 
lower than that for the new housing unit (see Ex
hibit 8). The land acquisition cost for both types 
of units were about the same, but the new unit's 
demolition and miscellaneous fees and expenses 
as well as other outlays were considerably 
higher than for the rehabilitated unit (see Exhib
its A-2 and A-3). 

Construction Costs: McGraw-Hili similarly 
compared the construction costs of the new and 
remodeled units. The construction process was 
broken down into different components (see Ex
hibits A-4 and A-5) , and the costs of these dif-

Project Cost: Totaling the new and rehabili
tated units development and construction costs 
McGraw-Hili found that the new unit cost $20,000 
while the rehab cost $13,100, or approximately 
35 percent less. On a per square foot cost basis 
there was an even greater disparity, a $24-per
square-foot cost for the new unit versus a $13
per-square-foot cost for the remodeled unit-a 
difference of more than 50 percent. 

HUD New York City Rehabilitation-Redevel
opment Studies: In 1968 HUD published a re
search report entitled, Cost and Time Associated 
with Tenement Rehabilitation in Manhattan, New 
York City,53 which examined the time and costs 
involved in a 48-hourinstant rehabilitation effort 
in Manhattan and in conventional rehabilitation 
projects in the same borough. A year later HUD 
published a report focusing on new construction 
entitled, Cost and Time Associated with New 
Multifamily Housing Construction in New York 
City.54 

Exhibit 8. McGraw-Hili New Construction-Rehabilitation Costs 

New Construction Cost' 

Total Per Square 
Housing Stage (unit) Foot 
Development $ 5,000 $ 5.88 
Construction 15,000 17.65 
Total Project 20,000 23.53 

1 Rounded to nearest hundred (for units) and nearest cent (for 
Source: Derived from President's Committee on Urban HoUSing, 

Printing Office, 1969), pp. 7-52. 

ferent components were then estimated. As with 
development costs McGraw-Hili found that the 
rehabilitation construction cost ($9,600) 51 was 
considerably lower than the new unit's construc
tion cost ($15,000).52 

Where were there construction savings? As 
we can see from Exhibits A-4 and A-5 certain 
construction costs for the new unit-e.g., piling, 
concrete foundation, structural frame-were sim
ply not needed for the rehabilitated unit. Other 
cost components were considerably cheaper for 
the rehabilitated unit compared to the new unit. 
The new unit's cost for brickwork for example 
was $1,200-200 percent more than for rehabili
tated unit's brickwork. And we find similar cost 
savings in other construction components. 

., Ibid., p. 38. 
• 2 Ibid., p. 31. 

Housing Strategy 

Rehabilitation Cost' 
Per Square 

Total Total as Per Square Foot as % 
(unit) % of New Foot of New 

$3,500 70.0 $ 3.50 59.5 
9,600 64.0 9.60 54.4 

13,100 65.5 13.10 55.7 

per square foot costs). 
Technical Studies, Vol. II. (Washington, D.C.: Government 

These two studies are invaluable for com
paring rehabilitation versus redevelopment costs 
for the following reasons: Both analyses followed 
a similar format of evaluating construction 
outlays; both considered the costs of units in 
many different buildings, not just the units in one 
building; and both were conducted by objective 
investigators. It is true that in numerous in
stances both studies either estimated new or re
habilitation costs, a practice we previously criti
cized. Still, we can have greater confidence in 
these projections because they were made by 
FHA personnel knowledgable about New York 
City new and rehabilitation costs. 

Buildings Examined: Exhibits A-£ and A-7 
list the redevelopment and rehabilitation projects 
examined by HUD. They also describe the reha

53 See supra, tn . 43. 
54 Ibid. • 
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bilitated and new units examined. As we can see 
by comparing the average figures in column M 
of Exhibit A-6 to the data presented in column J 
of Exhibit A-7, the building characteristics in the 
HUD New York City studies differ between the 
rehabilitated and new structures, e.g., the new 
units are larger than the rehabilitated units. De
spite these differences HUD chose the new 
buildings in its 1969 study precisely because 
they were the best available for "permitting com
parison to be made with similar data for (the 
1968) rehabilitation {study)." 55 Additionally 
many of the rehabilitation-redevelopment cost 
comparisons were made in terms of costs per 
square foot, thus neutralizing one of the major 
discrepancies, the size difference between the 
new and rehabilitated units, which possibly could 
have skewed our cost findings. 

bilitated units examined by HUD. These exhibits 
show that the construction costs of rehabilitated 
units, no matter how they are broken down-by 
living unit, by bedroom, by square foot of living 
area, etc.-are considerably less-between 40 
and 50 percent lower than the new units' con
struction expenditure. Overall the rehabilitated 
units' construction cost was one-half the con
struction outlay for new units (see Exhibit 9). We 
see then that rehabilitation's construction cost 
advantage, as indicated by the HUD New York 
City studies, is even more pronounced than its 
development cost advantage. 

Project Costs: Given rehabilitation's lower 
development and construction costs as com
pared to redevelopment it is no wonder that its 
total project cost is considerably less than rede
velopment's total project outlay. Specifically, re-

Exhibit 9. HUD New York City New Construction-Rehabilitation Costs 

New Construction Cost' 

Total 
Housing Stage (unit) 
Development $ 6,200 
Construction 18,400 
Project 24,600 

1 See Exhibit a. 

Gross 

Per Square Foot 


$ 6.33 
18.78 
25.11 

Housing Strategies 
Rehabilitation Cost' 

Gross Per Square 
Total Total as Per Square Foot as % 
(unit) % of New Foot of New 

$4,300 69.4 $ 5.41 85.5 
9,200 50.0 11.58 61.7 

13,500 54.9 16.99 67.7 

Note: Our unit project costs, as well as our per square cost figures, differ slightly from those reported In Exhibit A-8 through 
A-13, because we rounded figures and used unweighted averages. 

Source: Derived from U.S. Department of HoUSing, Office of Urban Technology and Research. Cost and Time Associated with 
Tenemenf Rehabilitation in Manhattan, New York City (1968) 

Construction in New York City (1969). 

Development Costs: Exhibit A-8 lists the de
velopment costs of the new units studied by 
HUD; Exhibit A-9 lists those costs for the rehabil
itated units examined. As these exhibits show 
most develoRment costs components were lower 
for the rehabilitated units; e.g., architectural fees 
(per unit) were approximately one-quarter less 
and legal and organizational fees were about 
half those of the new units. There were some in
teresting exceptions such as the average financ
ing and relocation costs being higher for the re
habilitated as compared to the new units. 
Overall, however, the rehabilitated units' average 
development costs were approximately 30 per
cent lower than the new units' development out
lay (see Exhibit 9). 

Construction Costs: Exhibits A-10 and A-11 
list the construction costs of the new and reha

.. HUD, Cost and Time Associated with New Multl/amlly Construc
tion, p. VI. 

and Cost and Time Associated with New Multifamily Housing 

habilitation's total project cost was $13,500, 45 
percent less than for new construction, and its 
$17 per gross square foot cost was about one
third less than redevelopment's $25 per gross 
square foot outlay. (See Exhibit 9.) And there are 
the similar cost disparities when we look at 
other cost comparisons, e.g., outlay per net 
square foot or per bedroom (see Exhibits A-12 
and A-13). We can conclude, then, from the HUD 
New York City analyses that the initial costs of 
housing development, construction, and project 
outlays are approximately 30 to 50 percent lower 
for rehabilitation as compared to new construc
tion. 

One stipulation is necessary to modify the 
above conclusion, however. While HUD struc
tured its New York City rehabilitation-redevelop
ment studies in order that comparisons could be 
made between these two major forms of housing 
strategies, the amenities of the units it studied 
were not identical; in general the new units had 
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more and beUer amenities than the rehab ilitated new construction development expenditure (see 
apartments. HUD recognized this problem in the Exhibit 10 and Exhibit A-14). 
introduction to its new construction study, noting (A detailed breakdown of the O'Block and Kuehn 
that "there is not a 'one to one' correspondence rehabilitation-redevelopment cost components is 
between the information contained in the rehabil found in Exhibits A-15 to A-18.) 
itation report and in this report." 56 For construction outlays, rehabilitation costs 

HUD, however, did try to pick new and reha are much smaller, about forty percent less than 
bilitated units that were generally comparable. new construction costs (see Exhibit 10). As an il
Additionally, even if the modernized and new lustration, new three and four bedroom units 
units chosen were not precisely comparable, cost $17,900 and $20,900 for construction versus 
HUD's finding of a large rehabilitation cost ad a $10,900 and $12,750 per unit construction cost 
vantage is still significant for it is unlikely that for comparable rehabilitated units (see Exhibits 
this large cost disparity could be merely ex A-15 and A-16). 
plained away by differences in unit amenities. Project Cost: Total project costs, according 

O'Block and Kuehn Study: In 1970 Harvard to O'Block and Kuehn, were considerably lower 
University published a report entitled An Eco for rehabilitated as compared to new units (see 
nomic Analysis of the Housing and Urban Devel Exhibit 10). And the total monthly occupancy 
opment Act of 1968 5 7 by Robert O'Block and cost of the former units were also considerably 
Robert Kuehn. These two authors, in their re less than for the latter units (see Exhibit A-14). 
search, utilized four base cases of housing de In summary then, if the O'Block and Kuehn, as 
velopment; new construction effected by either well as the McGraw-Hili and HUD New York City 
nonprofit or limited profit corporations and reha cost figures are indeed typical, then rehabilita
bilitation effected by either of the two groups tion appears to have a significant cost advantage 
just mentioned. O'Block and Kuehn attributed over redevelopment. 
costs to these four base cases that were based 
on " typical" conditions. O'Block and Kuehn ad Studies Showing Rehabilitation Having a
mitted that their typical costs were accurate for Moderate Cost Advantage Over 
only one specific (Boston?) area and that proj Redevelopment
ect types, material costs, labor rates, and operat
ing expenses would vary from place to place. But not all studies have concluded that re

Development and Construction Costs: Ac habilitation has a substantial (here defined as 
cording to O'Block and Kuehn the difference in being at least 25 percent lower) cost advan-

Exhibit 10. O'Block and Kuehn New Construction-Rehabilitation Cost Comparisons 
(All-Size Units) 

Housing Strategies and Sponsors 
New Construction 

New Construction Rehabilitation Limited Profit Rehabilitation 
Non Profit Sponsor Non Profit Sponsor Sponsor Limited Profit Sponsor 

Total Total Total as Total Total Total as 
Housing Stage (unit) (unit) % of New (unit) (unit) % of New 
Development $ 5,800 $ 5,300 91 .4 $ 6,100 ~ 5,500 90.2, 
Construction 16,400 10,000 61.0 16.400 10,000 61.0 
Total Project 22,200 15,300 68.9 22,500 15,500 68.9 t, 
Source: Robert O'Block and Robert Kuehn, Jr" An Economic Analysis of the Hous ing and Urban Development Act of 1968 

(Boston, Mass.: Harvard University, Graduate School 01 Business Admi:listration, 1970). ,r 
I 	 development costs for rehabilitation and redevel tage as compared to redevelopment. Numerous 
r 	 opment is practically negligible; the rehabilita analyses have concluded that rehabilitation, 

tion development outlay, notwithstanding whether while cheaper than new construction, is not sub
construction is effected by either nonprofit or stantially less costly. This section describes and 
limited profit entities, is about 90 percent the presents the findings of these latter studies. 

"Ibid. 

57 See supra, In . 44. 
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Robert Whittlesey SEeD Study: In 1969 Rob
ert Whittlesey wrote a study 58 describing the 
South End Community Development (SECD) re
habilitation effort. The effort initially consisted of 
the rehabilitation of 11 row houses under the 
221 (d)(3) program. The Whittlesey study de
scribed many aspects of the SECD effort-e.g., 
property acquisition, building standards, and de
sign-and focused on the costs of rehabilitation. 

As part of this cost analysis, Whittlesey de
scribed the total costs of rehabilitation as they 
compared to FHA cost estimates of comparable 
new construction. This cost comparison is indi
cated in Exhibit 11. As we can see from this ex
hibit, rehabilitation was cheaper by about 20 per
cent on the average than redevelopment, a 
margin smaller than previously described studies 
concluded . 

Dale Bagby Philadelphia Study: In 1973, 
Dale Bagby, in a study,5D also concluded that 
rehabilitation did not have as large a cost advan
tage over new construction as had been as
sumed. Bagby based his conclusions on Phila
delphia new and rehabilitated housing construc
tion cost data, which he analyzed in the following 
manner: 

First Bagby derived from empirical data of 
89 rehabilitated row houses a regression equa
tion to predict rehabilitation costs as shown in 
Exhibit 11. 

Exhibit 11. SECD New Construction
Rehabilitation Costs 

Rehabi I ita
tion as 

Percent of 
FHA Esti mate Replace

Rehabilitation of Replacement ment 
Project No. Costs' Value' Value 

1 $48,000 $50,800 94.5 
2 49,100 73,900 66.4 
3 48,200 60,900 79.1 
4 52,000 59,500 87.4 
5 91,500 118,200 77.4 
6 94,200 123,200 76.5 
7 164,700 198,600 82.9 

Average 78,200 97,900 79.9 

, Rounded to nearest hundred. 
Source: Robert Whittlesey, The South End Row House and 

Its Rehabilitation for Low Income Residents. (Boston, 
Mass., 1969), pp. 4-21. 

.. See supra, In. 38. 
59 See supra, In. 1. 
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Cr = 6574 + 1.454(At) + 1191 (EOR) + 1370(C) 
(1.83) (2.49) (2.07) 

+ 366.1 (3B) + 1274(4B) + 3179(5B) 
(1.15) (1.81) (4.41) 

+ 5181 (6B) - 1019(3S) - 1011 (R2) 
(8.07) (1.43) (2.43) 

- 410.3(TGG) - 468.1 (TG7) 

(.77) 	 (1 .19) 
R2 = .735 

Where 
Cr = Costs of rehabilitation 
At = total floor Area 
EOR = End of Row dummy variable 
C = Corner dummy variable 
R2 = Rehabilitator no. 2 dummy variable 
3B = 3 Bedroom dummy variable 
4B = 4 Bedroom dummy variable 
5B = 5 Bedroom dummy variable 
6B = 6 Bedroom dummy variable 
T66 = Constructed at Time 1966 
T67 = Constructed at Time 1967 
3S = Three-story houses 

From this equation Bagby could, for example, 
predict that a four bedroom, 1000-square-foot 
house could be gut rehabilitated for approxi
mately $8,700 while it would cost $7,469 to reha
bilitate similarly a smaller three bedroom house 
with 500 square feet. Bagby called gut rehab 
wreckout rehabilitation. 

Once having derived the rehabilitation cost 
regression equation, Bagby empirically examined 
the costs of seven new brick row houses projects 
in the Philadelphia metropolitan area. The costs 
of rehabilitating similar houses were then calcu
lated by using the rehabilitation cost estimation 
equation and these costs were then compared to 
the actual new construction outlays. Bagby found 
that on the average, rehabilitation cost 88 per
cent that of new construction (see Exhibit 12) 
but "were all one story new houses (involving 
disproportionately large excavation and founda
tion expenses) eliminated from the comparison, 
the relative expense of rehabilitation would rise 
to 96 percent of new construction costs." 60 (Of 
course such an approach has the drawback in 
that it is based on estimated instead of actual 
rehabilitation costs. We have included Bagby's 
study, though, because his regression equation 
has a high "explanatory power" (R 2= .735) as 
well as containing an interesting methodology for 
comparing rehabilitation-redevelopment costs.) 

GU Ibid., p. 24. 



, 

t •, Ibid., p. 26. 

Bagby followed a similar approach for com
paring the costs of rehabilitation versus urban 
renewal new construction. He first reasoned that 
urban renewal is similar to new construction ex
cept that the former usually entails a considera
ble demolition expenditure. To calculate this 
later expenditure Bagby formulated the following 
regression equation: 

Cd = 885.74 + 0.43 (Ag) - 122.22(2S) 

(37.2) (3.33) (0.94) 


-161.66(X) + 440.92 (Cdl ) + 131.66 (Cdz) 

(1.87) (1.28) (1.10) 

HZ = .725 
Where 
Cd = Costs of demolition 
A,g = Ground floor Area 
2S = 2 Story dummy variable 
X = Exposed wall dummy variable 
Cdl = Demolition Contractor Number 
Cdz = Demolition Contractor Number 2 

Exhibit 12. Philadelphia New Construction
Rehabilitation Costs (Bagby Study) 

Estimated Rehabili-
Housing Urban Rehabili- tation 
Project Renewal tation as Percent 

No. Size Costs' Costs' of New 
1 18 X 35 $ 8,800 $8,400 95.5 
2 18 X 35 8,200 8,400 102.4 
3 18 X 35 8,500 8,400 98.8 
4 24 X 25 10,500 8,300 79.0 
5 20 X 40 9,100 7,700 84.6 
6 20 X 46 9,700 7,900 81.4 
7 20 X 50 11,900 8,000 67,2 

Average 9,500 8,200 86.3' 

1 Rounded to nearest hundred. 
2 Does not equal rehabilitation's 12 percent cheaper cost 

indicated by Dale Bagby because were rounded out 
cost figures. 

Source : Dale Bagby, Housing Rehablllfaflon Costs (Lexing
ton, Mass.: O. C. Heath, 1973) , p. 24. 

Urban renewal new construction costs were 
then calculated by adding the demolition ex
penditures calculated from the above equations 
to the new construction costs 1hat Bagby had al
ready empirically obtained. This combined cost 
was then compared to estimated rehabilitation 
costs, projected from the rehabilitation regres
sion equation. This comparison showed that "de
molishing an existing structure and replacing it 
with an identical new unit (urban renewal new 
construction) produces expenditures only 24 to 
22 percent higher than the costs of rehabilitating 
the original units." 61 In summary, then, as in 

the Whittlesey SECD study, the Babgy Philadel
phia analysis also concluded that rehabilitation, 
while having a cost advantage over redevelop
ment, does not have a tremendous cost saving 
(especially for conventional new as opposed to 
urban renewal new housing). We shall now ex
amine other studies coming to similar conclu
sions. 

George sternlieb et al. Newark Study: In a 
1970 analysis George Sternlieb, Robert Burchell, 
and James Hughes analyzed housing costs and 
restraints in Newark, N.J.62 Specifically they ex
amined in detail the costs of three different types 
of housing, highrise new housing, low rise new 
housing, as well as lowrise rehabilitation. We 
shall focus on the latter two types of housing as 
being most comparable. 

Buildings Examined: Exhibit 14 lists the 
basic data of the new and rehabilitated units 
studied by Sternlieb et al. As this exhibit indi
cates these two units serve the same income 
group, have the same type of ownership, and 
have other similarities as well. 

Exhibit 13. Philadelphia Urban Renewal New 
Construction-Rehabilitation Costs (Bagby 
Study) 

Estimated Rehabili-
Housing Urban Rehabili- tation 
Project Renewal tation as Percent 

No. Size Costs' Costs' of New 

1 18 X 35 $ 9,900 $8,400 84.8 
2 18 X 35 9,200 8,400 91.3 
3 18 X 35 9,500 8,400 88.4 
4 24 X 25 11,500 8,300 72.2 
5 20 X 40 11,200 7,700 68.8 
6 20 X 45 10,900 7,900 72.5 
7 20 X 50 13,100 8,000 61 .1 

Average 10,800 8,200 75.9 

1 Rounded to nearest hundred. 

Source: See Exhibit 12, p. 26. 


Development Costs: Sternlieb et al. found 
that development costs were significantly higher 
for rehabilitation as compared to new construc
tion. The former's development outlay was more 
than double the latter's. (See Exhibit 15.) Why 
such a large cost disparity? The major reason 
was that the land acquisition cost for rehabilita
tion, e.g., $5,850 for a three-bedroom unit, was 
considerably higher than for redevelopment, e.g., 
$1,275 for a three-bedroom unit (see Exhibits 
A-19 and A-20). 

Construction and Project Costs: Sternlieb et 
al. found that rehabilitation's construction cost 

.2 See supra, tn. 45 . 
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Exhibit 14. Sternlieb Newark Study: Building and Subsidy Data 

Low Rise New Construction Low Rise Rehabilitation 
(University Court) (Amity Village) 

Basic Building Data 
Income Group Served Moderate Income Moderate Income-Black 
Type of Ownership Cooperative Cooperative 
Location: Newark, N.J . (East Ward-within Newark, N.J. (West Ward-Y2 mile 

Core) N.E. of Core) 
Type of Unit 3-story garden apartment 3-story, multi-family frame 

Number of Units 270 96 


Subsidy Data 

Construction Financing Prudential Life Insurance Co. N. J. Housing Finance Agency 


(6.5%-2 years) 	 (5% 1 st year; 6.25% 1 st four 
months of second year; 5.80% 
2nd five months of second year) 

Long Term Financing New Jersey Housing Finance Agency N. J. Housing Finance Agency 
(4.75%-50 years) (6.25% est.-35 years) 

Tax Abatement City of Newark-20% of Gross City of Newark (15% of Shelter) 
Revenue 

Rent Reduction Assistance None Used 

Source: 	Derived from George Sternlieb, Robert Burchell, and James Hughes, Housing Costs and Housing Restraints: Newark, N.J. 
(New Brunswick, N.J.: Rutgers University, Center for Urban Social Science Research, 1970). 

Exhibit 15. Newark New Construction-Rehabilitation Costs (Sternlieb Study) 
(Three-Bedroom Units) 

Housing Strategies 
Low Rise New Construction Cost Rehabilitation Cost 

(University Court) 

Per Square 
Foot as 

Total as Per Square Percent 
Housing Stage Total Per Square Foot Total Percent of New Foot of New 

Development $ 4,400 $ 4.00 $ 8,200 186.4 $ 8.20 205.0 
Construction 12,600 11.45 7,800 61.9 7.80 68.1 
Total Project 17,000 15.45 16,000 94.1 16.00 103.6 

Source: 	Derived from George Sternlieb, Robert Burchell, and James Hughes, Housing Costs and Housing Restraints: Newark, 
N.J. (New Brunswick, N.J. : Rutger8 University, Center for Urban Social SCience Research, 1970). 

was considerably lower than redevelopment's 
construction outlay, $7,800 for rehabilitation as 
opposed to $12,600 for new construction (see 
Exhibit 15. For a detailed breakdown of con
struction costs see Exhibit A-20) . Rehabilitation's 
total project cost of $16,000 per unit, however, 
was only slightly less than new construction's 
$17,000 per unit total project cost. This resulted 
because rehabilitation's construction cost saving 
was matched by its comparatively high develop
ment outlay. It would appear then, from the 
Sternlieb et al. study, that rehabilitation has a 
negligible cost advantage. 

One word of caution is necessary concern
ing such a conclusion . The Sternlieb study fo

cused on the initial rehabilitation effort of a non
profit group, Priorities Investment Corporation. 
The study documented that Priorities, largely be
cause of inexperience, had serious cost over
runs on its initial rehabilitation effort. 63 (In subse
quent efforts, Priorities has experienced greater 
success.) 

Specifically Priorities project cost was esti
mated as $11,500 per unit in November 1967, 
$13,600 per unit in December 1968, and $16,000 
as of July 1969. Why such serious cost over
runs?' The Sternlieb, et aI., study listed the fol
lowing factors: 

., ibid., pp. 84-96. 
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Dollar Increase of Particular 
Development! Construction Items 
$240 3 month delay 
$300 Rehab. concep1 had to be revised 
$100 Delay in having housing ready 

for rental 
$220 Roofing, siding, windows, 

landscaping 
$220 Winter freeze-change from 

gas to oil 
$250 Electric demolition 
$550 Dishwashers, carpeting, 

AlC sleeves, daylight ceilings 
$220 Bonds, extended closing, etc. 

In summary, then, while the Sternlieb study 
shows rehabilitation having practically no cost 
advantage over redevelopment, the basis for this 
conclusion (Priorities' initial rehabilitaiton proj
ect) mayor may not be typical of the universe of 
rehabilitation projects. 

HUD Task Force Study: Heretofore the reha
bilitation cost studies we have examined have 
had the defect of often depending on a small 
sample size. This deficiency is corrected in the 
next study we shall examine, an unpublished 
(1973) HUD Task Force analysis that examined 
the rehabilitation-redevelopment costs of thou
sands of housing units in various housing pro
grams. This study's major finding is that for 
many years and for numerous housing programs 
rehabilitation has not proved much cheaper 
(more than 25 percent) than new construction. 
Specifically, the study found that: 

1. On the average, over a 12 year span 
units rehabilitated under the 221 (d)(3) market in
terest rate program have been only 10 percent 
cheaper than the estimated new construction 
cost of such units (see Exhibit 16 Section A). 

2. Over a 10 year span units rehabilitated 
under the 221 (d)(3) below market interest rate 
(BMIR) program have similarly been only 6 per
cent less costly than the projected new con
struction cost of such units (see Exhibit 16, Sec
tion B). 

3. Since its inception, the 236 rehabilitation 
program has had only a small (10 percent 
cheaper) cost advantage over new construction 
(see Exhibit 16, Section C). 

4. A more detailed national study of all the 
236 units either built or rehabilitated in the first 

Reasons Necessitating 
the Increase 
Training of black subcontractors 
Scheduling inefficiencies 
Misreading of initial income 

Additional work-missed in initial inspection 

Exposure damage and heating system 
alterations 

Subcontractors not able to meet bids 
Extra equipment-increased amenity 

Unanticipated initial costs 

three-quarters of fiscal 1971 came to a similar 
conclusion that the rehabilitated units, both in 
terms of total unit and per square foot cost were 
often only slightly cheaper than new construction 
(see Exhibits 17 and 18). In some regions 
though, e.g., Region II (New York, New Jersey, 
etc.) certain types of rehabilitated 236 housing 
(nonelevator buildings) were considerably 
cheaper than new 236 units. 

5. Generally the elevator rehabilitated 236 
units have a greater cost advantage over rede
velopment than nonelevator rehabilitated 236 
units (see Exhibits 18 and 19). This may result 
because rehabilitating a building already contain
ing an elevator saves the high cost present in 
new construction of buying and installing an ele
vator. But the elevator building's cost advantage 
is not universal for all regions of the country. 

6. Over a 2 year span for which data is 
available, rehabilitated 235j units have been only 
5 percent cheaper than the estimated new con
struction outlay for these units (see Exhibit 16, 
Section E.) 

7. In contrast to the above findings of a 
small rehabilitation cost advantage, a survey of 
Project Rehab units revealed that rehabilitation 
were considerably cheaper (30 percent) than com
parable (Section 236) new units (see Exhibit 19). 
This was not always true, however. An analysis 
of Project Rehab units in Cincinnati, Ohio re
vealed that these units were almost identical in 
cost with the estimated new construction outlay 
(replacement cost) for the Cincinnati Project 
Rehab Housing (see Exhibit 20). 
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Exhibit 16. Various HUD Programs' Average New Construction-Rehabilitation Costs (1960-1972) 

Program 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

A. Rehabilitated Units 
221 d (3) BMIR Average 
Mortgage Amount' $ 8,800 $ 8,100 $ 8,500 $10,500 $11,600 $13,700 $13,300 $11,000 $11,800 $12,200 $11,900 

Average Estimated 
Replacement Value' 8,800 8,300 8,400 12,200 13,300 15,600 15,100 12,200 13,100 13,600 13,300 

Average Mortgage 
Amount As % of 
Replacement Value 

100% 97.6% 101 .2% 86.1% 87.2% 87.8% 88.1% 90.2% 90.1% 89.7% 89.5% 

B. Rehabilitated Units 
221 (d) (3) BMIR 
Average Mortgage 
Amount NA' NA' 12,100 11,000 12,300 12,800 13,500 13,700 14,200 15,900 18,000 

Average Estimated 
Replacement Value NA NA 12,100 11,600 12,600 13,600 15,100 15,200 15,800 17,700 20,200 

Average Mortgag:e 
Amount As Percent of 
Replacement Value 100.0% 94.8% 97.6% 94.1% 89.4% 90.1% 89.9% 89.8% 89.1% 

C. 236 Rehabilitated 
Units Average Mort
gage Amount NA 14,800 16,400 

Average Estimated 
Replacement Value NA 16,500 17,400 

Average Mortgage 
Amount As Perc!lnt of 
Replacement Value 

NA 89.7% 94.3% 

Aver
age 
For 
All 

1971 1972 	 Years 
Listed 

$13,800 $14,800 $11,500 

15,600 16,900 12,800 

88.5% 87.6% 89.8% 

24,000 NA' 14,800 

23,200 NA' 15,700 

103.4% 94.3% 

16,300 16,600 16,000 

18,300 18,600 17,700 

89.1% 89.2% 90.4% 

(Continued on p. 1053.) 



Exhibit 1S.-Continued 

Aver-

D. 221 (d) (2)' Reha
bilitated Untt Mort
gage Amount 

1960 1961 1962 1963 1964 

NA 

1965 1966 1967 1968 1969 

$12,400 

1970 

$13,900 

1971 

$15,700 

1972 

NA 

age 
For 
All 

Years 
Listed 

$14,000 

Average New Mort
gage Amount NA 

14,200 16,000 18 ,100 NA 16,100 

Average Rehabilita
tion Mortgage Amount 
As Percent of New 
Mortgage Amounts NA 87.3% 86.9% 86.7% NA 87.0% 

E. 235j Average Re
habilitated Unit Mort
gage Amount NA NA 13,800 15,000 NA 14,400 

Average Estimated 
Replacement Value NA NA 13,900 16,400 NA 15,200 

Average Mortgage 
Amount As of Replace
ment Value NA NA 99.3% 91.5% NA 94.7% 

F. 203 (b)4 Average 
Rehabilitated Unit 
Mortgage Amount NA $14,300 $14,500 $15,200 $15,300 16,000 16,800 17,900 NA 15,700 

Average Estimated 
Replacement Value NA 15,900 15,700 17,600 18,400 19,300 21,300 22,300 NA 18,800 

Average Mortgage 
Amount As Percent 
of Replacement 
Value NA 89.9% 96.8% 86.4% 83.1% 82.9% 78.9% 80.3% NA 83.5% 

-I. 

0 
(J1 
(.0) 

1 Selected averages. 
2 All mortgage amounts and estimates of replacement value are rounded to nearest hundred. 
, NA = Data not available or program not in effect. 
• These are listed in HUD reports as mortgages for existing units and while they include rehabilitated houses, they also might include used, but not rehabilitated, units. 
Source : U.S. Department of Housing and Urban Development, Statistics Office. 
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Exhibit 17. Section 236 New and Rehabilitated Housing Average Unit Cost Comparison 
(First Three Quarters 1971) 

Rehab Rehab 
Rehab Unit Unit Rehab Rehab 

New Hous- Housing Develop- New Rehab Construc- New Housing Housing 
ing Unit Unit' ment Cost Housing Unit tion Cost Unit Unit Unit 

Type of Number of Units Develop- Develop- As Percent Construc- Construc- As Percent Project Project As Percent 
Housing Area New Rehab Total ment Cost ment Cost of New tion Cost tion Cost of New Cost Cost of New 

Ele- I 971 NA' 971 $ 7,628 NA' NA' $18,515 NA $26,143 NA 
vator II 1,316 57 1,373 11,138 $26,568 239% 18,207 $ 1,714 69% 29,345 $28,282 96% 
Multi III NA NA NA' NA NA NA NA NA NA NA 
Family IV 168 NA 168 4,656 NA NA 13,788 NA 18,444 NA 

V 789 178 967 3,966 13,697 345.3 12,510 5,515 44 16,476 19,212 117 
VI 195 165 360 5,179 9,521 184 12,427 5,798 47 17,606 15,319 87 

VII 104 NA 104 3,766 NA NA 12,965 NA 16,731 NA 
VIII 360 NA 360 5,335 NA NA 11,515 NA 16,850 NA 

IX 712 20 732 7,352 4,899 67 11,282 9,285 82 18,634 14,184 76 
X NA NA NA NA NA NA NA NA NA NA 

Nation' 4,624 420 5,044 7,459 9,385 126 15,173 7,380 49 22,632 16,765 74 

Non I 1,612 3 1,615 6,381 11,722 184 15,066 8,493 56 21,447 20,215 94 
Ele- II 259 7 236 7,230 3,783 52 17,899 10,643 59 25,129 14,426 57 
vator III 31 1 32 5,144 5,537 108 11,781 11,340 96 16,925 16,877 100 
Multi IV 4,551 NA 4,551 4,024 NA NA 9,364 NA 13,388 NA 
Family V 7,135 378 7,513 5,340 7,886 148 12,635 5,032 40 17,975 12,918 72 

VI 2,597 NA 2,597 4,765 NA NA 10,315 NA 15,080 NA 
VII 1,144 NA 1,144 5,452 NA NA 12,607 NA 18,059 NA 

VIII 298 NA 298 3,486 NA NA 9,938 NA 13,424 NA 
IX 2,596 26 2,622 6,726 7,261 108 10,790 4,486 42 17,516 11 ,747 67 
X 733 15 748 4,713 9,022 191 9,810 5,672 58 14,523 14,694 101 

Nation' 24,596 NA NA 5,206 8,906 171 11,559 6,455 56 16,265 15,361 92 

, NA = information not available either because no units were built or that data was not Immediately available. 
• Listed In HUD records as existing construction. There Is some doubt whether existing construction includes only rehabilitated units. 
I Nation totals may not add up to summation of region totals since they sometimes were calculated from different samples. 
Note: Some of the cost averages are based on extremely smail samples so they might not be representative. 
Source: See Exhibit 16. 
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Exhibit 18. Section 236 New and Rehabilitated Housing: Average per Square Foot Comparison 
(First Three Quarters 1971) 

Rehab 
Rehab Rehab Unit New Rehab Rehab Unit New Rehab Unit 

New Housing Unit Per Develop- Housing Unit Per Construe- Unit Unit Per Project 
PerSq . Ft. Sq. Ft. ment Cost Per Sq. Ft. Sq. Ft. tion Cost Per Sq. Sq. Ft. Cost As 

Type of Number of Housing Units Develop- Develop- As Percent Construe- Construe- As Percent Ft. Proj- Project Percent 
Housing Area New Rehab Total ment Cost ment Cost of New tion Cost tion Cost of New ect Cost Cost of New 

Ele- I 662 NA 662 11.53 NA NA $27.98 NA $39.57 NA 
vator II 749 821 1,570 14.87 13.89 93.4% 24.31 20.54 84 39.18 $34.43 88 
Multi III NA NA NA NA NA NA NA NA NA NA 
Family IV 749 NA 749 6.22 NA NA 18.41 NA 24.63 NA 

V 553 760 1,313 7.17 18.02 251.3% 22.62 7.26 32 29.79 25.28 85 
VI 484 545 1,029 9 .58 17.46 182.3% 25.69 10.63 41 35.27 28.09 80 

VII 501 NA 501 8.06 NA NA 25.35 NA 33.41 NA 
VIII 484 NA 484 11.02 NA NA 23.78 NA 34.80 NA 

IX 520 472 992 14.13 10.38 74% 21.69 19.66 91 35.82 30.04 84 
X NA NA NA NA NA NA NA NA NA 

Nation 624 670 1,294 11.95 16.85 141% 24.31 11.01 46 36.26 27.86 77 

Non I 842 825 1,667 7.57 14.20 188% 17.89 10.29 57 25.46 24.49 96 
Ele- II 720 671 1,391 10.05 5.54 55.1% 24.87 15.85 64 34.92 21 .39 62 
vator III 850 631 1,481 6.05 8.69 144% 13.86 18.05 130 19.91 26.74 134 
Multi IV 792 NA 792 4.58 NA NA 11.82 NA 16.40 NA 
Family V 829 601 1,430 6.44 13.12 204% 15.24 8.37 55 21.68 21.49 99 

VI 791 NA 791 6.03 NA NA 13.05 NA 19.08 NA 
VII 887 NA 887 6.15 NA NA 14.21 NA 20.36 NA 

VIII . 801 NA 801 4.35 NA NA 12.42 NA 16.77 NA 
IX 860 718 1,578 7.82 10.10 129% 12.54 6.25 50 20.36 16.35 80 
X 762 807 1,569 6.18 11.17 181% 12.88 7.03 55 19.06 18.20 95 

Nation 825 681 1,506 6.31 13.07 207% 14.02 9.47 68 20.33 22.54 111 

See Notes Exhibit 17. 
Source: See Exhibit 16 . 
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Exhibit 19. Comparison of New Rehabilitated (Project Rehab) Units in Eight Cities During First Three Quarters 1972 

New Proposed Units Rehabilitated Units 
Per Unit 

Difference Rehab. Cost 
(New Unit as Percent 

Total Per Unit Total Per Unit Project Cost Per Unit New 
Number of Project Project Number of Project Project vs. Rehab. Unit Construction 

City Units Cost Cost Units Cost Cost Project Cost) Cost 

Cincinnati 90 $1,529,293 $17,000 35 $ 461,793 $13,194 $3,806 77.6 
Chicago 78 1,583,681 20,303 126 1,933,824 15,347 4,956 75.6 
Detroit 202 4,449,425 22,026 190 2,341,550 12,323 9,703 55.9 
Kansas City 64 1,132,232 17,691 72 764,243 10,614 6,977 60.0 
Los Angeles 80 1,186,006 14,825 32 324,941 10,154 4,671 68.5 
Newark 64 1,110,333 17,348 102 1,679,519 16,465 883 94.9 
New York 80 1,502,224 27,818 49 1,038,456 21,192 6,626 76.2 
Pittsburgh 136 • 2,988,395 21,973 87 1,785,700 20,525 1,448 93.4 
Average 20,158 14,096 5,252 69.9 

Source: See Exhibit 16. 



10 to 15 percent cheaper cost than new con
struction (though this was not true for all regions 
nor for all programs) . (For an analysis of which 
development-construction cost components were 
cheaper for rehabilitation as compared to rede
velopment, see Appendix C.) 

Policy Implications 

Ilf we believe that rehabilitation is the pre
ferred housing strategy when C> R where C 
equals initial (project) new construction costs 
and R equals initial (project) rehabilitation costs, 
then according to all of our studies rehabilitation 
would be the optimal dollar strategy. The only 
difference between the studies reviewed is that 
according to some, e.g., HUn New York City, C 
is much larger than R and hence a rehabilitation 
strategy would result in large cost savings. Ac
cording to other analyses though, e.g., HUD Task 
Force Study, C is often only slightly larger than 
R so rehabilitation affords only marginal cost 
savings, and has lesser desirability as a housing 
strategy. 

(For a discussion of when private property 
owners will respond to code enforcement and 
other measures to force building repair utilizing 
a similar C and R approach see Albert Schaaf, 
Economic Aspects of Urban Renewal: Theory 
Policy and Area Analysis (Berkeley, Calif. Univer
sity of California, Institute of Business and Eco
nomics Research, 1970) and Jerome Rothenberg, 
Economic Evaluation of Urban Renewal (Wash
ington, D.C.: Brookings Institution, 1967). 

Rehabilitation's desirability also differs be
tween regions. Where rehabilitation-redevelop
ment cost data is available by region, e.g., 1973 
HUD Study, it appears that the C-R difference 
is greatest in the Northeast as compared to 
other areas. Hence it would be logical to stress 
rehabilitation in the Northeast where it will afford 
the greatest benefit for each dollar expended as 
compared to new construction. 

Where cost data are broken down by eleva
tor and nonelevator properties, it appears that 
rehabilitating the elevator units affords a larger 
rehabilitation cost saving (as compared to rede
velopment) than modernizing the nonelevator 
properties. It would therefore be most efficient to 
stress the rehabilitation of elevator units. But 
such a strategy should be preceded by greater 
analysis of the relative cost advantages of reha
bilitated elevator versus nonelevator properties 
since our conclusions are only based upon a 
limited sample from the (236) housing program. 
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Exhibit 20. Cincinnati Project Rehab Units: 
Mortgage Amounts and Estimated 
Replacement Value (1969) 

Note: Data was not available for 

IOn HUD accounting sheet. 

Sou rce: See Exhi bit 16. 


Rehabilitation Initial Cost Studies: Summary 

Exhibit 21 summarizes the findings of the re
habilitation cost studies. As we can see some 
studies accord rehabilitation a significant cost 
advantage over new construction. Many others 
conclude that rehabilitation has a much lower 
cost benefit over redevelopment. Which of these 
two groups of stUdies are more accurate? This 
cannot be readily answered but the HUD study, 
which had the broadest data base, clearly 
showed that nationally, rehabilitation had about a 

Project 

No.1 


1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
23 
25 
26 
31 
32 
34 
35 
36 
39 
40 
41 
42 

No. of 

Housing 


Units 

54 
56 
22 

NA 
36 
28 
13 
60 
18 
45 
42 

6 
15 
8 
6 

12 
25 
14 
14 
57 

6 
8 
5 

63 
47 
25 
36 
14 
23 
32 

5 
27 
12 

Project 

Mortgage 

Amount 


$717,200 
678,700 
242,100 

75,770 
459,400 
290,400 
159,200 
693,000 
232,800 
594,200 
462,700 

67,900 
170,200 
90,000 
82,900 

150,200 
291,600 
157,106 
200,000 
578,300 

55,120 
83,700 
59,100 

698,600 
458,000 
338,900 
302,800 
159,100 
362,100 
378,800 

63,900 
282,500 
128,700 

Project 

Mortgage 


As Percent 

of Estimated 

Replacement 


Cost 

(Rounded 
to nearest 

digit) 

100 
90 

100 
90 

100 
90 

100 
90 

100 
100 
100 
100 
89 

100 
90 

100 
90 

100 
99 
90 
90 
90 
90 

100 
90 

100 
90 

100 
100 
100 
90 
90 
90 

listed. 

Estimated 
Replace

ment Cost 
$717,279 

754,125 
242,120 

84,344 
459,468 
322,685 
159,216 
770,089 
232,801 
594,243 
462,700 
67,946 

192,023 
90,500 
92,119 

150,200 
324,013 
159,000 
200,000 
642,560 

61,262 
93,069 
65,711 

698,689 
508,897 
338,900 
336,483 
159,102 
362,101 
378,863 

71 ,003 
313,930 
142,562 

project not 



Exhibit 21. Rehabilitation-Redevelopment 
Cost Studies: Summary 

Project Cost 

Saving (in Percent) 


From Effecting 

Rehabilitation 

Compared to 
New Housing 

Housing Per 
Units Per Square 

Study Examined in Unit Foot 


References in Boston, 20 to NA' 

Rehabilitation Philadelphia, 50% 

Literature. New York 


Other cities 
McGraw-Hili Not specified 34% 44% 
(Kaiser) city on 

Boston-
Washington 
Corridor 

HUD New York New York City 45% 32% 
City 
Robert O'Block Boston? 31% NA 
and Robert 
Kuehn 
Robert Boston 20% NA 
Whittlesey 
SECD 
Dale Bagby Philadelphia 12 to NA 

24% 
Sternlieb Newark 6% 4 per-
Burchell cent 
Hughes more 

expen
sive 

HUD 1973 National Generally less 
studies than 15 percent 

cheaper 

1 NA = I nformation not available 

Source: See Text 


Conclusion 

This chapter has completed our first cost
benefit analysis of rehabilitation versus redevel
opment by examining the initial costs of these 
housing strategies. Specifically it discussed and 
analyzed the best available rehabilitation-rede
velopment cost studies. It concluded that reha
bilitation does have an initial cost advantage 
over redevelopment but that there is little agree
ment on the magnitude of this advantage. We 
now will discuss the drawbacks of a cost-benefit 
analysis, looking at only initial costs, and de
velop an alternative cost-benefit analysis that 
considers the long term costs. 

Rehabilitation-Redevelopment 
Cost-Benefit Analysis: 
The Long Term Cost Approach 
Introduction: Need for a Long Term View 

The methodology of focusing on C and R 
costs,64 an approach we have utilized so far, is 
illuminating but can sometimes be misreading; it 
can lead to the implementation of erroneous 
strategies, either rehabilitation when such a pol
icy can prove more costly in the long run than 
new construction or redevelopment when in fact 
rehabilitation could have provided housing at a 
cheaper cost. 

Previously we illustrated how an initial cost 
approach could be misleading if the rehabilitated 
unit's replacement cost at the end of its eco
nomic life (which is presumably shorter than a 
new unit's economic life) were not considered. 
We will now show how an initial cost approach 
can be misleading when operating cost dispari
ties are not considered. 

In illustration, if a rehabilitated unit had an 
initial $20,000 project cost and a comparable 
new unit cost $25,000, we might be tempted to 
effect a rehabilitation strategy. If the rehabili
tated property's operating cost, though, was $40 
higher monthly than the new unit's operating 
cQst, then over 25 years the former unit would 
cost $12,000 more in operating costs, more than 
offsetting the rehabilitated unit's initial cost sav
ing. (If we discounted this $12,000 sum at a 7 
percent discount rate for 25 years we would ob
tain $5,600, still more than the $5,000 initial reha
bilitation cost saving. The $40 figure is not un
reasonable. Arthur Solomon, for example, has 
reported a $30 monthly higher operating cost for 
rehabilitated rent supplement units as compared 
to new rent supplement units. See Arthur Solo
mon, The Cost Effectiveness of Subsidized Hous
ing (Cambridge, Mass.: MIT-Harvard Joint Center 
for Urban Studies, 1971), Working paper No.5.) 
Our initial decision, then, to effect rehabilitation 
would have proved shortsighted. 

To avoid this and similar erroneous policy 
decisions, it is important to look at both the 
long-term and the initial costs of rehabilitation 
versus redevelopment. But this raises these 
questions: How these long-term costs can be 
projected and compared? What methodology for 

•• An Initial C and R cost benefit analysis Is not only popular In 
the United States but In England as well. The Skelmersdale 
Report on Environmental Recovery, for example, concluded 
that rehabilitation was an advantageous strategy as compared 
to redevelopment because the Initial capital of the former 
strategy was cheaper than for the latter housing policy. 
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comparing long-term costs and benefits should 
be utilized? To formulate such a methodology is 
this chapter's objective. Specifically, we shall de
termine how the problem of comparing present 
and future costs can be handled and which fac
tors should be considered in the long-term cost 
evaluation. We also shall present numerous 
equations (called here rehabilitation decision 
equations) for actually projecting long-term 
costs; discuss how these equations could be cal
ibrated; and finally, apply these equations using 
empirical data and discuss the policy implica
tions of our findings. (The groundwork for these 
equations was established, by Lionel Needleman, 
an English economist, and A. H. Schaaf of the 
University of California at Berkeley. See foot
notes 65 and 66.) 

Formulating a Long Term Rehabilitation Cost 
Methodology: Simultaneously 
Considering Present and Future Costs 

One problem in formulating a long-term re
habilitation cost methodology is that we often 
will be dealing with present and future costs and 
there is a danger of treating such costs equally. 
Such an approach is erroneous as future ex
penditures are less "costly" than present ex
penditures when based on current money values; 
e.g., a dollar spent today has more value than a 
dollar that will have to 'be spent a year hence. It 
is important, then, that we deal in standardized 
dollars so that we do not treat present and fu
ture expenditures equally. 

Luckily a technique exists-discounting for 
obtaining standardized dollars. To obtain the 
present value of future expenditures (or bene
fits) we can multiply the future expenditures (or 
benefits) by either (1 + i)-n or (1/ (1 + i) ) n, where 
i = stated interest rate (as we shall see later i can 
vary) and n = number of years being discounted. 
In our methodology, which we shall soon present, 
we utilize the discounting procedure outlined 
above for comparing present and future expendi
tures. (The political problems of present expendi
ture "cost" vs. future ones fortunately follow the 
same direction though the discounts used may 
actually be much higher.) 

Formulating a Long Term Rehabilitation Cost 
Methodology: What Costs and Other 
Factors Should Be Considered? 

An even more fundamental problem is what 
factors and costs should be considered in a 
long-term cost evaluation of rehabilitation? 

Omission of certain costs may lead us to under
estimate rehabilitation's true cost; inclusion of 
overlapping costs would have an opposite and 
equally undesirable effect. In the author's opin
ion the following costs and factors bear consid
eration: the eventual replacement cost of the re
habilitated property, the operating cost 
disparities between rehabilitated and newly con
structed units, the amenity differences between 
these two types of housing, and depreciation dis
parities for rehabilitated as opposed to new 
housing. 

Replacement Cost: There is little agreement 
on how long a rehabilitated property can con
tinue to provide adequate shelter or, more tech
nically on what the length is of the economic life 
of a rehabilitated structure. (We shall examine 
this topic in greater depth later.) There is agree
ment that a rehabilitated property will not last so 
long as a new building; the rehabilitated unit will 
often have to be replaced, either being rehabili
tated again or demolished and replaced with a 
new structure, long before the economic life of a 
new unit constructed at the same time will have 
terminated. 

Not including the future rehabilitation or the 
redevelopment expenditure of the currently reha
bilitated structure, which is a frequent practice 
of rehabilitation cost studies, can severely under
estimate rehabilitation's actual total cost. To 
avoid this omission we shall describe two equa
tions for determining when rehabilitation should 
be effected, which take into consideration reha
bilitation's replacement cost. 

Proposed Replacement Cost Equations: To 
include the replacement cost of the rehabilitated 
unit in our consideration of whether to effect re
habilitation, we would extend our previous deci
sion to rehabilitate (if C > R) as follows: Reha
bilitate if C > [R + C ---7-- (1 + i)n], C and Rand i 
stand for initial new construction cost, initial re
habilitation cost, and discount rate respectively; 
n stands for the economic life of the rehabili
tated unit and C ---7-- (1 + i)n equals the present 
value of the future replacement cost of the re
habilitated property. 

This equation was first formulated by an Eng
lish economist, Lionel Needleman.65 Needleman 
used a different discounting format in his equation 
as follows: Rehabilitate if C > [R + C (1 + i)-oJ. 
He also included other factors, e.g., maintenance 
cost disparities between rehabilitation and rede
velopment, amenity difference, factors which we 
too shall soon consider. It was criticized by 

so Lionel Needleman, The Economics of Housing (London: Staples 
Press, 1965), p. 201+ . 

------~. -~-~-- .-.-~ ..-- - . 
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E. Segsworth and R. Wilkinson 6<l as underesti
mating rehabilitation's "true" cost by assuming 
that the future replacement cost would be equal 
to C, the current new construction cost. (Here 
replacement is assumed to be through new con
struction rather than through rehabilitation.) 
Segsworth and Wilkinson argued that, given the 
housing industry's inflationary cost spiral, the fu
ture replacement cost would be considerably more 
than C. Needleman, responding to this criticism, 
suggested a modification whereby rehabilitation 
would be preferred if C > [R + (C + Z) --7- (1 + 
i)n] where Z is the annual rate of increase in 
replacement COSt.67 

Albert Schaaf has argued that not only would 
this Needleman modification tend to inflate erro
neously our projection of rehabilitation's cost but 
that Needleman's original equation-where the 
replacement cost was deemed as C (not C + Z)
would have the same defect. In Schaaf's words,68 

C 
The formulation [C > R + (1 + i)"j implies that the 

owner would be · indifferent between rehabilitation and re-
C 

placement if C = [R + (i+i)"j. This is not true, however. 
If he replaces now he will have a structure n years old in 
n years whereas if he rehabilitates and invests the amount 

C 
(1 +1)", he will have an amount equal to the cost of a new 
structure in n years. 

Schaaf suggested that 69 

C(1-nr)
The proper comparison is between C and [R + (1 +i)" j 

where r denotes the annual depreciation rate of the new 
structure (using straight line depreciation). We may cor
rectly say that the owner Is still indifferent between re-

C(1-nr)
habilitation and redevelopment If C = [R + . (1 +i)" 1 
because in either case he will have an asset worth the de
preciated structure for n years and an asset worth the 
depreciated value of a new structure at the end of n years. 

We agree with Schaaf's arguments. Conse
quently our first rehabilitation decision equation, 
which we shall label equation A, is to rehabili
tate if 

C > [R + C(1 - nr) --7- (1 + i)n] (Equation A) 

We can express equation A in terms of a deci
sion t6 rehabilitate when rehabilitation's costs 
are a certain proportion of initial new construc-

Gu E. M. Segsworth and R K. Wilkinson , "Building or Renovation?" 
Urban Studies, June 1967 . 

•r Lionel 	Needleman, "Rebuilding or Renovation? A Reply" Urban 
Studies, February 1968, p. 89. 

•• A. H. Schaaf, " Economic Feasibility Analysis for Urban Renewal 
Housing Rehabilitation," Journal of the American Institute of 
Planners Vol. 35, No. 6, November 1969, p. 401. 

" Ibid. 

1060 

tion costs. Such an approach may be worthwhile 
because, as the second section of this paper ex
amined, many rehabilitation cost studies focus 
precisely on this proportion. Specifically, our 
second rehabilitation decision equation (derived 
from equation A), which we shall label equation 
B, is to rehabilitate if 

~ < [1 - (1 - nr) --7- (1 + i)n] 

(Equation B) 
Operating Cost Disparities: Rehabilitated 

properties, especially in urban area, often have 
numerous management and maintenance prob
lems. In fact, Robert Whittlesey, the executive 
director of the SECD, concluded that housing 
management difficulties pose even thornier prob
lems than the physical rehabilitation process. 
These difficulties often result in expensive opera
ting expenditures, which are frequently higher 
than for new construction (see Exhibit 22). We 
might therefore want to include this operating 
cost disparity in our evaluation of the long-term 
costs of rehabilitation versus redevelopment. First 
we shall describe why rehabilitated properties 
frequently have · higher operating expenditures 
than new units and determine how we could in
clude operating cost disparities in a rehabilitation 
decision equation. 

Lack of Repairmen: One problem in manag
ing rehabilitated properties is the dearth of re
pairmen. A recent study by the American Home
owners Association citing a nationwide shortage 
of repairmen noted that on the East Coast there 
is an acute shortage of plumbers, electricians, 
plasterers, and carpenters. Inner city areas suf
fer most because repairmen are reluctant to 
come to certain urban neighborhoods or will 
come only in teams for security purposes, which 
often makes the cost of their services 
prohibitive.70 The problem and cost of getting 
repairmen is exacerbated for rehabilitated prop
erties because the mechanical and other sys
tems of the properties are often archaic and 
hard to remove, thus limiting the number of re
pairmen willing and able to repair these systems. 

Vandalism: Another reason for rehabilita
tion's frequently high operating expenditure is 
both internal and external vandalism. Three 
buildings that had been rehabilitated on Fox 
Street in the Southeast Bronx at a cost of 
$886,000, for example, were completely vandal-

r. George Sternlieb, "Abandonment and Rehabilitation: What II to 
Be Done," U.S. Congress, House of Representatives, Committee 
on Housing Panels, Papers Submitted to Subcommittee on 
Housing Panels and Housing ProductIon, Housing Demand and 
DevelopIng a SuItable Living EnvIronment (Washington, D.C.: 
Government Printing Office, 1971), p. 327. 

http:prohibitive.70


Exhibit 22. Annual Operating Costs Covered by FHA Approved Rents and Annual Operating 
Costs Estimated by SECD Per Apartment 

1 2 3 4 5 6 7' 
Item FHA SECD FHA SECD FHA SECD FHA SECD FHA SECD FHA SECD FHA SECD 

Vacancies $ 69 $ 26 $ 71 $ 26 $ 70 $ 27 $ 71 $ 26 $77 $ 29 $ 83 $ 29 $108 $ 37 
Fuel 98 115 120 120 116 115 108 95 103 133 97 133 118 150 
Utilities 41 62 41 55 40 63 41 47 43 57 38 51 103 145 
Insurance 42 58 65 63 46 58 48 61 61 64 66 78 88 107 
Repai rs & Pa inti ng 61 135 62 135 60 135 64 135 56 148 71 148 106 160 
Halls & Misc. 20 35 20 30 20 30 18 35 22 27 22 28 17 33 
Management fee 46 200 52 200 46 200 47 200 52 200 55 200 72 200 
Reserve 24 41 24 40 24 40 24 37 29 43 38 44 35 60 
Total Operating Costs $401 $672 $455 $669 $422 $668 $421 $636 $443 $701 $470 $711 $647 $892 
Real Estate Taxes $137 $198 $144 $194 $140 $201 $142 $198 $157 $216 $166 $222 $231 $277 
Total Ope rati ng Costs 

and Taxes $538 $870 $599 $863 $562 $869 $563 $834 $600 $917 $636 $933 $878 $1,169 

Source: Robert Whittlesey, The South End Row House And Its Rehabilitation for Low Income Residents (Boston: 1969) Chapter 6. 

Exhibit 23. Socioeconomic Comparison of Tenants and Homeowners in Four Rehabilitation 
Efforts 

Percent
age 

Percentage home
home- owners 
owners or 

or tenants Percent-
tenants from age 

receiving rehabili- house
public tation holds Mean 

Rehabilitation assist- neighbor- Mean headed family 
Project ance hood Income by size 

female 

CHIP' 

Camden Housing Improvement Project 84 85 $4,780 72 5.5 

RRDP" 

Rapid Rehabilitation Demonstration 


Program 84 
SECD" 
South End Community Development 72 84 $3,200 66 3.0 
Amity" 
Newark Rehabilitation Effort 4 42 $8,200 33.3 4.0 

• Homeowners or tenants of different size units-efficiency to five bedrooms 

•• Based on sample of 24 applications for three bedroom units 


*** Information not available 
Sources: CHIP homeowner applications, Institute of Public Administration, Rapid Rehabilitation of Old Law Tenements: An 

Evaluation (New York: 1968), Robert Whittlesey, The South End Row House and Its Rehabilitation for Low-Income Resi
dents (Boston: 1969). Robert Burchell, James Hughes and George Sternlieb, Housing Costs and Housing Restraints: Newark, 
New Jersey (New Brunswick: 1970). 

ized a year after tenants had moved in.71 Scores Why is vandalism such a frequent problem? 
of buildings rehabilitated in the Boston Rehabili One explanation is that rehabilitated units often 
tation Program have also been vandalized-one house large, low income, fatherless families who 
building was described as being "almost de often have severe social problems (see Exhibit 
stroyed in five years." 72 23). Another explanatory factor is that there is 

often racial and social antipathy between reha
Tl The New York Times, February 13, 1972. bilitation sponsor and tenants. These same con
-. "Rehabilitation Projects and Middle and Low Income Housing: ditions also characterize new housing projects in A Panel Discussion," New York University Twenty-NInth Annual 

Institute on Federal Taxation (New York, 1971), P. 1176. urban areas but rehabilitated units are often 
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prone to more vandalism for the following rea
sons: They often afford poorer security, e.g., 
have more entrances and exits than newly con
structed houses; they frequently house larger 
families than new units (because the rehabili
tated units are larger, e.g., have more bedrooms, 
etc.) and therfore suffer the concomitant physical 
plant abuses characteristic of such families; and 
they frequently have more pipes and other parts 
of their mechanical systems exposed and vulner
able to vandalism. 

Expense of Maintaining Scattered Proper
ties: Another reason for rehabilitation's frequent 
higher operating expenditures than for new con
struction is that the former units are often spa
tia"y scattered; it is not unusual to find a reha
bilitation project consisting of a handful of sma" 
rehabilitated buildings scattered over scores of 
blocks. This dispersion increases the difficulty 
and expense in managing them because routine 
tasks, such as collecting rents, consume a great 
deal of time. The SECD in Boston, as an i"ustra
tion, found that the management of small scat
tered projects required special costly services, 
services it often could not afford.73 

Repair-Prone Properties: Perhaps the major 
reason that rehabilitation often has a higher op
erating expenditure than new construction is that 
unless rehabilitation involves complete interior 
gutting and replacement of all mechanical sys
tems, the rehabilitated unit will often be repair
prone. In the SECD, even after properties were 
rehabilitated, operating costs were high (see Ex
hibit 22) because of the somewhat fragile con
struction of the South End Row House 74 and 
because certain original repair-prone mechanical 
components had been retained. Similarly, the 
Octavia Hill Association, which rehabilitated 
properties in Phildelphia, encountered severe re
pair problems.75 

Proposed Replacement Plus Operating Cost 
Equation: Because rehabilitation's operating ex
penditures often are higher than redevelop
ment's, we should include this disparity as well 
as rehabilitation's replacement cost in our long
term cost evaluation. We could formulate a reha
bilitation decision equation (labeled as equation 
C) including these two factors as follows: 

73 Whittlesey. South End Row House. p. XI. 

"Ibid .• pp. 6-10. 

" Nash. Residential Rehabilitation. p. 119; see also Comptroller 


General of the United States. Improvement Needed In the Man
agement of the Urban Renewal Rehabilitation Program. Report 
No. 8-118754. April 25. 1969; Elias Soto. "Meeting the Chal
lenges of I nner City Management." Journal of Property Manage
ment Vol. 37. No.3. May-June 1972. p. 109+; Department of 
Housing and Urban Development . Organizing and Managing a 
Large Scale Program. Section II-Management. 

(Equation C) 

Rehabilitate if C > 
C(1 - nr) 1 - (1 - i)-nJ

[ R+ + M---
(1 + i)n i 

where M = Annual savings in maintenance costs 
with a new rather than a rehabilitated unit. 

M 1- (1.+ i)-n = Annual maintenance cost saving 
I 

discounted. 

Alternatively if we wished to express our rehabili
tation decision equation in terms of rehabilita
tion's initial expenditures as a proportion of re
developments initial outlay, we could do so as 
follows: 

(Equation D) 

R 

Rehabilitate if - < 


C 
(1 - nr) 1 - (1 +i)-n ]

[ 1 - ----- - M----
(1 + i)n C 

Housing Amenity Differences: Previously we 
discussed how it is often difficult to compare re
habilitated and new housing units because the 
former's housing amenities may be far inferior to 
the latter's housing quality. We mentioned that 
this problem could be ameliorated by comparing 
only "gut" rehabilitation to new construction. This 
approach, though, has the obvious drawback that 
even "gut" rehabilitation may be inferior to rede
velopment. Additionally, even if "gut" rehabilita
tion and new construction are initially compara
ble immediately after rehabilitation is effected, 
this similarity may soon be lost. This can result 
when rehabilitation proves more vulnerable to 
the "elements"-both physical and social, caus
ing housing decline in urban areas. 

We could standardize new and rehabilitated 
units for comparative purposes by taking into ac
count their rental differences. This assumes that 
differences in rent will reflect differences in 
housing quality, i.e., a unit renting for $100 
monthly will have 20 percent more amenities 
than a unit renting for $80 monthly. Another rea
son for considering rental disparities is that our 
approach to considering policy focuses on the 
"dollars and cents" of housing much in the same 
way that a private entrepreneur would evaluate 
different potential housing investments by com
paring their cost and potential income, e.g., rent. 
This standardizing of housing units by consider
ing their rental disparities could be added to 
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previously discussed considerations of replace
ment cost and operating cost disparities in a 
long term rehabilitation decision equation (equa
tion E) as follows: 

(Equation E) 

Rehabilitate if C > 
(1 - nr) 1 - (1 + i)-n 

[ R+C +M + 
(1 +i)n 

D 1- (1 +i)-n ] 
i

where D = Differences in the annual rental in
come of a new unit and a rehabilitated unit. 

1-(1 +i)-n 
D = Discounted annual differences in 

i 
rental income. 

Alternatively, we could express equation E in 
terms of rehabilitation's initial costs as a propor
tion of redevelopment's initial outlays as follows: 

(Equation F) 

R 
Rehabilitate if - < 

C 

1-(1+i)-n
M--=--":'

[ 1 _ _ (1 -_nr) i 

(1 + i)n C 

Tax Depreciation Differences: Another factor 
that we might want to consider in determining 
rehabilitation's long term cost is the greater Fed
eral tax loss eminating from rehabilitated as 
compared to new housing. This larger loss re
sults from the fact that investors in rehabilitation 
can depreciate their investment much more rap
idly than investors in new construction. This tax 
depreciation difference, causing a concomitant 
reduction in Federal tax revenues, is authorized 
by Section 167(k) of the 1969 tax act. 

This section allows a taxpayer 76 to depre
ciate rehabilitation expenditures by a straight-line 
depreciation schedule with a 5-year write off and 
no salvage value. The rehabilitation expenditure 
cannot be less than $3,000 or more than $15,000 
per dwelling unit over two consecutive years. 

,. For a discussion of the operation of section 167(k) see Lewis 
Kaster and Stanley Berman, Subsidized Housing Tax and Profit 
Opportunities In Selling and Buying (New York : Practicing Law 
Institute, 1971); and " Accelerated Depreciation for Housing Re
habilitation," Yale Law Journal Vol . 79, No. 5, April 1970, 
pp. 961-972. 

The rehabilitated units must be planned for oc
cupancy by low to moderate income families 
whose income can be a maximum of 150 percent 
(this income limitation has been modified by 
Tres. Reg. L1 167(k)) of the maximum income 
level for eligibility for local public housing.77 
(Appendix B explores how we calculated the 
cost of section 167(k) for various rehabilitation 
expenditures). 

In contrast new housing can be depreciated 
fastest according to a (200 percent) double de
clining balance depreciation schedule, signifi
cantly slower than the 5-year 167(k) write off. 
Investors in new 236 housing have the advantage 
although they can use pre-1969 section 1250 re
capture rules (20 months full recapture, of ex
cess depreciation, 100 months recapture reduced 
by 1 percent monthly, no recapture after 120 
months) instead of the post-1969 section 1250 re
capture schedule (100 months full recapture of 
excess depreciation followed by 100 months 
where recapture is reduced 1 percent monthly, 
no recapture after 200 months. See Internal Rev
enue Code L 1250 (a)(1)(C)(ii)). This recapture 
advantage of new 236 housing will be meaning
less if the 236 property is not sold before 120 
months or, if sold, if the seller can at least tem
porarily avoid . recapture through section 1039 
"rollover." (See Internal Revenue Code L 1039.) 

Because there is an opportunity value of 
capital ("time is money"), the speed of the reha
bilitation depreciation means that the Federal 
Government has a higher cost in terms of lost 
tax revenue with rehabilitation as compared with 
new construction. (For a discussion on the need 
to calculate this lost revenue see Boris L. Bitt
ker, "Accounting for Federal Tax Subsidies in 
the National Budget," National Tax Journal (June 
1969).) This additional cost could be added to 
the previously discussed replacement cost, oper
ating cost disparities and housing amenity differ
ence factors in a rehabilitation decision equation 
(Equation G) as follows: 

(Equation G) 

Rehabilitate if C > 
(1 - nr) 1 - (1 + i)-n 

[ R+C + M + 
(1 + i)n i 

1-(1+i)-n 1 ]
D +LT--

i (1 + i)nl 

where T = Annual difference in Federal tax reve

!1 See Federal Register Vol. 35, No. 150, August 4, 1970, pp. 12, 
400-12, 404. 
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nues with a rehabilitated as compared to a new 
unit. 

(1 + i)n1 
~T = Sum of the annually discounted 

C 
annual difference in Federal tax revenue. 
n1 = Year depreciation is taken (see Appendix B). 

Alternatively we could express equation G in 
the form ofa RIC rehabilitation decision equa
tion (Equation H) as follows: 

(Equation H) 

1-(1 + i)-n 
M---

R [ (1-nr) i 
Rehabilitate if - < 1 - --

C (1 +i)n C 

1-(1 +i)-n ]
01---
______ ~T __1__ 

C (1 +i)n1 

Rehabilitation Decision Equations: Sum
mary: Exhibit 24 summarizes all of the 
rehabilitation decision equations we have so far 
introduced. There is no one right equation; 
rather, as we go from A to H, we consider more 
cost and other factors, thus gaining a more com
plete evaluation. But we also complicate our 
analysis by requiring the empirical determination 
of more variables. The difficulty of this empirical 
determination is evident in the next section when 
we try to calibrate equations A through H. 

Calibrating the Rehabilitation Decision 
Equations 

Introduction: To use the equations pre
viously presented we must determine the follow
ing values: C, R, M, 0, i, nand n" T, and r. It is 
important that we carefully determine these val
ues, for some of them-especially n, i, C, R, and 
O-have significant influence on the answers 
derived from the rehabilitation decision equa
tions. It is better not to use a rehabilitation deci
sion equation if we have no faith in the accuracy 
of our equation variables. We follow this advice 
because, at the end of the chapter, we reject a 
number of expanded rehabilitation decision 
equations precisely because we have no data to 
calibrate the variables required by the expanded 
equations. 

We are far luckier with respect to many of 
the variables of our A through H equations since 

Exhibit 24. Summary of Rehabilitation 
Decision Equations 

Equation Rehabilitation 
I.D. Decision Equation 

A Rehabilitate if C > [R + C(l - nr) ] 
(1 + i)n 

B Rehabilitate if ~ < [1 - [\~ +~~J 
C > [R + C(l - nr)C Rehabilitate if 

(1 +i)n 

+ M 1 - (\+ i)- n J 
~ <[1 _ (1 - nr) 
C (1 + i)n 

D Rehabilitate if 

1 - (1 + i)-nJM . 
I 

-r C 

C> [R + C(l - nr)E Rehabilitate if 
(1 + i)n 

1 - (1 + i)-n
+M i 

1 - (1 + i)-nJ+D i 

R [ (1 - nr)
F Rehabi I itate if C < 1 - (1 + i)n 

M 1 - (1+ i)- n 
I 

C 

D 1 -C(\ + i)-"] 
C(l - nr)

G Rehabi litale if C> [ R + (1 +i)n 

+ M 1 - (1 + iP 
I 

1 - (1 + i)-n
+D i 

+~TCl ~ i)"l ) J 
H Rehabilitate if 

1 (1 + I)-n 
R [_ (1 - nr) M - i 
C < 1 (1 + i)n - C 

1 - (1 + ij-n 1 ]
D i _~T(~) 

C C 

Sources: Derived from A. H. Schaaf "Economic Feasibility 
Analysis for Urban Renewal Housing Rehabilitation," 
Journal of the American Institute of Planners, Vol. 35, 
No.6, November 1969; and Lionel Needleman, The 
Economics of Housing (London: Staples Press, 1965), 
pp.201+ 

* These equations could have been more elegantly written 
1 

by factoring the - term, e.g ., 
C 

R [ (l-nr) 1 ( l-(l+l)-n) l-(l+I)-n J-< 1------ M +0)---
C (l+l)n C I I 
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many of these variables can be obtained from 
empirical sources. Empirical sources, though, 
sometimes are scanty or conflict and where this 
is true we will often assume a range of possible 
values. We shall also try to determine values for 
the three different levels of rehabilitation: light, 
moderate and "gut." 

We do this for the following reasons: All 
three levels of rehabilitation bear consideration, 
for each may be beneficial in particular situa
tions. "Gut" rehabilitation may be needed in 
houses of deteriorated conditions and may be 
appropriate in blighted neighborhoods. But not 
all houses nor are all neighborhoods in such 
a rundown condition. Moderate rehabilitation, for 
example, may be appropriate for deteriorating 
houses in neighborhoods in downward transition 
but not yet blighted. Light rehabilitation may 
yield good results in basically sound housing 
suffering from an accumulation of deferred main
tenance but located in basically stable neighbor
hoods. 

In contrast, though, we may decide that one 
particular level of rehabilitation should be used 
for all different houses in many different neigh
borhoods. If we believe that the latter is true we 
would be faced with the question: Which one of 
the three rehabilitation levels is optimal from a 
cost-benefit perspective? Our rehabilitation deci
sion equations could tell us which is the optimal 
rehabilitation level (how this could be done will 
be explained later). To do this, we would have to 
determine equation variables, R, C, etc., for dif

ferent rehabilitation levels. Even if we opt for 
only one rehabilitation level, our decision making 
would be served by determining the equation 
values for all three rehabilitation types. 

As we can see from the above discussion, 
not only must we determine a score of values R, 
C, M, D, etc., some of which, i for example, will 
be given a range of values because empirical 
data is lacking, but we also determine these val
ues for three levels of rehabilitation. This com
prehensive approach was undertaken to provide 
the basis for a thorough analysis. 

But such a multiplicity of data can also 
prove confusing. To avoid this problem we have 
labeled each set of data as a Parameter Set (PS) 
and have numbered these PS's consecutively, 
i.e., PS1 I PS2, PS3, etc. (see Exhibits 25 through 
27). Each level of rehabilitation has four PS'S, 
one each for the four different values of i we 
shall assume. Our two major empirical sources 
of data, the McGraw-Hili and Sternlieb studies 
(we will explain why we chose these two stud
ies) yield 12 PS's ( 4 PS'S for each of the three 
levels of rehabilitation) for a total of 24 PS's. We 
also hypothesized certain values (for reasons we 
shall soon describe) yielding 12 more PS's. We 
thus have a total of 36 PS's. We shall now pro
ceed to determine the values comprising our 
PS's. 

Determining C and R Values: From our sec
ond chapter we saw that many analyses have ei
ther examined or projected initial new and re
habil itation costs. Very few analysts have 

Exhibit 25. Parameter Set Values 1. Derived from the McGraw-Hili Study 

Parameter Values 

Set (PS') T n n' 

Light Rehab i C R M D 

PS1 0.5 $28,000 $4,500 $110 $2,100 See 9 Varies .02 
PS2 .07 28,000 4,500 110 2,100 Appendix 9 by .02 
PS3 .10 28,000 4,500 110 2,100 B 9 year .02 
PS4 .15 28,000 4,500 110 2,100 9 depre- .02 

ciation 
Moderate Rehab is 

PS5 .05 28,000 9,000 60 1,600 18 taken .02 
PS6 .07 28,000 9,000 60 1,600 18 .02 
PS7 .10 28,000 9,000 60 1,600 18 See .02 
PS8 .15 28,000 9,000 60 1,600 18 Appendix .02 

B 
Gut 	Rehab 

PS9 .05 28,000 18,000 10 1,000 35 .02 
PS10 .07 28,000 18,000 10 1,000 35 .02 
PS11 .10 28,000 18,000 10 1,000 35 .02 
PS12 .15 28,000 18,000 10 1,000 35 .02 

Notes: 1 Not all of these values are derived from the Indicated study see text and appendix. 
Source: See text and Appendix B. 
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Exhibit 26. Parameter Set Values 1 Derived from the Sternlieb Study 

Parameter Values 
Sets (PS' ) C R M D T n n' 
Light Rehab 

PS13 .05 $21 ,000 $5,000 $120 $1,000 See 8 Varies .02 
PS14 .07 21 ,000 5,000 , 120 1,000 Appendix 8 by .02 
PS15 .10 21 ,000 5,000 120 1,000 B 8 year .02 
PS16 .15 21,000 5,000 120 1,000 8 depre .02 

c iation 
Moderate Rehab is 

PS17 .05 21,000 10,000 100 500 15 taken .02 
PS18 .07 21,000 10,000 100 500 15 .02 
PS19 .10 21 ,000 10,000 100 500 15 .02 
PS20 .15 21 ,000 10,000 100 500 15 .02 

Gut Rehab 
PS21 .05 21 ,000 20,000 70 0 30 .02 
PS22 .07 21 ,000 20,000 70 0 30 .02 
PS23 .10 21,000 20,000 70 0 30 .02 
PS24 .15 21,000 20,000 70 0 30 .02 

Notes: ' Not all of these values are derived from the Indicated study see text and appendix. 
Source: See text and Appendix B. 

Exhibit 27. Hypothetical Parameter Set Values 1 

Parameter Values 

Sets (PSS) C R M D T n n' 


Light Rehab 
PS25 .05 $21 ,000 $5,000 $240 $1 ,200 See 7 Varies .02 
PS26 .07 21,000 5,000 240 1,200 Appendix 7 by .02 
PS27 .10 21 ,000 5,000 240 1,200 B 7 year .62 
PS28 .15 21 ,000 5,000 240 1,200 7 de pre- .02 

Moderate Rehab ciation 
PS29 .05 21 ,000 10,000 200 1,000 13 is .02 
PS30 .07 21 ,000 10,000 200 1,000 13 taken .02 
PS31 .10 21,000 10,000 200 1,000 13 .02 
PS32 .15 21 ,000 10,000 200 1,000 13 .02 

Gut 	Rehab 
PS33 .05 21,000 20,000 140 500 25 .02 
PS34 .07 21,000 20,000 140 500 25 .02 
PS35 .10 21 ,000 20,000 140 500 25 .02 
PS36 .15 21,000 20,000 140 500 25 .02 

Notes: 'Assuming rehabilitat ion has little advantages over new construction in terms of economic life, maintenance cost, etc., we 

have hypothesized these values because in some Instances BURP, Ph i ladelphia "Used House" program rehabilitation has had 

a short economic life and high maintenance costs, etc. 

Source : See text and Appendix B. 


supplemented their initial cost focus by looking (A third extensive analysis by Arthur Solomon 
at operating expenditures as well. Since we are (The Cost Effectiveness of Subsidized Housing, 
also interested in the latter expenditures for de see footnote 84) focusing on both capital and 
termining some of our values, e.g., M and 0, the operating expenditures of new and rehabilitated 
few studies that have both project and occu units is discussed in the fourth section.) The for
pancy costs are invaluable to use and shall be mer accorded rehabilitation a greater costs ad
used for determining our values. vantage over redevelopment than the latter's 

The most complete studies covering both analysis (compare Exhibits 8 and 15). Some may 
project and occupancy costs are the McGraw object that recent events-e.g., the failure of 
Hill and Sternlieb analyses previously described. BURP, Philadelphia "Used House" Program, and 
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other rehabilitation programs-point to even a 
lesser rehabilitation cost advantage than indi
cated in the Sternlieb study. To satisfy such crit
ics we have hypothesized the values indicated in 
Exhibit 27, which, by comparing these values to 
the ones in Exhibits 25 and 26, paint a bleak pic
ture of rehabilitation's benefits. 

To return to our two empirical studies, ac
cording to the McGraw-Hili analysis, "gut" reha
bilitation would cost $18,000 per unit as compared 
to a $28,000 unit cost for new construction. 
(These figures have been updated to 1973 by 
being an inflationary cost factor (see Appendix 
B).) Based on these two figures we estimate that 
moderate rehabilitation would cost $9,000 and 
light rehabilitation $4,500 per unit (see Exhibit 25 
and Appendix B). According to the Sternlieb 
study, "gut" rehabilitation would cost $20,000 
per unit versus a $21,000 new unit cost. Based 
on these two parameters we estimate that mod
erate and light rehabilitation would cost $10,000 
and $5,000 respectively. (See Exhibit 26 and Ap
pendix B.) We assume the same values in our 
hypothetical PS's. (See Exhibit 27.) 

Determining M and D Values: According to 
the McGraw-Hili study, M, (the yearly difference 
in maintenance costs for rehabilitated as com
pared to new units) is $10 for "gut" rehabilita
tion, $60 for moderate rehabilitation, and $110 
for light modernization. (See Exhibit 25 and Ap
pendix B.) According to the Sternlieb study, M is 
$70, $100 and $120 for "gut", moderate, and 
light rehabilitation respectively. (See Exhibit 26 
and Appendix B). Our hypothetical M values are 
even larger. (See Exhibit 27.) 

We also can determine the D value (the 
yearly difference in rental between rehabilitated 
and new units) from the McGraw-Hili and Stern
lieb studies. According to the latter study, D is 
$1,000 for "gut" rehabilitation, $1,600 for moder
ate rehabiliation and $2,100 for light rehabilita
tion. According to the latter study, D is equal to 
o for "gut" modernization and is $100 and $120 
for moderate and light rehabilitation respectively. 
(See Exhibit 26 and Appendix B.) Our hypotheti
cal D values range from $500 for "gut" rehabili
tation to $1,200 for I ight rehabilitation. (See Ex
hibit 27.) (The "gut" figures have been updated 
to 1973 by using an inflationary cost factor (see 
Appendix B). The rest are estimated figures.) 

Determining the "i" Value It is far more 
difficult to determine what i value to utilize. 
Since we are trying to determine which strategy, 
rehabilitation or redevelopment, should be ef
fected by a public body, our "i" is the social 
rate of discount. There is little consensus though 

on the exact magnitude (I.e., the percentage 
rate) of the latter discount rate. In the words of 
William Baumol: 78 

Few topics in our discipline (economics) rival the so
cial rate of discount as a subject exhibiting simultaneously 
a very considerable degree of knowledge and a very sub
stantial level of ignorance. Economists understand thor
oughly just what this variable should measure: The 
opportunity cost of postponement of receipt of any benefit 
yielded by a public investment. They agree also on the 
components that should be considered in making up this 
figure: Primarily the welfare foregone by not having these 
benefits available for immediate consumption or reinvest
ment and (perhaps) a premium corresponding to the risk 
incurred in undertaking government projects. Above all, 
economists are quite generally in accord on the view that 
a very serious misallocation of resources can result from 
the use of an incorrect estimate of the value of this varia
ble in a cost-benefit calculation . Yet, while they agree that 
externalities can playa significant role in the matter, there 
is some considerable question even about the direction of 
these effects. There is substantial obscurity and divergence 
of views in discussions of the implications of differences (if 
indeed there are any) in the degree of risk that is incurred 
when a given project is undertaken by a private firm on 
the one side and by government on the other. And as a re
sult of these and other sources of shaky understanding of 
some basic principles, we are treated to what may, with lit
tle exaggeration be described, as a sorry spectacle-out
standing members of our profession providing in print esti
mates of the social discount rate ranging from four and 
one half to eight or nine percent. Some calculations by 
governmental agencies and others have even employed dis
count rates as low as three per cent 70 or have even dis
counted at a zero rate.''' Since the choice of investment 
projects can be so sensitive to the magnitude of this varia
ble, little help is provided to the decision maker who is 
confronted by such an enormous range of estimates. 

It would be beyond the scope of this paper 
to discuss fully the literature examining the so
cial rate of discount 81 or to determine what is 
the most proper rate. Instead we shall assume 
four different rates, 5, 7, 10 and 15 percent. We 
have assumed this range of values because we 
believe that discount rates either below .05 or 
above .15 are either too low or too high. 

Determining the n Value: There is also little 
consensus concerning the economic life of a re
habilitated unit. One recent article described 

18 William Baumol, "On the Social Rate of Discount," American 
Economic Review Vol. 58, 1968, p. 789. 

10 M. S. March, Discussion of a paper by Weisbrod, in Robert 
Dorfman (ed.), Measuring Benefits of Government Investments 
(Washington. 1965). 

80 H. E. Klarman, "Syphilis Control Programs," in Dorfman, Measur
ing Benefits of Government Investmenfs. 

"See also K. J. Arrow, "Discounting and Public Investment Cri
teria," in A. V. Kneese and S. C. Smith (eds.) , Water Research 
(Ba:timore, 1966); S. A. Marglin, "The Social Rate of Discount 
and the Optimal Rate of Inves'ment," Quarterly Journal of 
Economics, Feb. 1963, pp. 77, 95-112; A. K. Senus "Isolation, 
Assu ,ance and the Social Rate of Discount," Quarterly Journal 
of Economies, Feb. 1967; Gordon Tullock, "The SOCial Rate of 
Discount and the Optimal Rate of I nvestment: Comment," 
Quarterly Journal of Economics, May 1964. 
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how "real estate experts estimate the useful life 
of projects which have undergone total rehabili
tation to be approximately 25 years." 82 One 
New York State study estimated that the eco
nomic life after rehabilitation for a new-law fire
proof elevator building was 40 years, while 25 
years for both new-law elevator and walk-up 
structures was estimated. The study estimated a 
20 year life for old-law walk-up buildings.83 But 
there have also been instances of rehabilitated 
buildings being vandalized and abandoned in 
only a few years, e.g., the BURP project in 
Boston. 

Given the range of the supposed and actual 
economic life of rehabilitated units, we will make 
an educated guess in determining n. For the 
PS's derived from the McGraw-Hili study, we 
have assumed an n of 50 for new buildings, and 
n's of 35, 18 and 9 for the "gut," moderate, and 
light rehabilitated units respectively. For the PS's 
derived from the Sternlieb study, which we have 
accorded rehabilitation a lesser cost advantage, 
we have again assumed an n of 50 for new 
buildings but n's of 30, 15 and 8 for the "gut," 
moderate, and light modernized units respec
tively. The n's in our hypothetical PSs range 
from 7 to 25. (See Exhibits 25 through 27.) 

Determining the Other Values: We shall 
briefly describe how our other values were de
termined. Since the economic life of a new build
ing has been assumed to be 50 years, r, which is 
the depreciation percentage per year (assuming 
straight line depreciation) is .02. We have opera
tionally defined the value of T as the annual dif
ference between the Federal tax loss from 
depreciation under Section 167(k) versus de
preciation calculated according to a double 
declining balance schedule. This value is deter
mined in Appendix B. 

We now have determined all the values in 
our PS's, our basic data sets. What remains to 
be done is to "plug in" these PS's in our reha
bilitation (long-term) decision equations and to 
see whether in fact rehabilitation has a cost ad
vantage as compared to new construction. This 
we shall do in the next section. 

Applying the Rehabilitation Decision 
Equations 

Because of the multiplicity of our rehabilita
tion decision equations as well as our parameter 
sets, we shall not describe the application and 

82 Dennis Meir, " Tax Shelters and Real Estate : The Rehabilitation 
of Low Income Housing," Suffolk University Law Review Vol. 7, 
No.1, Fall 1972, p. 29 . 

83 New York State Temporary State Housing Rent Commission, 
Prospects for Rehabilitation, p. 102. 

operation of our equations on an individual basis; 
rather we shall summarize them in exhibit form 
and then discuss interesting trends and conclu
sions. We present two general forms of exhibits: 
The first (Exhibit 28) indicates whether the long
term new construction costs are greater than 
long-term rehabilitation expenditures, while the 
second (Exhibit 29) shows the actual magnitude 
of difference between these long term costs. We 
do not include the results of the RIC > equations 
(equations B, D, F, H) because, as the latter are 
derived from our C> equations (equations A, C, ' 
E, G) they exhibit similar trends and come to 
similar conclusions as the C> equations. 

Examining Our Findings 

Overview: Looking at Exhibit 28, we see that 
long-term new construction costs are frequently 
higher than long-term rehabilitation outlays. (This 
situation is indicated by a Y). But we also can 
see that rehabilitation is not always cheaper and 
that there are many groupings or clusterings of 
"N's" indicating redevelopment's cost advantage. 
Similarly, looking at Exhibit 29, we see that, in 
many cases rehabilitation's cost advantage is 
quite substantial. But we also see clusters where 
rehabilitation's cost advantage is quite small and 
cases where redevelopment is cheaper. 

To examine whether the differences we have 
just described are merely random occurrences 
or whether they follow certain patterns we shall 
examine our findings more closely. Specifically 
we shall inquire whether there are differences 
between our three major PS groupings (i.e. , 
those derived from the McGraw-Hili, [PS1-PS12], 
Sternlieb, [PS13-PS24] and hypothetical analy
ses [PS24-PS36]) as well as differences within 
our three major PS groupings. 

Differences Between the Three PS Group
ings: Looking at Exhibit 28 we see that rehabili
tation decision equations based on the McGraw
Hill study [PS1-PS12j frequently reveal rehabili
tation to be cheaper than redevelopment. Reha
bilitation's cost advantage declines however (i.e., 
the number of N's increase in our second (Stern
lieb) IPS grouping). This latter trend is accel
erated in our th ird (hypothetical) PS grouping. 

We can gain a better picture of rehabilita
tion's declining cost advantage as we go from 
the McGraw-Hili to the hypothetical PS grouping 
by looking at Exhibit 29. As an illustration, reha
bilitation, according to the McGraw-Hili PS 
grouping can have a maximum $17,552 cost ad
vantage over redevelopment (according to Equa
tion A using PS8 values) . In our second (Stern
lieb) PS grouping, rehabilitation's maximum cost 
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Exhibit 28. Are Long Term New Construction Exhibit 29. Diffe.rences Between Long Term 
Costs Higher Than Long Term New Construction and Rehabilitation 
Rehabilitation Costs? Costs: Specifics 

v YES' N = NO' (New Construction Cost - Rehabilitation Cost = 
Listed Numbers ') 

Parameter Sets For Equations (See Exhibit 24) 
Parameter Sets For Equations (See Exhibit 24)(PS) (See Exhibits 

(PS) (See Exhibits25 to 27) A C E G 
25 to 27) A C E G 

McGraw-HIli Parameter 
McGraw-HIli Sets (See Exhibit 25) 
Parameter Sets 

Light Rehab (See Exhibit 25)
PSl V V N N 

Light RehabPS2 V V N N 
PSl $ 8,700 $ 7,918 $- 7,009 $- 7,406PS3 V V V V 
PS2 11,011 10,295 3,387 3,863PS4 V V V V 
PS3 13,763 13,129 1,035 489Moderate Rehab 
PS4 16,973 16,448 6,428 5,840PS5 V V N N 

ModeratePS6 V V N N 
Rehaby 

PS5 11,554 10,852 7,851 8,645
PS7 V V V 
PS8 V V V V 

PS6 13,698 13,095 3,000 3,952Gut Rehab 
PS7 15,777 15,285 2,163 1,041PS9 V V N N 
PS8 17,552 17,184 7,380 6,203PS10 V V N N 

Gut RehabPS11 Y Y N N 
PS9 8,477 8,313 8,061 9,385PS12 V Y V Y 
PS10 9,213 9,084 3,863 5,540

Sternlieb Parameter PS11 9,701 9,605 40 1,860
Sets (See Exhibit 26) PS12 9,937 9,871 3,254 1,292 
Light Rehab Sternlieb yPS13 Y N N Parameter Sets yPS14 Y N N (See Exhibit 26) 

PS15 Y Y Y Y 
Light RehabPS16 V Y V V 

PS13 4,061 3,285 3,178 3,597Moderate Rehab 
PS14 5,734 5,017 954 1,460y y N N 
PS15 7,771 7,131 1,795 1,209

PS17 
PS18 Y V Y N 

PS16 10,233 9,695 5,208 4,572PS19 V V V Y 
ModeratePS20 Y V Y V 
RehabGut Rehab 

PS17 3,929 2,891 2,299 3,182PS21 N N N N 
PS18 5,672 4,761 207 850PS22 N N N N 
PS19 7,481 6,720 2,917 1,704PS23 V Y N N 
PS20 9,193 8,609 5,685 4,377PS24 V Y V N 

Gut Rehab 
Hypothetical Parameter PS21 944 2,020 2,020 3,344
Sets (Exhibit 27) PS22 103 972 972 2,559 
Light Rehab PS23 519 141 141 1,961 

PS25 V Y N N PS24 873 414 414 1,548 
PS26 Y N N N Hypothetical
PS27 V V N N Parameter Sets yPS28 Y V V (Exhibit 27) 

Moderate Rehab 
Light RehabPS29 Y V N N 

PS25 3,165 1,776 5,167 5,609PS30 V Y N N 
PS26 4,753 3,460 3,007 3,534PS31 Y Y N N 
PS27 6,732 5,564 278 885PS32 V V V V 
PS28 9,211 6,212 3,220 2,584 Gut Rehab 

ModeratePS33 N N N N 
RehabPS34 N N N N 

PS29 2,759 880 8,513 9,396PS35 V N N N 
PS30 4,551 2,880 5,478 6,535PS36 Y N N N 
PS31 6,499 5,078 2,025 3,238 
PS32 8,474 7,358 1,775 467'A yes response Indicates that rehabilitation would be 


preferable in terms of costs as compared to new 
 Gut Rehab 
construction. 2,101 4,074 -12,445PS33 -11,121 

• A no response Indicates that new construction has a cost PS34 935 2,566 8,393 9,980 
advantage as compared to rehabilitation and therefore PS35 31 1,240 - 5,778 - 7,598 
the former policy would be preferable from a cost PS36 681 244 - 3,456 - 5,418 
perspective. 

Source: Application of rehabilitation decision equations. 1 A plus number indicates that new construction is costlier 
than rehabilitation; a minus number indicates that the 
opposite Is true. 

Source: Application of rehabilitatiOn decision equations. 
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advantage declines to $10,233 (according to 
Equation A, using PS16 values). In our third (hy
pothetical) PS grouping, rehabilitation's maxi
mum cost advantage drops to $9,211 (according 
to Equation A using PS28 values). 

This decline in rehabilitation's cost advan
tage as we go from the McGraw-Hili to the hypo
thetical PS groupings is expected. The McGraw
Hill study accords rehabilitation significant 
advantages, e.g., initial cost savings and only a 
slightly higher maintenance cost. The Sternlieb 
study also accords rehabilitation cost savings 
but not so great as the McGraw-Hili analysis; the 
former analysis accords rehabilitation only a 
small, initial project cost advantage and slightly 
higher maintenance costs. Our hypothetical pa
rameter set assumes even a smaller rehabilita
tion cost advantage; it not only accords rehabili
tation a slight initial cost advantage but also 
considers that this housing strategy will produce 
units with short economic lives and high mainte
nance costs, etc. Given these three evaluations 
of rehabilitation underlying our three major pa
rameter sets, it is no wonder that there is a con
comitant difference in their evaluation of rehabili
tation's long-term cost advantage. 

Differences Within the Three PS Groupings: 
There are also differences within the PS 
groupings. Specifically there are variations be
tween the different equations as well as differ
ences in the different levels of rehabilitation
light, moderate, and gut. The equations' 
differences are that rehabilitation's cost advan
tage declines as one proceeds from Equations A 
through G. This situation is expected because 
Equations A through G differ in that each equa
tion calculates an additional expenditure in
curred because rehabilitation was effected, e.g., 
higher maintenance costs, greater Federal tax 
loss, etc. 

When we turn our attention to the different 
levels of rehabilitation, light, moderate, and gut, 
we also discover differences. The first is that 
within each rehabilitation level (light, moderate, 
or gut), as our PS values increase, rehabilita
tion's cost advantage also increases. As an illus
tration, Equation A accords rehabilitation a 
$8,700 cost advantage if we calibrate this equa
tion according to PS1 values, an $11,011 cost 
advantage according to the PS2 values, a 
$13,763 cost advantage according to the PS3 
values, and a $16,973 cost advantage according 
to the PS4 values. Why should this occur? The 
reason is that within each rehabilitation level the 
four PS values differ only by discount rates, 
each successive PS using a higher discount rate. 

As the discount rate increases the present value 
of rehabilitation's additional expenditures (higher 
maintenance costs, etc.) decreases, thus improv
ing rehabilitation's cost position as compared to 
redevelopment. 

The second difference lies between the dif
ferent levels of rehabilitation. In general, as we 
increase the level of rehabilitation we decrease 
rehabilitation's cost advantage (or increase this 
housing strategy's cost disadvantage). (This is 
especially true for Equation A and those equa
tions closest to A, e.g., Equation C.) This dispar
ity is especially pronounced for the rehabilitation 
situation depicted by the Sternlieb and hypotheti
cal analyses. As an illustration, Equation A 
calibrated according to PS values derived from 
the Sternlieb analysis yields a maximum $10,233 
cost advantage for light rehabilitation as com
pared to redevelopment (using PS16 values). 
This cost advantage drops to $9,193 (using PS20 
values) for moderate rehabilitation, and to $873 
(using PS24 values) for gut rehabilitation (see 
Exhibit 29). 

There is a slightly different scenario when 
we calculate rehabilitation's costs using values 
derived from the McGraw-Hili study. According 
to this study, rehabilitation's cost advantage is 
more pronounced for moderate as compared to 
light rehabilitation but is least pronounced for 
gut rehabilitation. As an illustration, Equation A 
calibrated according to values derived from the 
McGraw-Hili analYSis yields a maximum $16,973 
cost advantage for light rehabilitation (using PS4 
values), a $17,552 cost advantage for moderate 
rehabilitation (using PS8 values), but a $9,937 
maximum cost advantage for gut modernization 
(using PS12 values). (See Exhibit 29.) We will 
shortly examine why more extensive rehabilita
tion generally costs more than moderate rehabili
tation. 

Policy Analysis 

We saw from the previous section that reha
bilitation's cost-benefit varied depending on such 
factors as which discount rate or rehabilitation 
decision equation we chose to use. We effected 
such a broad analysis in order to formulate the 
basic structure of how rehabilitation decision 
equations could be calibrated and applied. To 
make policy, however, we do not have the lUxury 
of continuing to include all of our variables but 
must decide which variables are most important 
and appropriate. In this section we shall discuss 
what we believe are the most appropriate varia
bles and then decide, given the rehabilitation-re

.....~.- .. 
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development's relative costs, which strategy is 
most efficient. 

Deciding on an Appropriate Discount Rate 
and Rehabilitation Decision Equation: From our 
four discount rates (.05, .07, .10 and .15) we, for 
the purpose of policymaking, will use the .07 
rate, i.e., about midway between the range of the 
discount rates we have discussed. We also shall 
use Equation G as our rehabilitation decision 
equation. We do this because this equation in
cludes many of rehabilitation's hidden costs, 
(e.g., higher maintenance costs) that some of the 
other equations do not include. 

Deciding Which Basic Parameter Set is 
Most Appropriate: The next decision we have to 
make is which of our three basic parameter sets, 
those derived from the McGraw-Hili, Sternlieb, or 
hypothetical analyses most closely parallels the 
"real world." This is a crucial but difficult ques
tion to answer because the real world of urban 
neighborhoods can differ considerably; there are 
at least three different typologies of neighbor
hoods: basically stable neighborhoods, neighbor
hoods in downward transition, and blighted 
areas with increasing evidence of abandonment. 
(A HUD task force report by George Sternlieb 
and Jim Hughes has listed and described five 
different neighborhood stages.) 

In our evaluation, the McGraw-Hili study 
may very well represent conditions in basically 
stable urban neighborhoods, the $ternlieb study 
may very well describe a basically stable neigh
borhood with some evidence of transition, and 
our hypothetical values may very well reflect 
conditions in blighted neighborhoods. We then 
can use all three of our basic parameter sets for 
evaluating rehabilitation policy in three different 
categories of neighborhoods. 

Policy Implications 

Overview: In general redevelopment is less 
costly over the life of the improvement but the 
former's cost advantage varies by neighborhood 
and the level of rehabilitation effected. Redevel
opment has the largest cost advantage when 
compared to extensive levels of rehabilitation 
(gut rehab) effected in blighted neighborhoods. 
Redevelopment's cost advantage declines when 
compared to moderate rehabilitation effected in 
transitional neighborhoods. Redevelopment has 
the least cost advantage when compared to light 
rehabilitation effected in stable neighborhoods. 
(See Exhibit 30.) 

The marginal increase in housing amenities 
-e.g., lower housing maintenance cost and 

Exhibit 30. Does Rehabilitation Have a Cost 
Advantage Over New Construction 

Redevelopment's 
long Term 

Cost 
Advantage 

Neighborhood level of as Compared 
Stage Rehabilitation to Rehabilitation 

Stable light 
Moderate 
Gut C>

c: 
·iii Basically Stable but light 
OJ 

Showing Some Signs Moderate ~ 

of Transition Gut U 


c: 
Blighted with light I 

Increasing Evidence Moderate I 

of Abandonment Gut ~ 


Source: Application of rehabilitation decision equation G, 

assuming a 7 percent discount rate (see text). 


longer housing unit economic life-is generally 
greater with redevelopment as compared to re
habilitation. But redevelopment's marginal amen
ity increase advantage (as compared to rehabili
tation) declines as neighborhood conditions 
improve and as more moderate levels of rehabili
tation are effected. Why should the above scena
rio occur? To answer this we must consider a 
number of factors and conditions. 

Rehabilitation Strategy-Neighborhood Anal
ysis: Discussion. There may be basic re
straints on the level of housing amenities achiev
able by even extensive modernization; there may 
be limits on the increase in economic life, im
proved maintenance, etc., that a gut rehabilitated 
unit can achieve. It is likely that the marginal 
increase in housing amenities per dollar ex
pended is higher with light and moderate reha
bilitation as compared to gut modernization. (We 
should not forget that even light rehab's compar
atively high marginal increase in housing 
amenities may still be less than the marginal 
amenity increase achievable by redevelopment.) 

The lighter rehabilitation's higher marginal 
amenity increase is accentuated in more stable 
neighborhoods. In such areas, because the so- • 
cial and physical forces impacting upon housing 
are slight, light rehabilitation's ability to improve 
housing amenities may be especially marked. In 
poorer neighborhoods, light rehabilitation's abil
ity to improve housing amenities at a compara
tively low cost will often diminish. Therefore, 
light and moderate rehabilitation is often most 
efficient when effected in better neighborhoods. 
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A similar scenario may prevail with more ex
tensive rehabilitation. The latter, as described, 
has a generally less favorable ability to increase 
marginal housing amenities for each dollar ex
pended as compared to the lighter modernization 
modes. This drawback, though present in stable 
neighborhoods, is especially marked in blighted 
areas. Why should this occur? The basic reason 
is that the adverse social forces in such housing 
benefit in terms of maintenance savings, etc., 
achievable by rehabilitated as opposed to unre
habilitated units. These maximum housing bene
fits may be more closely reached at a lower cost 
by less extensive forms of rehabilitation (even 
though redevelopment in blighted neighborhoods 
will often achieve these and higher housing ben
efits at a lower long-term cost) as opposed to 
gut rehabilitation, which will achieve only slight 
marginal housing benefits for its greater dollar 
outlay. 

In essence, blighted neighborhoods are best 
supported by the two ends of the strategy spec
trum: light rehab thus minimizing investment, or 
massive efforts at regeneration of a scale to en
sure their longevity. And the former may have 
more psychological then economically sustained 
effect. 

Rehabilitation Strategy-Neighborhood Analy
sis: Graphic Analysis: The above discussion may 
be presented graphically and the implications for 
policy be more clearly defined by the graphs in 
Exhibit 31. These graphs are roughly based on the 
findings of our rehabilitation decision equations 
depicting the increase in housing benefits as ex
penditures increase for redevelopment and for 
light, moderate, and gut rehabilitation . To illustrate 
the housing cost-benefits we have drawn straight 
lines indicating the relationship between these two 
variables. Comparatively steep lines indicate 
sharply rising housing amenities for each dollar 

Exhibit 31 
Housing Cost-Benefits of Different Rehabilitation Levels Effect in Different Neighborhoods 

New 

Stable ~construction 
neighbOrhOOd~ 

Housing 
amenities.!J .... 

Housing cost 
Declining 
maximum housingDecreasing slopes --------____--+. 
amenities 

Stable- ~ transition 
neighborhoods 

Decreasing slopes--------------+. 

Blighted I / LLL"'~'m"""'. ~ 

11 By increasing housing amenities we mean increasing unit economic life, reduced maintenance costs, etc. 
See text for more details. 

Note: Slopes have been drawn to indicate rough interrelationships and should not be interpreted literally. 
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expended. Lines drawn at comparatively shallow 
slopes indicate the reverse. 

Rehabilitation will be preferable to redevel
opment if the slope of our rehabilitation cost
benefit curve is greater than the slope of the 
redevelopment cost-benefit slope. From our re
habilitation decision equations we never find this 
to be true. But the disparity of the steepness of 
the slopes is pronounced in particular situations; 
specifically it is most pronounced for the most 
extensive rehabilitation modes effected in 
blighted neighborhoods and least pronounced for 
less extensive rehabilitation effected in better 
neighborhoods. 

Our graphs also indicate that the maximum 
housing amenities achievable through either re
development or rehabilitation decline as one 
goes from stable to blighted neighborhoods. 

Policy Decisions 

Based on the above findings, redevelopment 
is less costly than a rehabilitation strategy. 
Therefore, the former strategy should be 
stressed over the later housing approach. If re
habilitation programs are to be continued, there 
should be a stress on lighter forms of moderni
zation effected in better neighborhoods because 
under such conditions redevelopment has only a 
slight cost advantage as compared to rehabilita
tion. 

It is important to realize two considerations. 
While redevelopment appears to have a cost ad
vantage as compared to rehabilitation, this ad
vantage is often quite small in terms of its entire 
magnitude and especially on an annual basis. As 
an illustration, rehabilitation decision equation G 
calibrated according to the Sternlieb PS18 
values · reveals that on a long-term basis, rede
velopment is $850 cheaper than moderate reha
bilitation. Obviously this is only a small total cost 
saving. Additionally, if we divide this $850 saving 
by 15-the economic life of a moderately reha
bilitated unit (see Exhibit 26)-the $57 yearly 
saving that we obtain is also quite small. Hence 
if we stress new construction over rehabilitation 
in order to achieve housing cost savings, we 
should realize that frequently we shall achieve 
only small total, and even smaller yearly, sav
ings. 

, 
A second consideration is that in some situ

ations redevelopment's cost advantage was par
tially due to the larger Federal tax resulting from 
the section 167(k) rapid write-off. This tax 
provision can be used only until January 1,1975. 
Unless this deadline is extended by Congress, 

redevelopment's cost advantage will decline and 
in some situations will disappear. We should re
alize that a policy of stressing redevelopment 
will not produce as large savings and for some 
levels of rehabilitation effected in certain neigh
borhoods will produce almost negligible saving 
(for example, light rehab effected in blighted 
neighborhoods if we assume the PS27 values of 
moderate rehab effected in stable-transition 
areas [if we assume PS18 parameters)) if the 
section 167(k) provisions are terminated in 1975. 

Further Reflection 

Additional reflections are also warranted. 
The above conclusions (as in our first chapter) 
are based solely on the objective of producing 
housing at the lowest cost, whether this can be 
done through rehabilitation and redevelopment. 
It ignores (as stated our first chapter) rehabilita
tion's alleged social benefits, e.g., that it can 
serve as a valuable manpower training vehicle, 
etc. But we have also ignored a number of non
social factors that, if considered, may reduce re
habilitation's relative cost as compared to rede
velopment. These factors are discussed below. 

Maintaining Housing Capital Value: We have 
not considered that rehabilitation, especially in 
its more moderate levels, may serve a valuable 
function as a saver of housing capital value. In 
other words, a housing unit located in a transi
tion neighborhood and worth. $15,000 today may 
lose most of its value through owner neglect, 
etc., if its owner is not forced (or encouraged) to 
maintain code standards (light rehabilitation). 
Rehabilitation's role as a saver of housing capi
tal value may be quite important if we believe 
that rehabilitation has a "chain reaction" psy
chological effect, i.e., one property owner bring
ing his building up to code standards may in
duce other property owners to do the same, thus 
stabilizing entire neighborhoods. Unfortunately 
there is no definitive data on the magnitude of 
the housing capital value that can be saved from 
erosion through effecting a rehabilitation strat
egy. 

Housing Dislocation Differences: Another 
factor that would reduce rehabilitation's relative 
cost is the housing dislocation differences be
tween rehabilitation and redevelopment. Both of 
these housing strategies cause at least tempo
rary dislocation problems with the concomitant 
public cost involved with relocation, etc. Rehabil
itation, generally causes less extensive (i.e., 
more temporary) dislocation problems than rede
velopment. As an illustration, a family dislocated 
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from a property that is rehabilitated may be 
housed in a hotel for months at public expense. 
A counterpart family dislocated because of new 
construction may be similarly housed but for a 
larger period. To the extent that rehabilitation 
qauses less extensive relocation problems (than 
redevelopment) and to the degree that these 
lessened difficulties produce savings in public 
relocation expenditures (as compared to redevel
opment), then rehabilitation would have a cost 
advantage. 

We could extend our rehabilitation decision 
equation approach by considering this housing 
dislocation difference. But since we lack any 
data concerning the dollar magnitude of the pub
lic relocation savings resulting from rehabilita
tion's relocation advantage, we did not do so. 

Public Infrastructure Advantages: Other re
habilitation versus redevelopment cost 
components could also be examined. As an illus
tration, the latter strategy, if it is to be effected 
only on open lots, will often be concentrated on 
the peripheral regions of urban areas where 
such lots are available. In contrast, the former 
strategy can be, and often is, effected in more 
central locations. Consequently, rehabilitation 
may help reduce or would tend to minimize 
urban sprawl and decentralization and the con
comitant costs of such decentralization, e.g., re
quiring the construction of new transportation, 
recreation, school, and other public facilities, 
etc. This ignores that new construction built in 
outlying areas, while possibly requiring the con
struction of public facilities, also has compensat
ing benefits, e.g., closer access to jobs that are 
decentralizing from central business districts, the 
reduction of pollution, etc. In fact a number of 
recent court decisions have concluded that 
housing decentralization (especially to suburban 
areas) should be emphasized. (See George 
Sternlieb and David Listokin, "Zoning-Exclu
sionary Zoning: State of the Art, Strategies for 
the Future," paper submitted to HUD Housing 
Review Task Force, May 1973.) In contrast, rede
velopment would tend to accentuate urban de
centralization and the related costs of such a 
movement. 

A number of individuals have emphasized 
that rehabilitation's ability of taking advantage of 
a developed infrastructure, e.g., roadS, schools, 
should be considered in rehabilitation-redevelop
ment cost analyses. In a reply to a HUD Policy 
Review Task Force questionnaire, the National 
Housing Rehabilitation Association, for example, 
argued that: 

. . . the cost factors used for new construction did not 
recognize the cost of land markdowns, costs of new utilities 
and municipal services and schools, of any which make the 
cost of new construction much higher to the Nation than 
rehabilitation, which reuses existing facilities. 

If accurate cost figures for infrastructure 
savings could be obtained, then these would be 
included in the rehabilitation decision equations. 
As an illustration, if we could calculate E, Tn and 
P as defined below, then we could extend our 
most complete rehabilitation decision equations 
(Equations G and H) as follows: 

Rehabilitate if 
C > [R + C (1 - nr)/(1 + i)n + M (1 - (1 + i)-n)1i 

+ D (1 - (1 + i)-n)/i + :n (1)/(1 + i)nl 

+ E (1 - (1 + i)-na)/i + Tr (1 - (1 + i)-nali + 


P (1 - (1 + i)-na)/i] 
where 
E = Annual cost of an educational facility built to 
serve the residents of new construction, a facility 
that would have been unnecessary had rehabilita
tion been effected. 
Tr = Annual cost of transportation facilities built 
to serve the residents of new construction, facili 
ties that would have been unnecessary had reha
bilitation been effected. 
P = Annual cost of parks and other recreation fa
cilities built to serve the residents of new con
struction, facilities that would have been unneces
sary had rehabilitation been effected. 
ng = Capitaliza~ion or other cost paying period of 
the indicated facility, e.g., education, transporta
tion, and recreation facilities. 

Alternatively, we could express this last de
cision equation in an RIC form as follows: 

Rehabilitate if 
RIC < [1 - (1 - nr)/(1 + i)n - M(1 - (1 + i)-n)1 
i/C - D(1 - (1 + i)-n/i/C - ~T (1/(1 + i)VC) 

- E (1 - (1 + i)-na)/i/C - Tr (1 - (1 + i)-na)/i/C 
- P (1 - (1 + i)-na)/i/C] 

We did not include the likely higher public 
infrastructure costs resulting from a policy of re
development (and its related decentralization 
emphasis) as compared to a rehabilitation policy 
(and its frequent centralization focus) in our re
habilitation decision equations. This omission is 
prompted by the near impossibility of measuring 
the infrasturcture saving of rehabilitation; public 
facilities are usually built because of slowly ris
ing demand over a number of years rather than 
because a new housing development rather than 
rehabilitation was constructed. 

But our omission of rehabilitation's probable 
infrastructure savings should not be ignored. We 
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therefore consider the conclusions reached from 
our rehabilitation equations A through G as 
being the most comprehensive, given the availa
bility of current data. We must realize, though, 
that further research into measuring some of re
habilitation's indirect cost benefits,e.g., infras
tructure saving is needed. When such data are 
obtained and applied in the modified rehab ilita
tion decision equation as outlined above, it may 
very well modify this chapter's conclusion that 
redevelopment is frequently cheaper than reha
bilitation. 

Conclusion 

This section has focused on the long term 
costs of rehabilitation versus redevelopment. It 
established a series of rehabilitation decision 
equations for deciding when this housing policy 
is warranted. It then calibrated these equations 
and concluded that redevelopment is frequently 
preferable to rehabilitation. It also discussed cer
tain costs and other variables not included be
cause of such reasons as the nonavailability of 
needed data and the need for further research to 
obtain such data. 

Rehabilitation-Redevelopment 
Cost-Benefit Analysis: 
The Midrange Approach 

Introduction 

To recapitulate our analysis: We first ef
fected a rehabilitation-redevelopment cost analy
sis looking at initial (project) costs of these 
housing strategies. Because an initial cost ap
proach can be misleading, we then effected a 
long term cost analysis. But the latter analysis
while perhaps giving us the truest picture of rel
ative housing costs-also requires a considera
ble amount of data that are not easily available 
now, e.g., relative economic . life of new versus 
rehabilitated units, etc., or that is not available at 
all, e.g., rehabilitation's public infrastructure sav
ing. 

In this section we discuss a middle-range 
cost-benefit analysis which lies midway-in 
terms of the number of cost components it eval
uates as well as the term of its analysis-be
tween the short and long term approaches (See 
above) . The middle-range cost-benefit analysis 
gives us a better insight into housing program 

costs than the short term approach. While the 
reverse is true when we compare the middle
range approach to the long term cost methodol
ogy, the former strategy has the benefit of being 
able to take advantage of more readily accessi
ble data. 

Specifically, we shall describe a comprehen
sive and lucid housing cost analysis by Arthur 
Solomon8 4 that we believe to be midrange in 
nature. We shall examine Solomon's methodol
ogy and present his findings relating to the rela
tive cost of redevelopment versus rehabilitation. 
We shall also compare Solomon's cost findings 
to the conclusions of our short term and long 
term analyses and then discuss the policy impli
cations of our analyses. 

Midrange Cost-Benefit Analysis: 
Methodology 

One of the objectives of Solomon's analysis 
was to answer what is the least expensive (most 
cost effective) method of providing low income 
families with adequate shelter. To do this Solo
mon compared the monthly full economic costs 
of building a two bedroom unit in Boston (1970) 
under various housing programs, e.g., public 
housing and leased housing. (The full economic 
cost includes the overall value to the economy 
of the resource inputs, e.g., land, labor, and cap
ital used in housing. It includes both public and 
private inputs. The monthly full economic cost 
differs from the monthly occupancy cost in that 
the former includes only direct monthly carrying 
expenses while the later includes indirect gov
ernmental expenditures, e.g., housing program 
administrative expenses, tax losses, etc., as 
welL) These costs were then broken down into 
capital and operating expenditures. 

To Illustrate Solomon's methodology we will 
cite his analysis 8 5 of leased housing's monthly 
full economic cost. 

For leased housing, as with conventional public hous
ing , we estimate the monthly economic cost of a two-bed
room unit in Boston in 1970. When the local housing 
authority leases existing private units there are operating and 
administrative costs but no capital costs. However, there are 
capital costs in those instances when private developers 
and real estate owners are willing to construct new units, 
reconstruct vacant units or el iminate housing code violations 
in response to program incentives. Whenever these private 
investments are undertaken, moreover, there are federal 
tax losses from accelerated depreciation . Because the mag
nitude of these private costs and tax losses varies with the 

... Arthur Solomon, The Cost Effectiveness 01 Subsidized HousIng, 
Working Paper No. 5 (JOint Center for Urban Studies of the 
Massachusetts Institute 01 Technology and Harvard University, 
February 1972). 

., Ibid., pp. 9-13. 
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amount of construction or rehabilitation involved, we must 
decompose our cost calculations into three program sub
catebories, namely, leasing with existing, rehabilitated and 
newly constructed units. 

The cost of leasing an existing dwelling consists 
of the expenses incurred in managing, maintaining and 
operating the unit as well as the government's adminis
trative overhead. Unlike public housing, it is not neces
sary to make an adjustment for property tax subsidies 
since private owners pay full property taxes under the 
short-term Section 23 program. 

Since we are making separate cost estimates for the 
leasing of existing, rehabilitated and newly constructed 
units, we prorate the federal and local administrative 
costs among the program subcategories in accordance with 
their respective share of the total number of leased housing 
units. As government administrators gain more experience 
with the leasing program and more units are added to the 
leased housing stock, there may be some economies of 
scale which would lower the per unit administrative costs. 

Since the private capital cost of bringing marginally 
substandard units up to code requirements is minimal, we 
exclude capital costs from this calculation. Thus, with a 
per unit federal overhead cost that is one-third the cost of 
administering public housing, we estimate the total monthly 
cost of Section 23 leased housing-with existing units. 

For the leased housing units involving either rehabilita
tion or new construction, we add the capital costs to the 
administrative and operating costs. The federal and , local 
administrative costs, as previously mentioned, are prorated 
according to the number of units under each subcategory. 
In addition, we include the forgone federal revenue from 
"accelerated" depreciation since this involves real costs to 
the economy. 

The average cost for the substantial rehabilitation of 
multif.amily housing accomplished under an agreement with 
the BHA was $8,412 per unit, in 1970 prices. For the purpose 
of converting this capital cost to a monthly basis we assume 
a twenty-five year, 8 percent mortgage. Thus, the monthly 
capital cost for amortization and interest is $65. 

Since the 1969 Tax Reform Act provides a special five
year write-off of expenditures incurred in rehabilitating 
rental housing, which reduces the capital cost to the in
vestor, the amount of this tax subsidy should be included 
in our calculation . We compute the value of this foregone 
federal revenue by establishing the depreciation schedules 
for both the accelerated sixty-month and straight-line de
preciation methods over the actual useful life, calculating 
the annual differential and multiplying this differential by 
the marginal tax rate of real estate investors. The amount 
of the depreciation differential is valued more highly in the 
early years, 50 it would bias our cost estimates to include 
the value of the tax loss in the first year, 1970. In fact, 
as Exhibit B-8 indicates, the large tax shelter created during 
the first six years becomes a tax liability after the rehabili
tation improvements are fully depreciated. To avoid the bias 
entailed in using the value of the tax loss for any single 
year we take the average of the annualized discounted 
present val ues. 

In calculating the present value of the tax shelter (or 
forgone federal revenue) we inClude the deductions for in
terest payments, real estate taxes and other expenses in
curred during the construction period. We assume that these 
deductions are equal to 10 percent of the total construction 
cost. Also, we include the tax revenue from the sale of the 
property, which offsets some of the earlier tax losses. For 
this purpose, we assume that the property, is sold at the 
end of the twentieth year for the amount of the remaining 
mortgage balance. Applying the forgoing . methodology (see 
Exhibit B-8) we find that the average annual discounted 

present value-using a 10 percent discount rate-is $88, 
and the mothly value is approximately $7.50 (see Exhibit 32) . 

The same approach is used to calculate the monthly 
economic costs of Section 10(c) leased housing-with new 
construction, with two modifications. First, the city makes a 
property tax exemption available to the long-term leasing 
program. Thus, we have to add the val ue of the forgone 
property taxes to the operating costs in order to determine 
the full economic cost of the program. The local property 
tax exemption is $16.50 per unit, which is added to the 
$6.10 per unit actually paid by the owners of the leased 
housing dwellings. We include this additional $16.50 as part 
of the total monthly cost, since actual property tax pay
ments are already accounted for in the operating costs. 

Secondly, the mortgage term and capital costs of the 
rehabilitation and new construction programs are different. 
The monthly capital costs of new construction are cal
culated on the basis of the amortization and interest pay
ments on a forty-year, 8 percent mortgage for $15,512. This 
amount is also used as the depreciable base for the com
putation of the tax 1055 (forgone federal revenue) as well 
(see Exhibit 33). 

But Solomon was also interested in deter
mining what proportion of the total cost of hous
ing produced under various Federal housing pro
grams is subsidized by the Government, what 
percent is subsidized locally and what proportion 
is first paid for by the housing consumer.86 In 
other words, Solomon wished to determine the 
program (governmental) costs of the various 
housing programs as well as the private (non
governmental, i.e" tenant outlays) expense, 

To answer this, housing expenditures were 
first broken down into a Federal outlay compo
nent by considering such factors as direct Fed
eral subsidy of capital costs, forgone Federal 
revenue from certain tax provisions (e,g., 167(k) 
to encourage housing investment) as well as 
Federal administrative expenses. Next, local 
costs were estimated by calculating the differ
ence between the full property taxes that a lo
cality would have received from a publicly subsi
dized housing unit and the PILOT (payment in 
lieu of taxes) it actually receives, as well as 
local administrative expenditures, Finally, the 
tenant's cost was estimated by calculating such 
factors as the housing unit's operating cost. 
(This was done for public housing.) To illustrate 
how housing costs were broken down into Fed
eral, local, and tenant outlays, we shall cite Sol
omon's calculations of these component costs 
for a public housing unit as follows: 87 

The cost of providing a newly constructed two-bedroom 
conventional public housing unit in Boston in 1970 was 
$215.50 per month. This total cost was allocated among 
the tenants, the federal government and the local govern
ment. The federal government pays the full capital cost of 
conventional or Turnkey public housing developments 

.. Ibid., p. 3. 
8T Ibid., p. 19. 
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through its retirement of the local housing authority's (LHA) 
forty-year serial bonds. In addition, the federal government 
offers a tax exemption on the bonds in order to lower the 
capital costs. The tax loss or forgone federal revenue 
created by this exemption represents another federal cost. 
For authorities with an operating deficit, the federal govern
ment makes an additional direct payment of $120 per annum 
for each family that is elderly, displaced by public action, 
extra large, or unusually poor. And in recent years the 
Congress has authorized annual contributions to modernize 
substandard projects and to alleviate the burden of ex
cessive rents. This later provision (the so-called Brooke 
Amendment) obligates the federal government to pay the 
LHA an amount equivalent to the difference between 25 
percent of a household's net income and their project rent, 
if this exceeds one-fourth of household income. Finally, 
there is an additional direct expenditure for federal adminis
trative costs. 

Although the federal government pays the entire capital 
costs, the federal administrative costs, and a limited portion 
of the local operating cost, the public housing tenants 
finance most of the operating costs through their rental 
payments. Tenant rent payments are set at a fixed propor
tion of net income, 22.8 percent in Boston. The local gov
ernment provides the final operating cost subsidy through 
its property tax abatement. Instead of paying full property 
taxes, the housing authority makes a payment in lieu of 
taxes. The difference between full property taxes and the 
PILOT is the cost assumed by the municipal government. 

Midrange Cost Benefit Analysis: Findings 

Exhibits 32 through 35 present Solomon's 
findings on the monthly capital, and operating 
and administrative expenditures of new versus 
rehabilitated units constructed under various 
Federal housing programs. The allocation of 
these costs to the Federal, local, and tenant 
components is indicated by Exhibit 36. We can 
make the following conclusions from these ex
hibits: 

1. In general, subsidized rehabilitated units' 
full economic cost is only slightly cheaper than 
newly constructed units. In the leased housing 
program, rehabilitated units have a $33 per 
month or 16 percent cheaper monthly cost than 
leased new housing. There is even a smaller dis
parity, $10 or 5 percent, in the monthly costs of 
the rehabilitated versus new 221 (d)(3) and 236 
units. 

2. The tenant of rehabilitated units does not 
gain from this unit's total lower monthly costs; 
his monthly payment is the same as that paid by 
the tenant of a new unit (see Exhibit 36). 

3. In contrast, the Federal Government's 
program cost is slightly lower for subsidized re
habilitated versus new units. Specifically, its pro
gram costs are $9.50 lower for rehabilitated ver
sus new leased housing units and $10 lower for 
rehabilitated 221 (d)(3)-236 units versus new 

Exhibit 31. Gross Economic Cost Leased 
Housing with Rehabilitation per Month 
(1970) Boston, Massachusetts 

Per Unit 
Capital Costs Per Month a 

Capital costb $65.00 
Forgone federal revenue c 7.50 

Operating and Administrative Costs 
Operating cost 89.00 
Local administrative cost 10.50 
Federal administrative cost 2.50 

Total per unit per month $174.50 

Notes: 

• The 	per unit per month costs are computed on the basis 
of average costs ($8,412) lor 108 Section 23 short term 
lease and 32 Section 10(c) long term lease rehabil 
itated units. 

b The monthly capital costs resulting Irom rehabilitation 
are paid out 01 tenant rent payments and lederal rent 
assistance. The capital cost lor amortization and in
terest lor an $8412 unit assuming an 8 percent 25 
year mortgage is $65. 

c 	For the computation 01 the average monthly lederal rev
enue lorgone Irom accelerated depreciation see Ex
hibit 8-8. 

Source: Arthur Solomon, The Cost Effectiveness 01 Sub
sidized Housing (Cambridge, Mass.: Joint Center lor 
Urban Studies 01 the Massachusetts Institute 01 Tech
nology and Harvard University, 1971), Working Paper 
No.5. 

Exhibit 32. Gross Economic Cost Leased 
Housing with New Construction per Month 
(1970) Boston, Massachusetts 

Per Unit 
Capital Costs Per Month" 

Capital costb $108.00 
Foregone federal revenue c 4.50 

Operating and Administrative Costs 
Operati ng cost 65.00 
Forgone local revenue 16.50 
Local administrative cost 10.50 
Federal administrative cost 2.50 

Total Per Unit Per Month $207.00 

Notes: 

• The 	 per unit per month costs ($15,512) are computed on 
the basis 01 average costs lor 55 newly constructed 
Section 10(c) units. 

b The monthly capital costs (lor amortization and interest 
payments) are paid out 01 tenant rent payments and 
lederal rent assistance. The monthly capital cost for 
amortization and interest 01 a $15,512 mortgage as
suming a 40-year, 8 percent mortgage is $108. 

c 	For the computation 01 the average monthly lorgone Fed
eral revenue from acce!erated depreciation see Exhibi1 
8-9. 

Source: See Exhibit 32. 
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Exhibit 33. Gross Economic Cost Rent 
Supplements with Rehabilitation per Month 
(1970) Boston, Massachusetts 

Per Unit 
Capital Costs Per Month" 

Capital costb $65.00 
Forgone federal revenueb 7.50 

Operating and Administrative Costs 
Operati ng cost 102.00 
Local administrative cost 3.00 
Federal administrative cost 2.50 

Total Per Unit Per Month $180.00 

Notes: 
• The per unit per month operating and administrative costs 

are computed on the basis of average costs for the 
731 rehabilitated units. 
b The capital costs and the revenue forgone from accel

erated depreciation provisions are based on the de
velopment costs and depreciable base of the rehabil
itated leased housing units. (See Exhibits 32 and 8-8) 

Source. See Exhibit 32. 

Exhibit 34. Gross Economic Cost Rent 
Supplements with New Construction per 
Month (1970) Boston, Massachusetts 

Per Unit 
Capital Costs Per Month" 

Capital costsh $108.00 
Forgone federal revenue" 4.50 

Operating and Administrative Costs 
Operating cost 72.00 
Local administrative cost 3.00 
Federal administrat ive cost 2.50 

Total Per Unit Per Month $190.00 

Notes: 
• The 	 per unit per month operating and administrative 

costs are computed on the basis of average costs for 
the 38 newly constructed units. 

b For the purpose of this analysis, we assume that the 
capital cost and forgone Federal revenue are equal to 
that of the leased housing-new construction program . 
(See Exhibits 34 and 8-9) 

Source: See Exhibit 32. 

221 (d)(3)-236 housing. This saving results be
cause even though the Federal Government's 
forgone Federal revenue cost is slightly higher 
with rehabilitated as compared with new units 
(because of section 167(k)), its capital cost sav
ings are more than commensurately 10weL 

4. The above conclusions are premised 
upon the sole objective of producing housing at 
the cheapest cost. It ignores rehabilitation's al
leged social benefits, e.g., maintaining the social 
cohesiveness of a neighborhood, etc. 
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Exhibit 35. Cost Allocations Leased Housing, 
and Rent Supplements per Unit per Month 
(1970) Boston, Massachusetts 

Full Accounting Federal Budgetary Cost 

For
gone 

For- Local 
Fed- gone Gov
eral Fed- ern- Ten
Ex- eral ment ant 

Total pend- Rev- Rev- Pay-
Cost iture enue enue ment 

Leased Housing 
With new 

construction $207.00 $110.50 $4.50 $23 $69.00 
With re

habilitation 174.50 98.00 7.50 69.00 

Rent Supplements 

With re

habilitation 
221 (d)(3) 
market rate 180.00 99.50 7.50 73.00 

With re
habilitation 


Section 236" 

180.00 99.50 7.50 - h 73.00 

With new 
construction 

221 (d)(3) 
market rate 190.00 112.50 4.50 73.00 

With 	new 
construction 
Section 236" 190.00 112.50 4.50 _b 73,00 

Notes: 

a Under the Section 236 program the Federal Government 
subsidizes the interest payment on the mortgage, 
thereby increasing the direct Federal expenditure and 
lowering the tenant rental payments. The Federal Gov
ernment pays the annual difference between the debt 
service on the mortgage at the market rate plus the 
mortgage insurance premium and the debt service at 
a one percent interest rate. However, when a Section 
236 development contains rent supplement units-as 
in our analyses-the interest rate subsidy reduces the 
fair market rent rather than the tenant payment since 
the latter is based on tenant income. Instead, there 
is a reduction in the Government's rent supplement 
equivalent to the Interest rate subsidy. Thi,s means 
that the total Federal expenditure per unit remains the 
same as under the rent supplement 221 (d)(3) market 
rate program. 

b Although some municipalities provide a property tax 
exemption for Section 236 projects, We do not make 
this assmuption in our study. In those instances where 
there is preferential tax treatment , the city assumes 
the cost while the landlords pass some fraction of 
thei r property tax savi ngs to the tenants. 

Source : See Exhibit 32. 

Midrange Cost-Benefit Analysis: Conclusions 
and Policy Implications 

We could summarize Solomon's findings as 
follows: Rehabilitation (as compared to redevelop



ment) offers only a small full economic cost sav
ing and an equally small Federal program cost 
outlay. His second finding is comparable to the 
conclusions of a recent HUD study of Project 
Rehab. This study showed that the Federal mort
gage subsidy cost of rehabilitated 236 units was 
only $150 cheaper annually than the Federal 
mortgage subsidy cost for new 236 units (See 
Exhibit 37) . We can conclude from both the Sol
omon and the aforementioned HUD study that 
th~ Fede~al subsidy cost of new housing is only 
slightly higher than for new construction. 

Given this finding, we can say that a Federal 
policy stressing rehabilitation as opposed to re
development would produce cost saving. But one 
wonders whether such a policy is warranted be
caus~ the cost saving would be small, especially 
conSidering that the rehabilitated units' amenities 
are often inferior to the new units' standards. 

Exhibit 36. Comparison of Rehabilitation 
Versus New Section 236 Federal Mortgage 
Subsidy Factors 

Average Cost Average Cost 
Per Unit Per Unit 

City Rehab New Construction 
Hartford $[1,013] $ 826 
Newark 926 1,371 
Buffalo 994 1,114 
New York 1,340 1,983 

Washington , D:C. 717 822 

Baltimore 631 732 

Philadelphia [858] 807 

Pittsburgh [1 ,032] 837 


Jacksonville 662 697 

Chicago 872 1,038 

Indianapolis [746] 689 

Detroit 767 911 

Cincinnati 667 821 

Cleveland 784 847 


Kansas City 665 842 
51. Louis 633 897 

Denver [708] 685 

Los Angeles 697 812 

Seattle 685 813 


NATIONAL 841 992 

The cost of rehabilitation is $150 less per unit per 
year in section 236 subsidy dollars in large-scale 
rehabilitation cities. 

[ l~reater than. 

Source: Comptroller Report 1/5/73. 


Midrange Cost Benefit Conclusions: 
Comparison With the Short and Long 
Term Cost-Benefit Conclusions 

The midrange cost-benefit conclusion that 
rehabilitation is slightly less costly than redevel
opment stands midway between the conclusions 
reached in the prior two sections. It accords re 
habilitation a smaller cost advantage than the 
short term cost-benefit's conclusion (according 
rehabilitation subst~ntial cost savings) and it ac
cords rehabilitation a better cost advantage than 
the long term cost-benefit's conclusion (that re
development is cheaper than new construction) . 
It a~pears , then, that rehabilitation cost saving 
declines as we extend the scope and timespan 
covered by our analysis. This conclusion is 
based on our actual findings but see text (Ap
pendix C) about possible future modifications in 
our findings by considering such factors as pub
lic infrastructure, savings possible with rehabilita
tion, etc. We could state this in other words as 
follows : 

There is no question that a rehabilitation 
strategy would be preferred over redevelopment 
if we just looked at the initial costs of these 
housing strategies. There is also no doubt that in 
many cases (depending on the neighborhood 
and level of rehabilitation) redevelopment in
stead of rehabilitation would be warranted if we 
looked at the relative long term costs of these 
housing strategies. There is some doubt, though, 
as to which housing approach would be pre
ferred if we used a midrange cost-benefit metho
dology for evaluating housing costs. 

.~hi.le such an approach reveals a slight re
habilitation cost advantage there is a question 
whether such a small saving warrants the 
stressing of rehabilitation, a strategy producing 
housing units with inferior amenities than those 
of new construction . 

Further Reflection and Conclusion 
Before summarizing, we would like to dis

cuss the possible criticism that this study's focus 
-comparing rehabilitation's versus redevelop
ment's cost-is too mechanical an approach for 
determining housing policy. We believe that 
there are two basic retorts : That objective evalu
ation of costs is urgently needed as well as that 
our co.st approach is essential to broad program 
analYSIS. 

Objective Cost Estimations Are Needed: In 
a period when a huge Federal housing subsidy 
has often not achieved its desired effect, it is im
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perative that housing program costs be carefully 
evaluated. It is true that our three cost-benefit 
analyses ignore the varying social benefits of dif 
ferent housing strategies but such a social anal
ysis can be supplemented once we have objec
tively calculated program costs. 

There are many alternate social virtues 
which may be attributed to various housing ap
proaches. They must be reviewed in terms of 
their marginal costs and returns. A clear-eyed 
costing of the housing variable is the essential 
first step in this process. A less than "most 
efficient" housing approach may then be chosen, 
but the decision should be based on knowledge. 
We believe that the three rehabilitation-redevel
opment cost-benefit analyses outlined in this 
paper can be valuable tools for objective cost 
analysis. 

Flexibility of the Cost-Benefit Approaches: 
We furthermore believe that the three cost-bene
fit approaches can be extremely flexible in help
ing decide numerous housing issues. As an illus
tration, if desired, dollar values could be 
assigned to rehabilitation's social benefits, val
ues which could then be considered in our three 
cost-benefit analytic approaches. And Appendix 

• 


B shows specifically how our second (long term) 
cost-benefit analysis could be extended for de
ciding such varied issues as the costs of multi
ple rehabilitation, e.g., code enforcement every 
few years versus redevelopment as well as for 
deciding whether it is economically sound to 
spot rehabilitate properties in an area that has 
mostly deteriorated buildings that will have to be 
demolished. 

• 
Conclusion 

This study has examined the cost-benefits of 
rehabilitation versus redevelopment. It has em
ployed three different variations of cost-benefit 
approaches, ranging from an initial cost method
ology to a long term cost approach. In general, 
rehabilitation's cost advantage declines as we 
extend the scope of our analysis. But it must be 
remembered that we have not included some 
cost factors in our analysis, e.g., rehabilitation 
reducing urban sprawl, factors that would tend 
to increase rehabilitation's cost benefit, and, that 
we have also ignored rehabilitation's other al
leged social benefits as well. 

Typical Rehabilitation Costs, FHA 220, 221 Cd) (3) BMIR, Rent Supplement 221 (h) Programs 

Total development Land and 

Boston, Mass.: 
Walk-up ________________________________ _ 
Row ___________________________________ _ 

Chicago, III ., walk-up _______________________ _ 

Cleveland, Ohio : 
Elevator ________________________________ _ 
Wal k-up _________________________________ 

Detroit, Mich.: 
E I evato r ________________________________ _ 
Walk-up _________ _______________________ _ 

Hartford, Conn.: 
Hlghrise _______________________________ _ 
Walk-up ______________________ __________ _ 

New York City: 
Elevator ___________ _____________________ _ 
Wal k-up ________________________________ _ 
Row ____________________________________ 

Omaha, Nebr.: 
Wal k-up _________________________________ 
5i ng Ie-family ____________________________ 

Philadelphia, Pa., elevator __________________ _ 
Pittsburgh , Pa., row __________________________ 
Sl. Louis, Mo., walk-up _____________________ _ 

cost building Rehabilitation Other 1 

$11,603 $4 ,142 $ 5,818 $1,643 
12,417 1,300 9,238 1,879 
11,256 3,340 6,878 1,038 

11,702 4,788 6,084 830 
10,413 1,458 8,124 831 

10,141 3,358 5,603 1,180 
11,675 4,096 6,263 1,316 

14,389 3,408 10,414 567 
13,254 6,547 5,055 1,652 

16,484 2,495 12,297 1,692 
12,840 2,880 8,201 1,759 
19,835 4,650 13,636 1,549 

6,487 1,280 4,173 1,034 
10,637 3,894 5,746 997 
16,241 
11,953 

2,850 
2,842 

12,106 
7,892 

1,285 
1,219 

8,582 1,820 5,800 962 

1 Legal and organization, financing, carrying charges, taxes, etc. 
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Appendix A 
Rehabilitation Versus Redevelopment: Detailed Cost Analyses 

Exhibit A-1. Philadelphia Public Housing Authority Rehabilitated Versus New Housing Units 
Comparison by Costs Per Dwelling Unit (du) 

A. Elevator Construction B. Rowhouse and Garden Apartment C. Rehabilitation. 

Project : 	 2 3 4 5 6 7 8 9 
Used Used New 

Number Westpark Hawthorne Mantua Holmecrest Paschall Whitehall Houses .# 1 Houses # 2 Houses # 3 
Dwelling Units: 381 576 153 84 223 69 1000 3300 1700 
Rooms/du: 4.37 4.66 4.38 3.42 4.46 4.76 5.96 5.98 5.74 

I.H.A. Associated Costs 

Overhead $ 383/du $ 245/du $ 224/du $ 653/du $ 493/du $ 523/du $ 249 $ 225 $ 225 
Interest 502 296 277 295 586 549 199 
Planning 218 246 375 458 246 324 24 56 109 
Settlements 30 135 63 125 155 275 180 239 611 
Non-Dwelling 

Structures 
& Equipment 367 348 369 626 486 50 25 25 

Contingency 	 393 666 623 205 431 445 72 15 17 
Subtotal 1,893 1,936 1,931 2,362 2,397 2,166 724 560 987 

Development Costs 
Constructionl 

Rehabilitation 13,873 13,335 13,117 11,270 15,303 13,445 12,514 12,034 13,156 
Architecture & 

Engineering 
Fees 383 286 609 720 459 804 

Land 1,471 1,907 1,250 923 1,717 2,217 747 446 667 
Reimbursables 410 335 335 
Site 

Improvements 1,556 1,372 804 1,570 2,604 2,234 550 550 900 
Equipment 305 305 305 305 305 305 305 305 305 

Subtotal 17,588 17,205 16,085 14,788 20,388 19,005 14,526 13,670 15,363 
Total 19,481/du 19,141/du 18,016/du 17,150/du 22,785/du 21,171/du 15,250/du 14,230/du 16,350/du 

Source: National Commission on Urban Problems, Hearings Volume 4 (Washington, D.C., Government Printing OHice, 1968). p. 478. 

Exhibit A-2. New Three Bedroom Unit: Development Component Costs (McGraw-Hili Study) 

Steps or Processes 

Decision to Build-Preliminary Negotiation 
on Site Location 

Retain Architect-Draw Preliminary Sketches 

Select General Contractor 
Obtain Loan Commitment for a Permanent 

Mortgage 
Authorize Architect to Proceed with Final 

Drawings 

Finalize Land Purchase 

Arrange for a Construction Loan 

Award Demolition Contract 

Demolish Existing Structure 

Obtain Local Building Department 


Approval and Permit 

(Continued on p. 1082.) 

Major Participants 

Sponsor-Builder, Real Estate Agent, Lawyer 
a Consulting Engineer, if deemed necessary 

Sponsor-Builder, General Contractor, Architect, 
Consulting Engineer, if deemed necessary 

Sponsor-Builder, General Contractor 
Sponsor-Builder, Lending Agency, Mortgage 

Broker, if deemed necessary 
Sponsor-Builder, Architect, General Contractor 

Sponsor-Builder, Real Estate Agent, Lawyer 
Sponsor-Builder, Lending Agency 
Sponsor-Builder, General Contractor 
Demolition Sub-contractor 
Sponsor-Builder, Architect, Local Building 

Department Official, Lawyer, if deemed 
necessary 

Total 

Cost 


NIL 


$ 200 

1,000 
NIL 

800 

1,800 
NIL 
800 

NIL 

Percent 
of Total 
Project 

Cost 
NIL 

1% 

5 
NIL 

4 

9 
NIL 

4 

NIL 
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Exhibit A-2-Continued 

Entertain Bids by Sub-Contractors 

Schedule and Order Materials 

Site Layout 

Formulate Marketing Plan-Prepare 
Promotional Material 

Miscellaneous Fees and Expenses 

TOTAL DEVELOPMENT COSTS 

Source : The President's Committee on Urban 
1969), p. 31. 

Sponsor-Builder, General Contractor, 
Sub-contractors 

Sponsor-Builder, General Contractor, 
Building Materials Suppliers 

Sponsor-Builder, General Contractor, Surveyor, 
if deemed necessary 

Sponsor-Builder, Rental Agency 

Legal Fees, Rental Agency Fees, Engineering 
Fees, Mortgage Broker Fees, etc. 

NIL NIL 

NIL NIL 

NIL NIL 

NIL NIL 

400 2 

$5,000 25% 

Housing, Technical Studies Vol. " (Washington, D.C.: Government Printing Office, 

Exhibit A-3. Rehabilitated Three Bedroom Unit: Development Component Costs 
(McGraw-Hili Study) 

Steps or Processes 

Decision to Rehabilitate 


Preliminary Commitment for Finances 
Select General Contractor 
Obtain Loan Commitment for Permanent 

Financing 

Finalize Purchase of Building 

Prepare Plans and Specifications for 


Final Approval 

Arrange for Construction Loan 

File Building Permit 


Award Demolition Contract 

Obtain Local Building Department Approval 

Move Tenants to Temporary Living Quarters 
Schedule and Order Materials 

TOTAL DEVELOPMENT COSTS 

Source: See Exhibit A-2, p. 37. 

Major Participants 

Sponsor-Builder, Real Estate Agent, Lawyer, 
Consulting Engineer 

Sponsor-Builder, Lending Agency 
Sponsor-Builder, General Contractor 
Sponsor-Builder, Lending Agency 

Sponsor-Builder, Real Estate Agent, Lawyer 
Sponsor-Builder, Architect, General Contractor 

Sponsor-Builder, Lending Agency 
Sponsor-Builder, Architect, Local Building 

Official 
Sponsor-Builder, General Contractor, 

Demolition Contractor 
Sponsor-Builder, Architect, Local Building 

Official 
Sponsor-Builder, Moving Company 
Sponsor-Builder, General Contractor, 

Building Materials Suppliers 

Percent 
of 

Total Total 
Cost Project 

Percent Cost 

NIL NIL 

NIL NIL 
$1,700 13.0% 

NIL NIL 

1,500 11 .5 
155 1.0 

NIL NIL 
NIL NIL 

NIL NIL 

NIL NIL 

150 1.0 
NIL NIL 

$3,505 26.5% 

Exhibit A-4. New Three Bedroom Unit: Construction Component Costs (McGraw-Hili Study) 

Steps or Processes 
Excavation and Fill 
Piling 
Concrete Foundation 
Plumbing 

(Continued on p. 1083.) 

Major Participants 
(By Trade) 

Operating Engineer 
Operating Engineer 
Concrete Worker 
Plumber, Pipefitter 

Cost Breakdown 
Over- Percent 
head of Total 

Ma- and Total Project 
Labor terials Profit Cost Cost 

$ 125 $ 200 $ 75 $ 400 2 % 
125 200 75 400 2 

50 275 75 400 2 
325 550 225 1,100 5.5 
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Exhibit A-4-Continued 

Heating and Ventilaling Plumber, Pipefiller, 250 400 150 800 4 
Sheet metal Worker 

Electric Work Electrician 275 600 225 1,100 5.5 
Structural Frame Carpenter, Concrete 775 1,700 625 3,100 15.5 

Worker, Iron Worker 
Waterproofing Dams and Waterproof 50 30 20 100 .5 

Worker 
Metal Windows and Trim Carpenter, Iron Worker 100 225 75 400 2 
Incinerator Pipefiller, Sheet metal 30 50 20 100 .5 

Worker 
Brickwork Bricklayer 475 475 250 1,200 6 
Hollow Metal Work Sheetmetal Worker 50 100 50 200 1 
Miscellaneous Iron and Iron Worker 50 275 75 400 2 

Ornamental Work 
Carpentry and Millwork Carpenter 250 325 125 700 3.5 
Roofing and Sheet metal Roofer, Sheet metal Wroker 75 100 25 200 1 

Work 
Installation of Elevators Elevator Mechanic 50 275 75 400 2 
Metal Furring and Lath Carpenter, Lather 275 375 150 800 4 
Insulation Carpenter 75 100 25 200 1 
Plastering Plasterer 300 175 125 600 3 
Glazing and Caulking Glazier 125 200 75 400 2 
Ceramic Tile and Terrazzo Tile and Terrazzo Worker 75 250 75 400 2 
Appliances Electrician and Plumber 25 300 75 400 2 
Sitework and Cleanup 150 50 200 1 
Resilient Flooring Soft Floor Layer 50 125 25 200 1 
Finish Hardware Carpenter 35 45 20 100 .5 
Painting Painter 150 100 50 300 1.5 
Landscape and Paving Landscaper, Cement 125 200 75 400 2 

Worker 
TOTAL CONSTRUCTION $4,440 $7,650 $2,910 $15,000 75% 

COSTS 
PERCENT OF TOTAL 30% 61% 19% 100% 

CONSTRUCTION COSTS 

Exhibit A-S. Rehabilitated Three Bedroom Unit: Construction Component Costs 
(McGraw-Hili Study) 

Cost Breakdown Percent 
Over- of 
head Total 

Major Participants Ma- and Total Project 
Steps or Processes (By Trade) Labor terials Profit Cost Cost 

Demolition and Debris 
Removal Engineer, Laborer $ 85 $ 150 $ 160 $ 295 2.0% 

Framing Carpenter 250 550 200 1,000 7.5 
Install Windows Carpenter 55 125 45 225 2.0 
Install Stai rs Carpenter 25 55 20 100 .5 
Rough Plumbing Plumber 270 450 180 900 7.0 
Sewer Work Plumber 200 335 135 670 5.0 
Brickwork Mason Worker 160 160 80 400 3.5 
Rough Heating Plumber, Pipefiller 130 225 90 445 3.5 
Rough Wiring Electrician 85 190 70 345 2.5 
Lathing and Plastering Plasterer, Lather 450 270 180 900 7.0 
Rough Trim Carpenter 105 135 60 300 2.5 
Concrete Floors in Cellar Concrete Worker 200 120 80 400 3.0 
Exterior Painting Painter 100 60 40 200 1.5 
Interior Priming Painter 100 60 44 200 1.5 
Dash Cellar Walls Plasterer 200 120 80 400 3.0 
Install Underlayment and 

Floor Tile Tile Worker 195 595 200 990 7.5 
(Continued on p. 1084.) 
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Exhibit A·5-Continued 

Install Kitchen Cabi nets Carpenter 70 90 40 200 1.5 
Finish Painting Painter 115 65 45 225 2.0 
Erect Ceiling Carpenter 95 125 55 275 2.0 
Finish Carpentry Carpenter 125 155 70 350 2.5 
Finish Plumbing Plumber 95 110 45 250 2.0 
Finish Electric Electrician 25 55 20 100 .5 
Install Kitchen Equipment Electrician 15 195 55 265 2.0 
Site Work and Cleanup Plumber 120 30 150 1.5 
TOTAL CONSTRUCTION 

COSTS $3,270 $4,395 $1,920 $9,585 73.5% 
PERCENT OF TOTAL 

CONSTRUCTION COSTS 34% 46% 20% 100% 

Source: See Exhibit A-2, p. 38. 

Exhibit A·6. New Construction Projects: Building Characteristics (HUe New York City Study) 

Project (See Below) 
Building 

Characteristics A B C D E F G H J K L Average 
Number of Buildings 1 1 1 4 1 2 1 1 3 2 1 1 1.6 
Number of Living Units 150 210 120 371 263 203 189 207 396 236 159 162 222.2 
Number of Efficiency Units 31 42 33 22 97 51 0 0 5 19 2 2 25.3 
Number of One-Bedroom Units 119 126 87 78 107 126 38 52 149 60 63 44 87.4 
Number of Two-Bedroom Units 0 42 0 130 44 25 113 103 148 88 38 66 66 .4 
Number of Three-Bedroom 

Units 0 0 0 141 15 1 38 52 81 49 36 44 38.1 
Number of Four-Bedroom Units 0 0 0 0 0 0 0 0 11 19 18 8 4.7 
Number of Five-Bedroom Units 0 0 0 0 0 0 0 0 2 0 2 0 0.3 
Average Number of Bedrooms 

Per Unit .79 1.00 .73 2.26 .91 .88 2.00 2.00 1.87 1.95 2.07 2.10 1.5 
Average Net Area Per living 

Unit, Sq . Ft. 510 540 680 940 560 660 920 840 700 870 740 960 743.3 
Average Gross Area Per 

Living Unit, Sq. Ft. N/ A N/A N/ A 1,290 780 870 N/ A N/A N/ A N/A N/ A N/ A 980.0 
Number of Persons Per 

Project 270 440 210 1,410 550 380 680 750 1,370 860 610 620 679.2 

Notes: NtA Not Available 
A LaGuardia Addition Prolect 
B Bethune Project HAA 

E 
F 

Grammercy East Prolect 
Oxford East Prolect 

, West Side Development 
J Strykers Bay Apta. 

C Independence House 
Mitchell-Lama 

G Jefferson Towers 
Mitchell-Lama K 

Mitchell-Lama 
830 Amsterdam Avenue 

D Tompkins Sq. N. Prolect H RNA Houses Mitchell-Lama L Columbus Park Mitchell-Lama 
Source : U.S. Department of Housing and Urban Development, Office of Research and Technology. Cost and Time Associated 

with New Multifamily Housing ConstructIon in New York City (1969). 

Exhibit A·7. Rehabilitation Projects: Building Characteristics (HUe New York City Study) 

Project (See Below) 
Building Characteristics Average 

A B C D E F G H J 
Number of Buildings 36 6 1 1 5 6 10 10 13 9.8 
Number of Living Units 459 116 20 17 145 133 150 150 240 158.9 
Number of Efficiency Apts. 36 2 0 0 0 5 0 0 0 4.8 
Number of One-Bedroom Apts. 172 58 20 5 38 54 100 100 0 60.8 

(Continued on p. 1085.) 
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Exhibit A-7-Continued 

Number of Three Bedroom Apts. 74 20 0 0 17 35 50 50 152 43.1 
Number of Four Bedroom Apts. 45 8 0 0 12 11 0 0 40 12.9 
Number of Five Bedroom Apts. 7 0 0 0 0 0 0 0 0 .8 
Average Number of Bedrooms Per Unit 1.87 1.78 1 1.70 2.02 1.95 1.67 1.67 3 1.9 
Net Area per Living Units, Sq. Ft. 482 730 360 444 578 584 520 520 725 549 .2 
Gross Area per Living Unit, Sq . Ft. 852 904 519 565 910 835 758 758 1,050 794.5 

Notes: A 114th 51. Rehab Project D 16th St. Rehab Project G Proposed Rapid Rehab of 10 Bldgs. 
B 102nd 51. Rehab Project E 100th St. Rehab Project (Similar to 5th Street) Constraints 
C 15th 51. Rehab Project F 103rd St. Rehab Project Removed 

H Rapid Rehab of 10 Bldgs. 
(Similar to 5th Street) 
Constrai nts Removed 

Proposed 107th St. Rehab Project 
Source : U. S. Department of Housing and Urban Development, Office of Research and Technology, Cost and Time Associated 

with Tenement Rehabilitation in Manhattan, New York City (1968). 

Exhibit A-B. 

Project (See Exhibit A-6) 
Development Costs A B C D E F G H I J K L M 

Architectural Fees 
Per Living Unit $530 $440 $590 $770 $370 $450 $700 $550 $540 $520 $490 .$670 $517.19 
Per Gross 

Sq. Ft. of 
Living Unit 
Area 0.95 0.64 0.78 0.60 0.47 0.52 0.62 0.50 0.59 0.46 0.53 0.55 .60 

Financing Costs 
Per Living Unit 360 470 620 1,800 1,000 1;200 820 880 370 770 770 950 834.17 
Per Gross 

Sq . Ft. of 
Living Unit 
Area 0.64 0.68 0.82 1.4 1.3 1.4 0.73 0.79 0.40 0.68 0.83 0.79 .87 

Legal or Organiza
tion Expenses 

Per Living Unit 720 650 560 780 170 210 530 930 640 1,050 560 1,100 658.33 
Per Gross 

Sq . Ft. of 
Living Unit 
Area 1.3 0.94 0.74 0.60 0.22 0.24 0.47 0.84 0.70 0.93 0.60 0.93 .71 

Acquisition Cost 
of Land 

Per Living Unit 2,350 4,000 2,750 5,300 3,200 5,900 4,250 3,700 1,850 7,300 4,900 4,000 4,125.00 
Per Gross 

Sq. Ft. of 
Living Unit 
Area 4.2 5.8 3.6 4.1 4.1 6.8 3.8 3.3 .20 6.5 5.3 3.3 4.40 

Relocation Cost 
of Land 

Per Living Unit N/A 370 100 N/ A N/ A N/A 110 200 270 130 400 85 208.13 
TOTAL DEVELOP

MENT COST OF 
PROJECTS 

Per Living Unit 3,950 5,950 4,600 7,850 4,750 7,800 6,400 6 ,250 3,650 9,750 7,100 6,850 6,242.00 
Per Gross 

Sq. Ft. of 
Living Unit 
Area 7.0 8.6 6.1 6.1 6.1 8.9 5.7 5.7 3.9 8.7 7.6 5.7 6.70 

Per Person 2,200 2,500 2,650 2,050 2,250 4,100 1,800 1,750 1,050 2,700 1,850 1,800 $2,254.00 

Notes: NA = Not Available 
Source: See Exhibit A-6. 
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Exhibit A-9. N.Y.C. Rehabilitation Projects: Development Costs (HUD New York City Study) 

Average 
as Percent 

of New 
Construc-

Development Costs A B C D E F G H J tion Cost 

Architectural Fees 
Per Living Unit $456 $435 $100 $165 $378 $451 $500 $350 $570 $378.3 73.0 

Financing Costs 
Per LIving Unit 2,370 1,776 450 1,290 1,800 1,377 933 500 2,170 1,407.3 168.7 

Legal and Organization Expenses 
Per LIving Unit 262 379 300 135 207 263 300 300 384 281.1 42.6 

Acquisition Cost 
Per Living Unit 1,770 1,920 2,400 2,794 1,140 1,650 1,900 1,900 3,250 2,080.4 50.4 

Relocation Cost 
Per LIving Unit 174 190 N/A N/A 235 101 300 300 200 214.3 103.0 

Total Development Costs 
Per Dwelling Unit 5,017 4,698 3,250 4,382 3,757 3,850 3,933 3,353 6,567 4,312.0 69.1 

Notes: NA = Not Available 
Source: See Exhibit A-7. 

Exhibit A-10. N.Y.C. New Construction Projects: Construction Cost (HUD New York 
City Study) 

Construction Project (See Exhibit A-6) 
Costs A B C D E F G H I J K L M 
Per Living Unit $17,000 $12,500 $16,000 $20,000 $17,000 $17,000 $19,000 $23,000 $18,500 $18,500 $19,500 $22,500 $18,375 
Per Bedroom 21,500 12,500 22,000 9,850 18,500 19,500 9,400 11,500 9,950 9,500 9,400 11,000 13,716 
Per Net Sq. Ft. 

Living 
Unit Area 34 23 24 22 30 26 21 27 27 21 26 24 25.42 

Per Gross Sq. 
Ft. Living 
Unit Area 30 18 21 16 22 19 17 21 20 16 21 19 20.00 

Per Person 9,500 6,000 9,400 5,300 8,100 9,000 5,250 6,300 5,400 5,100 5,050 5,950 6,700 

Source: See Exhibit A-5. 
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Exhibit A-H. N.V.C. Rehabilitation Projects: Construction Costs (HUD New Vork City Study) 

Rehab 
Cost as 
Percent 

Project (See Exhibit A-7) of New 
Construction Cost A B C D E F G H J Cost 

Per Living Un it $9,860 $10,990 $6,050 $8,000 $7,930 $9,090 $11,100 $7,200 $12,800 $9,224 50.2 
Per Bedroom 5,270 6,150 6,050 4,700 3,930 4,660 6,640 5,400 14,270 6,341 46.2 
Per Sq. Ft. Net 

Apartment Area 20.3 15.0 16.8 18.0 13.7 15.6 21 .3 13.9 17.6 16.9 66.5 
Per Sq. Ft. Gross 

Area per Living Unit 11.6 12.1 11.7 14.1 8.7 10.9 14.6 9.5 12.2 11.7 58.5 
Per Person 2,780 3,290 3,020 2,620 2,300 2,520 3,400 2,260 2,390 2,741 40.9 

Source: See Exhibit A-7. 

Exhibit A-12. N.V.C. New Construction Projects: Total Project Costs 
(HUD New Vork City Study) 

Project (See Exhibit A-6) 
Project Cost A B C D E F G H J K L M 
Per Living Unit $21,000 $18,500 $21,000 $28,000 $21,500 $24,500 $25,000 $29,000 $22,500 $28,500 $26,500 $29,500 $24,625 
Per Net Sq. Ft. 

of Living Unit 
Area 41 34 31 29 39 37 28 40 32 33 36 31 34.17 

Per Gross Sq. 
Ft. of Living 
Unit Area 38 27 27 21 28 28 23 26 24 25 29 24 26.67 

Per Person 12,000 8,850 12,000 7,100 10,500 13,000 7,000 8,050 6,450 7,750 6,900 7,700 8941.7 

Source: See Exhibit A-6. 

Exhibit A-13. N.V.C. Rehabilitation Projects: Total Project Costs (HUD New Vork City Study) 

Project (See Exhibit A-7) 
Development Cost A B C D E F G H J 
Per Living Unit 14,900 15,650 9,300 12,380 11,690 13,000 15,000 10,500 19,360 13,531 
Cost Per Bedroom 7,970 8,790 9,300 7,280 5,790 6,670 8,980 6,300 6,450 7,503 
Per Net Sq. Ft. Apt. Area 30.90 21.4 25.8 27.9 20.2 22.3 28.8 20.2 26.7 24.9 
Per Sq. Ft. Gross Area 17.5 17.3 17.9 21.9 12.8 15.6 19.8 13.9 18.4 17.23 
Per Person 4,200 4,700 4,650 4,050 3,380 3,590 4,730 3,220 3,620 4,015 

Source: See Exhibit A-7. 
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Exhibit A-14. O'Block and Kuehn New 
Construction Rehabilitation Costs: Overview 

New Construction Rehabilitation 
Effected by Effected by 

Non- Li mited Non- Limited 
profit Dividend profit Dividend 

Cost Category Sponsors Sponsors 

Land or land 
and building 
acquisition 
costs $ 1,000 $ 1,000 $ 2,000 $ 2,000 

Construction 
or rehabili
tation costs 16,404 16,404 10,000 10,000 

Development 
fees 2,493 3,385 1,657 2,240 

Carrying 
and financ
ing charges 2,259 1,714 1,645 1,295 

Total project 
cost $22,156 $22,503 $15,282 $15,535 

Mortgage 
amount 
Equity 
position $ 2,250 $ 1,553 

Annual 
debt ser
vice and 
prof it re
quirements $ 1,724 $ 1,712 $ 1,190 $ 1,181 

Annual 
expenses 996 976 877 864 

Total 
occupancy 
expenses $ 2,720 $ 2,688 $ 2,067 $ 2,045 

Source: Robert O'Block and Robert Kuehn, An Economic 
Evaluation of the Housing and Urban Development Act 
of 1968 (Boston, Mass., Harvard University Graduate 
School of Business Administration, 1970). 

Exhibit A-15. O'Block and Kuehn Nonprofit 
New Construction Costs 

Development Costs 

Land Acqu isitions Costs: 
$1,000 per unit X 100 units $ 100,000 

Carrying and Financing Charges : 
Interest during 12 month 

construction period 
@ 6.75% on average 
loan of $1,110,000 $ 74,925 

Property Taxes 10,000 
Insurance 5,000 
FHA examination fee 

@ 0.3% of estimated 
mortgage amount 6,516 

FHA inspection fee 
@ 0.5% of estimated 
mortgage amount 10,861 

(Continued above) 

(Exhibit A-15-Continued) 

Financing expenses 
@ 3.0% of estimated 
mortgage amount 65,165 

Working capital @ 2.0% 
of estimated mortgage 
amount 43,443 

Title and recording costs 10,000 
Total 225,910 

Other Development Costs: 
Builder's overhead 

@ 2.00% of construc
tion costs 32,800 

Builder's profit @ 4.75% 
of construct ion costs 78,000 

Builder's and sponsor's 
profit and risk allowance 
@ -'% of estimated 
development cost 

Architect's fees @ 4.75% 
(design fee) plus 1.50% 
(supervision fee) of 
construction costs and 
builders fees 105,000 

Housing consultant 23,500 
Legal fees and organiza

tional costs 10,000 
Total 249,300 

Total Development Costs 585,210 
Construction Costs: 

(including housing struc
ture, utility connection, 
site development, bond 
premiums, and quantity 
survey) 

12 one bedroom (3.5 room) 
units @ $11,950 per unit 143,400 

38 two bedroom (4.5 room) 
units @ $14,900 per unit 566,000 

38 three bedroom (5.5 room) 
units @ $17,900 per unit 680,000 

12 four bedroom (6.5 room) 
units @ $20,900 per unit 251,000 

Total $1,640,400 

TOTAL PROJECT COST $2,215,610 

Source: See Exhibit A-14. 

Exhibit A-16. O'Block and Kuehn Nonprofit 
Profit Rehabilitation Costs 

Development Costs 
Land and Building Acquisition Costs : 

$2,000 per unit X 100 units $200,000 

Carrying and Financing Charges: 
Interest during 12 month 

construction period 
@ 6.75% on average loan 
of $750,000 . $ 50,625 

Property taxes 10,000 
Insurance 5,000 
FHA examination fee 

@ 0.3% of estimated 
mortgage amount 4,495 

(Continued on p. 1089.) 
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(Exhibit A-16-Continued from p. 1088.) 
FHA inspection fee 

@ 0.5% of estimated 
mortgage amount 7,491 

Financing expenses 
@ 3.0% of estimated 
mortgage amount 44,948 

Working capital @ 2.0% 
of estimated mortgage 
amount 29,966 

Title and recording costs 10,000 
Total 162,525 

Other Development Costs: 
Builder's overhead @ 2.00% 

of construction costs 20,000 
Builder's profit @ 4.75% 

of construction costs 47,500 
Builder's and sponsor's 

profit and risk allowance 
@ -% of estimated 
development cost 

Architect's fees @ 4.75% 
(design fee) plus 1.50% 
(supervision fee) of 
construction costs and 
builder's fees 66,718 

Housing consultant 23,500 
Legal fees and organiza

tional costs 8,000 
Total 165,718 
Total Development Costs 528,243 

Rehabilitation Costs: 
(including housing stuc

ture, utility connection 
site development, bond 
premiums, and quantity 
survey) 

12 one bedroom (3.5 room) 
units @ $7,300 per unit 87,500 

38 two bedroom (4.5 room) 
units @ $9,400 per unit 345,000 

38 three .bedroom (5.5 room) 
units @ $10,900 per unit 414,500 

12 four bedroom (6 .5 room) 
units @ $12,750 per unit 153,000 

Total $1,000,000 
TOTAL PROJECT COST $1,528,243 

Source: See Exhibit A-14. 

Exhibit A-H. O'Block and Kuehn Limited 
Profit New Construction Costs 

Development Costs 

Land Acquisition Costs: 
$1,000 per unit X 100 units $100,000 

Carrying and Financing Charges: 
Interest during 12 month 

construction period 
@ 6.75% on average 
loan of $1,012,000 $ 68,310 

Property taxes 10,000 
Insurance 5,000 

(Continued above) 

(Exhibit A-17-Continued.) 
FHA examination fee 

@ 0.3% of estimated 
mortgage amount 6,165 

FHA inspection fee 
@ 0.5% of estimated 
mortgage amount 10,276 

Financing expenses 
@ 3.0% of estimated 
mortgage amount 61,653 

Working capital @ -% 
of estimated mortgage 
amount 

Title and recording costs 10,000 
Total 171,404 

Other Development Costs: 
Builder's overhead @ 2.00% 

of construction costs 32,800 
Builder's profit @ -% 

of construction costs 
Builder and sponsor's 

profit and risk allowance 
@ 9.5% of estimated 
development cost 195,235 

Architect's fees @ 4.75% 
(design fee) plus 1.50% 
(supervision fee) of 
construction costs and 
builder's fees 100,500 

Housing consultant 
Legal fees and organiza

tional costs 10,000 
Total 338,535 

Total Development Costs $ 609,939 

Construction Costs: 
(including housing struc

ture, utility connection, 
site development, bond 
premiums and quantity 
survey) 

12 one bedroom (3.5 room) 
units @ $11,950 per unit 143,400 

38 two bedroom (4.5 room) 
units @ $14,900 per unit 566,000 

38 three bedroom (5.5 room) 
units @ $17,900 per unit 680,000 

12 four bedroom (6 .5 room) 
units @ $20,900 per unit 251,000 

Total 1,640,400 

Total Project Cost 2,250,339 

Source: See Exhibit A-14. 

Exhibit A-18. O'Block and Kuehn Limited 
Profit Rehabilitation Costs 

Development Costs 

Land and Building Acquisition Costs: 
$2,000 per unit X 100 units $200,000 

Carrying and Financing Charges: 
Interest during 12 month 

construction period 
@ 6.75% on average 
loan of $750,000 $ 50,625 

(Continued on p. 1090.) 
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(Exhibit A-18-Continued from p. 1089.) (Exhibited A-19-Continued.) 

P rope rty taxes 10,000 3. Land Purchase 1,275 5,850 
Insurance 5,000 4. Demolition 240 
FHA examination fee 5. Interim Financing 1,615 880 

@ 0.3% of estimated 6. Misc. Fees Adm. Relocation 680 1,040 
development costs 4,256 Total Development Cost (1--6) $ 4,420 $ 8,240 

FHA inspection fee Construction Cost 
@ 0.5% of estimated 7. 	 Foundation, Excavation 850 240
development costs 7,094 8. 	 Structu ral Frames 4,080 1,280

Financing expenses 9. 	 Interior Systems 2,720 2,080
@ 3.0% of estimated 10. Interior Preparation and 
development costs 42,562 Appliances 	 4,080 3,840

Working capital @ -% 11. Landscaping 	 850 320 
of estimated development 

Total Construction Cost (7-11) $12,580 $ 7,760 costs 
Total Project Cost (1-11) $17,000 $16,000Title and recording costs 10,000 

Total $ 129,537 
Source: George Sternlieb, Robert Burchell, and James

Other Development Costs : Hughes, Housing Costs and Housing R8stralnts, Newark, 
Builder's overhead @ 2.00% N.J. (Rutgers University, Center for Urban Social Sci

of construction costs 20,000 ence Research, 1970). 
Builder's profit @ -% 

of construction costs 
Builder's and sponsor's 

profit and risk allowance 
@ 9.5% of estimated Exhibit A-20. Newark New Construction 
development cost 134,780 Rehabilitation Costs: Specifics 


Architect's fees @ 4.75% 
 (Average Per Unit Cost) 
(design fee) plus 1.50% 
(supervision fee) of 
construction costs and Development and New Con- Rehabili
builder's fees 61,200 Construction Costs struction tation 

Housing consultant Development Costs 
Legal fees and organiza- 1. Developer (Development Fees) $ 549 $ 91 

tional costs 8,000 2. Architect and Consulting 
Total 235,980 Engineer 389 161 
Total Development Costs 553,517 3. Land Purchase 1,303 5,811 

Construction Costs: 4. Demolition 203 
Rehabilitation Costs Development and New Con- Rehabili

(including housing struc Construction Costs struction tallon 
ture, utility connection, 5. Interim Financing 
site development, bond Interest During Construction 1,165 521 
premiums and quantity Financing Expenses 314 219 
survey) Housing Finance Agency Fee 170 146 

12 one bedroom (3.5 room) 6. Misc. Fees, Admin. Location 
units @ $7,300 per unit $ 87,500 Legal Fee 63 135 

38 two bedroom (4.5 room) Working Capital 130 219 
units @ $9,100 per unit 345,000 H.F.A. Admin. Cost 170 63 

38 three bedroom (5.5 room) Tille and Recording 86 73 
units @ $10,900 per unit 414,500 Real Estate Taxes 150 365 

12 four bedroom (6.5 room) Insurance 63 73 
units @ $12,750 per unit 153,000 Selling and Advertising Adm. 222 135 

Total 1,000,000 Construction Costs 
Total Project Cost $1,553,517 7. Foundation, Excavation 

Foundation, Stoops, Concrete 505 214 
Source: See Exhibit A-14. Excavation and Fill 271 

8. 	 Structural Frame 
Masonry or Siding 

(Damproofing) 2,397 818 
Roof Installation or Repair 218 58

Exhibit A-19. Newark New Construction Structural Steel and/or Rough 
Rehabilitation Costs: Overview 	 Carpentry 1,131 82 

Window Installation or Repair(Three-Bedroom Unit) 
(Inc. Storms) 129 273 

Exterior Appendages 54 
Cost Breakdown New Con- Rehabili- 9. Interior Systems 

Development Costs struction tation Plumbing 1,021 803 
1. 	 Developer (Dev. Fees) $ 510 $ 80 Heating and Venting 835 766 
2. 	 Architect & Cons. Engineer Electric 832 560 

(Prelim. & Fin. Work) 340 160 (Continued on p. 1091.) 
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(Exhibit A-2()-Continued from p. 1090.) 

10. 	 Interior Preparation and 

Appliances 


A. 	 Rough Interior 
Rough Carpentry 283 320 
Misc. Millwork and 

Carpentry 121 322 
Plaster, Sheetrock, Lathing 1,163 808 
Weatherstrip, Insulation 

Caulking 72 25 
Flooring, Doors, Stairs 1,220 806 

B. 	 Interior Finish 
Painting 341 483 
Finish Hardware 34 61 
Tile and Bath Access. 168 188 
Linoleum and Kitchen 

Access. 	 272 392 
C. 	 Appliances 

Refrigerators 146 135 
Kitchen Ranges 116 122 
Dishwashers 109 123 

11. Sitework and Landscaping 
Landscape 	& Clean Play 

Areas & Paving 785 346 

Source: See Exhibit A-19. 

Appendix B 
Methodological Notes 
Cost Averaging 

In numerous instances in this study we aver
aged costs, e.g., development, construction, and 
project outlays. These costs were averaged by 
adding the outlays for the different projects and 
then dividing this total by the total number of 
projects. We did not weight costs by the number 
of units in each project. Our unweighted aver
ages are only slightly different, though, from the 
weighted averages. 

As an illustration, the unweighted average 
Philadelphia Housing Authority (PHA) project 
cost was $19,625 for new constructed units and 
$15,277 for rehabilitated units. The weighted PHA 
cost figures are only slightly different, $19,641 
for new construction and $15,001 for rehabilita
tion. 

Determining the Parameter Set CPS) Values 
-R, C, T, M and D Values 

In the text we explained how we obtained 
most of our PS values. Some derivations not de
scribed are explained here. 

C and R Values: The McGraw-Hili and 
Sternlieb studies (our two major empirical data 
sources for calibrating our equations) listed cer
tain C (initial new project costs) and R (initial re
habilitation project costs) figures. The former 

study calculated C as being $20,000 and R as 
being $13,100.88 The figures were derived, 
though, approximately 5 years ago. To bring C 
and R up to date, we assumed an inflationary 
cost factor of 8 percent annually, and therefore 
multiplied the McGraw-Hili C and R figures by 40 
percent (8 X 5). We thus obtained a $28,000 
new construction cost and an $18,000 "gut" re
habilitation expenditure. We then estimated a 
moderate rehabilitation expenditure of $9,000
half the gut rehabilitation cost-and a light mod
ernization outlay of $4,500-half the moderate 
rehabilitation outlay. We followed a similar ap
proach with the Sternlieb figures, except that
since it was completed approximately 3 years 
ago-we used a 24 percent (8 X 3) inflationary 
adjustment factor (See Exhibit 8-1). 

M and D Values: We followed a similar ap
proach to determine the M and 0 values. The 
empirical McGraw-Hili and Sternlieb repair and 
rental figures for new construction and gut reha
bilitation were adjusted by inflationary factors of 
40 and 24 percent, respectively. The M and 0 
values for gut rehabilitation were then obtained 
by subtracting the adjusted gut rehab figure from 
the adjusted new construction value. (See Ex
hibit 8-1) The M values for moderate and light 
rehab were derived by assuming maintenance 
costs that were respectively 20 and 40 percent 
more than for gut rehab and then subtracting 
from these maintenance outlays the lower new 
construction's maintenance outlay. The 0 values 
for moderate and light rehab were derived by as
suming rental figures that were respectively 20 
and 40 percent less than for gut rehab and then 
subtracting these rental figures from the higher 
new construction's rental level. (See Exhibit 8-1) 

Calculating the T Value: To calculate T, the 
annual difference in Federal tax revenue with a 
rehabilitated compared to a new unit, we fol
lowed the following procedure: 

1. Calculate the yearly depreciation . of the 
rehabilitation expenditure (these ranged from 
$4,500 to 20,000 per unit 89-8ee Exhibit 8-3) 
allowed under the Section 167(k) 5-year 
writeoff.90 

88 All our final figures are rounded to the nearest hundred except 
for project costs, which are rounded to the nearest thousand. 

S. While our rehabilitation expenditures projected from the McGraw
Hill and Sternlieb studies ranged from $4,500 to $20,000, we 
never took more than $15,000 in Section 167(k) depreCiation 
because Section 167(k}(2)(A) altows a maximum of $15,000 
to be depreCiated. 

.. Actually, we depreciated rehabilitation expenditure in 5.5 years, 
because we followed the half-year convention (see Exhibit 
B-3). 
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Exhibit B-1. Four Parameter Set Values (C.R.M.D.) Derived from the McGraw-Hili and 
Sternlieb Studies 

Infla- Adjusted Actual 

Parameter Set Housing Empirical tionary or Assumed Parameter 


Value Being Determined Strategy Values Factor 1 Value 2 Set Value' 


Project Cost 

McGraw-Hili Study 


C New Construction $20,000 .40 $28,000 C 28,000 
R Gut Rehab. 13,100 .40 18,000 R 18,000 
R Moderate Rehab. NOs 9,000 4 R 9,000 
R Light Rehab. NO 4,590 • R 4,500 

Sternlieb Study 

C New Construction $17,000 .24 $21,000 C 21,000 

R Gut Rehab. 16,000 .24 20,000 R 20,000 

R Moderate Rehab. NO 10,000 • R 10,000 

R Light Rehab. NO 5,000 • R 5,000 


Annual Unit Maintenance Cost 
McGraw-Hili Study 

M New Construction $ 168 .40 $ 240 M 240-240=0 
M Gut Rehab. 180 .40 250 M 250-240=10 
M Moderate Rehab. NO 300 • M 300-240=60 
M Light Rehab. NO 350 7 M 350- 240=110 

Sternlieb Study 

M New Construction 48 .24 60 M= 60-60=0 

M Gut Rehab. 108 .24 130 M= 130-60=70 

M Moderate Rehab. NO 160 • M= 160-60=100 

M Light Rehab. NO 180 7 M= 180- 60= 120 


Annual Unit Rental 

McGraw-Hili Study 


0 New Construction $ 2,736 .40 $ 3,800 0 3800-3800=0 
0 Gut Rehab. 2,028 .40 2,800 0 3800 - 2800 = 1000 
0 Moderate Rehab. NO 2,200 • 0 3800 - 2200 = 1600 
0 Light Rehab. NO 1,700 7 0 3800 -1700 = 21 00 

Sternlieb Study 
0 New Construction $22,100 .24 $ 2,600 0 2600 - 2600 = 0 
0 Gut Rehab. 2,076 .24 2,600 0 2600 - 2600 = 0 
0 Moderate Rehab. NO 2,100 • 0 2600 - 2100= 500 
0 Light Rehab. NO 1,600 7 0 2600-1600=1000 

1 The McGraw-Hili Study was completed approximately 5 years ago, the Sternlleb study 3 years ago. Assuming an 8 percent 
annual Inflationary factor the total inflationary factor would be .40(.08 X 5) for the former study and .24(.08 X 3) for the 
later study. (It would have been more correct to use a compounded inflationary cost factor, I.e., 8 percent compounded 
for either 5 years (for the McGraw-Hili study) or 3 years (for the Sternlieb analysis). We did not use a compounded Infla
tionary cost factor in order to simplify our analysis as well as that the 8 percent inflationary factor we used is only a 
rough Indicator of construction cost inflation which differs by city, region, etc .) 

2 The numbers in this column are rounded to the nearest thousand, hundred, or ten dollar value depending on the magnitude 
of the number being rounded. 

• The C and R equals the adjusted or assumed values. For the M and D values equals the new construction adjusted or as
sumed ' figure minus the adjusted value or assumed value of either gut, moderate, or light rehabilitation (depending on 
the level of rehabilitation we are determining the value for). 

• Assumed to be one half gut rehabilitation project cost. 
• Assumed to be one quarter gut rehabilitation project cost. 
• For maintenance costs assumed to be 20 percent higher than for gut rehabilitation; for rental figures assumed to be 20 percent 

less than for gut rehabilitation. ' 
'For maintenance costs assumed to be 40 percent higher than for gut rehabilitation; for rental figures assumed to be 40 per

cent less than for gut rehabilitation. 

S ND = value not derived In empirical sources used. 


2. Calculate the yearly depreciation allowed 
according to the fastest depreciation schedule 
other than the 5-year Section 167(k) schedule. 
We assumed the fastest non-167(k) schedule to 
be a 20-year double-declining balance writeoff. 

3. Calculate the increase (or decrease) in 
section 167(k) (5-year) depreciation as compared 
to the 20-year double-declining balance. (This 
was done by subtracting 2 from 1). 

4 . . Determine the Federal revenue loss (or 
gain) caused by the increase (or decrease) in 
the annual depreciation allowance. This loss, 
though, varies according to the tax bracket of 
the individual doing the depreciating, e.g., $100 
depreciated by a taxpayer in the 50 percent in
come tax bracket results in a $50 Federal reve
nue loss; the same amount depreciated by a tax
payer in the 75 percent bracket causes a $75 
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revenue tax loss. In our calculations we assumed 
depreciation taken by a taxpayer in the 50 per
cent bracket. We therefore multiplied the in
crease or decrease in depreciation (caused by 
Section 167(k)) by .5. 

5. Calculate the present value of the Fed
eral tax revenue loss resulting from taxpayers 
taking advantage of the Section 167(k) 
provisions.91 This calculation will vary according 
to the social discount rate that is used. Consist
ent with using a range of four discount rates 
(.05, .07, .10, .15) to calculate the present value 
of M, D, etc., we used these four rates to calcu
late the present value of the Federal revenue 
loss or gain. 

Long and Short Period for Calculating T: 
We had two options in our calculations: either to 
calculate the Federal tax loss disparity for the 
entire length of the rehabilitated properties' eco
nomic life (20 years,92 as assumed by the dou
ble declining schedule) or else to use a consid
erably shorter holding period. Following the 
former strategy would reduce our T value be
cause Section 167(k) provisions yield tax depre
ciation advantages only for the first few years 
(1-6) of depreciation; after this initial period, 
though, the double-declining balance schedule 
allows greater tax depreciation to be taken. In 
contrast, calculating depreciation for only a short 
length of time accentuates the tax benefits of 
Section 167(k) while minimizing the benefits ac
corded by the double-declining balance sched
ule. 

As an illustration, a $4,500 rehabilitation ex
penditure depreciated according to the Section 
167(k) provisions-as opposed to the double-de
clining balance schedule--costs the Federal 
Government $476 if we calculate T for the full 
20-plus year life accorded by the latter schedule, 
and $701 if we calculate T for a shorter period, 
e.g., 12 years. (The latter calculation assumes an 
i value of 7 percent and was derived by adding 
the discounted Federal tax losses (assuming an i 
of .07) in Exhibit B-3 for first 12 years and then 
21 years). 

An argument for using the shorter calcula
tion period is that in the past it has reflected 
reality more closely than the full economic life 
methodology. Owners of urban properties in mar
ginal areas frequently do not hold onto their par
cels for 20 or more years. A much shorter hold

01 Consistent with the half-year convention, depreciation taken dur
ing the first year is discounted one-half year later and depre
ciation taken during the ith year is discounted in (i-5) years 
(see Exhibit B-3). 

"Actually, for 20.5 years, since we used the half-year convention 
(see Exhibit B-3) . 

ing period has been indicated by empiricial 
studies. 

The Leo Grebler study 93 of 958 parcels on 
New York City's Lower East Side, for example, 
indicated that the average period of ownership 
was 11 years. The Chester Rapkin 94 study cov
ering transactions on New York City's West Side 
between 1938 and 1955 indicated a similar pe
riod of ownership-10 years. Arthur Sporn's 
study 95 of turnover rates in slum properties re
vealed a 13-year ownership period. And George 
Sternlieb 96 and David Schiering 97 have made 
similar findings. 

The short holding period of urban property 
owners indicated above may not be likely among 
owners taking Section 167(k) depreciation, how
ever. This results because when a property de
preciated according to the Section 167(k) provi
sion is sold before 200 months it is subject to 
Section 1250 recaptu re of excess depreciation 
above straight line depreciation, the excess to 
be taxed at income tax rates. For example, a re
habilitated Section 167(k) property sold after 12 
years would be subject to substantial recapture 98_ 

80 percent of the accelerated depreciation above 
straight line writeoff. (This 80 percent is derived 
because there is 100 percent recaptu re for 100 
months and recapture is then reduced 1 percent 
monthly thereafter.) 

Because of Section 1250 recaptu re we be
lieve that the ownership period of the Section 
167(k) properties will approach the economic life 
accorded by the double declining balance 
schedule. This is not only our opinion; the Prac
ticing Law Institute 99 has also assumed such a 
long 167(k) holding period. We have therefore 
opted for calculating T for 20-plus years, equal 
to the. full economic life assumed by the double
declining balance schedule. 

Values of T: Exhibits B-3 through B-7 dem
onstrate how we calculated T for our rehabilita
tion expenditures ranging from $4,500 to $15,000. 
Our results are summarized in Exhibit B-2. 

93 Leo Grebler, Housing Market BehavIor in a DeclinIng Area (New 
York: 1952) . 

•, Chester Rapkin, The Real Estate Market In an Urban Renewal 
Area (New York: 1959), p. 21. 

~'Arthur Sporn, "Empirical Studies in the Economics of Slum 
Ownership," Land Economics Vol. 36, 1960, p. 27. 

'" George Sternlieb, The Tenement Landlord (New Brunswick, N.J.: 
Rutgers University Press, 1969). 

., G. David Schiering, "Depreciation Deduction on Used Residen
tial 	HOUSing, Turnover Rates in Slum Housing Ownership and 
Tax Reform Act of 1969," University of Cincinnati Law Review 
Vol. 38, No.3, Summer 1969, p. 550. 

98 We assume that the owner electing Section 167(k) depreciation 
does not take advantage of Section 1039 "rollover," which 
would delay recapture . 

"See 	Lewis Kaster and Stanley Berman, Subsidized Housing: Tax 
and Profit Opportunities in Seiling and Buying (New York, 
N.Y.: Practicing Law Institute, 1971), Chapter 12. 
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Exhibit 8-2. Calculating T -The Federal Tax 
Loss Under Section 167(k) as Opposed to 
Double Declining Depreciation 

Total 
Deprecia

Rehabili  tion 
tation Allowed 

Amount by 
(per Section 
unit) 167(k)' 

$ 4,500 $ 4,500 $ 
5,000 5,000 
9,000 9,000 

10,000 10,000 
15,000 15,000 
20,000 15,000 

1 The aggregate amount 

Present Value of T 
(after 21 year property 
holding period and for 

indicating discount rates.) i 

.5 .7 .10 .15 


397 $ 476 $ 546 $ 589 

442 529 607 654 

794 952 1,092 1,177 

883 1,058 1,213 1,308 


1,324 1,587 1,820 1,962 


of rehabilitation expenditure that 
can be depreciated according to the Section 167(k) 
provisions cannot exceed $15,000 per unit. 

Source: See Exhibits 8-3 through 8-7. 

Flexibility of the Rehabilitation Decision 
Equations 

The rehabilitation decision equations can be 
extremely flexible for helping decide numerous 
housing issues involving rehabilitation and rede
velopment. As an illustration, we have so far 
compared the costs of rehabilitated versus new 
units assuming that the former unit, at the end of 
its economic life, will be replaced with a new 
unit. But a very logical question is whether this 
approach ignores the possibility that the modern
ized unit, at the end of its economic life, could 
be rehabilitated again. This multiple rehabilita
tion scenario is especially likely with the less ex
tensive rehabilitation modes, e.g., bringing a unit 
up to code standards every few years. 

Schaaf Modifications: Albert Schaaf has 
shown that the basic rehabilitation decision equa
tions could be modified to calculate the costs 
of multiple rehabilitation versus redevelopmenpoo 
Schaaf showed that we could compare the cost 
of rehabilitating a unit to a code compliance 
standard three times and then rehabilitating to 
a moderate standard, for example, by using the 
following formula: 

Rehabilitate if 
C> [Rl + Rd(1 + i)lll + Rd(1 + i)2ll1 + 

Rg(rg(nc - 3nl))/1 + i)3ll l + Ml (1 - (1 + i) -3ll1/i) 
+ 0 1 (1 - (1 + i) -3ll l /i) + M3 (1 - (1 + i) 

(- nc - 3n1)/i)/(1 + i)3n1 + 0 3 (1 - (1 + i)l] 

n

Where 

Rl = cost of code compliance (light rehab), 

R3 = cost of modernization (moderate rehab), 

C = cost of new construction, 


1 = life of structure rehabilitated to the code 

compliance standard, 

n3 = life of structure rehabilitated to the moderni

zation standard, 

'3 = 100/n3 percent, 

nc = life of new structure, 

Ml = difference in maintenance costs between a 

new structure and one rehabilitated to the code 

compliance standard, 

0 1 = difference in rent levels between a new 

structure and one rehabilitated to the code com

pliance standard, 

M3 = difference in maintenance costs between a 

new structure and one rehabilitated to the mod

ernization standard, and 

0 3 = difference in rent levels between a new 

structure and one rehabilitated to the moderniza

tion standard. 


Exhibit 8-3. Calculation of Federal Tax Loss Under Section 167(k) of a $4,500 Rehabilitation 
Expenditure 

2 3 4 
Double 

Declining Increase 
Balance or 
Write Decreaseb Federal 

Section off" Annual Government 
167(k) (Assuming Deprecia Revenue 
Write a 20 tion Loss or 

Year off Year Life) Allowance Gain c 

1 $ 450 $ ·225 $ 225 $ 113 
2 900 428 473 236 
3 900 385 515 258 
4 900 346 554 277 
5 900 312 588 294 

(Continued on p. 1095.) 

. 

Present Valued of Federal Government's Revenue Loss 
under Indicated Discount 

Rate 
.05 .07 .10 .15 

$ 109.75 $ 108.70 $ 107.14 $ 104.65 
219.29 213.11 204.33 190.90 
227.86 217.30 202.60 181.10 
233.43 218.47 198.19 169.41 
235.96 216.71 191 .25 156.35 

100 See A. H. Schaaf, "Economic Feasibility Analysis for Urban 
Renewal Housing Rehabilitation," Journal of the AmerIcan 
Institute of Planners Vol. 35, No.6, November 1969, p. 399+. 

----~.--..-.---=---.--- ...---- -_. 
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Exhibit B-3. Calculation of Federal Tax Loss Under Section 167(k) of a $4,500 Rehabilitation 
Expenditure (Continued) 

6 450 280 170 85 64.97 58.56 50.26 39.31 
7 0 252 -252 -126 91.73 81.12 67.74 50.66 
8 0 227 -227 -114 78.70 68.29 55.48 39.69 
9 0 204 -204 -102 67.35 57.35 45.32 31 .02 

10 0 184 -184 92 57.86 48.35 37.16 24.33 
11 0 166 -166 83 49.71 40.76 30.48 19.08 
12 0 157 -157 78 44.78 36.03 26.20 15.69 
13 0 157 -157 78 42.64 33.68 23.82 13.65 
14 0 157 -157 78 40.62 31.48 21.66 11 .87 
15 0 157 -157 78 38.68 29.41 19.70 10.31 
16 0 157 -157 78 36.84 27.49 17.90 8.97 
17 0 157 -157 78 35.08 25.69 16.27 7.80 
18 0 157 -157 78 33.42 24.01 14.79 6.78 
19 0 157 -157 78 31.82 22.44 13.45 5.90 
20 0 157 -157 78 30.30 20.98 12.22 5.13 
21 0 78 - 78 39 14.34 9.74 5.52 2.22 

Discounted 
Federal Tax 
Loss 

Total $4,500 $4,500' TT.' $ 5.r $ 397.40 $ 476.01 $ 546.09 $ 588.59 

a The half-year convention is assumed. (Following Emil Sunley's approach In "Tax Incentive for the Rehabilitation of Housing," 
The Appraisal Journal July 1971, p. 382). 

b Equals column 1 minus column 2. 
c For taxpayer in 50% income tax bracket, equals column 3 X .50. 
d Consistent with the half-year convention, depreciation taken during the first year Is discounted one half year later and depre

ciation taken during the Ith year is discounted in (i-.5) years . 
• May not equal indicated rehabilitation expenditure because of rounding. 

r May not equal 0 because of rounding . 

Note: We assume that the taxpayer electing Section 167(k) will not have to pay Section 56 tax on his 167(k) preferred income. 


Exhibit B-4. Calculation of Federal Tax Loss Under Section 167(k) of a $5,000 Rehabilitation 
Expenditure 

2 3 4 
Double 

Declining 
Balance Increase Federal 
Writeoff" or Govern-

Section (Assuming Decrease" men! 
167(k) a 20 Annual Revenue Present Valued of Federal Government's Revenue Loss under 
Write- Year Depreciation Loss or Indicated Discount Rate 

Year off Life) Allowance Gain c .05 .07 .10 .15 
1 $ 500 $ 250 $ 250 $ 125 $ 121.95 $ 120.77 $ 119.05 $ 116.27 
2 1,000 475 525 263 243.91 237.04 227.27 212.34 
3 1,000 428 572 286 253.08 241.36 225.02 201.14 
4 1,000 385 615 308 259.13 242.53 220.02 188.07 
5 1,000 346 654 327 262.45 241.03 212.71 173.90 
6 500 312 188 94 71.85 64.76 55.58 43.47 
7 0 281 -281 -141 -102.28 90.45 75.53 56.50 
8 0 253 - 253 -127 87.72 76.12 61.83 44.24 
9 0 227 -227 -114 74.94 63.82 50.43 34.52 

10 0 205 -205 -103 64.46 53.86 41.40 27.11 
11 0 184 -184 92 55.10 45.18 33.78 21.15 
12 0 174 -174 87 49.62 39.93 29.04 17.39 
13 0 174 -174 87 47.26 37.32 26.40 15.13 
14 0 174 -174 87 45.01 34.89 24.00 13.15 
15 0 174 -174 87 42.87 32 .60 21.83 11 .43 
16 0 174 -174 87 40.83 30.47 19.84 9.94 
17 0 174 -174 87 38.88 28.48 18.03 8.65 

(Continued on p. 1096.) 
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Exhibit B-4. Calculation of Federal Tax Loss Under Section 167(k) of a $5,000 Rehabilitation 
Expenditure (Continued) 

18 o 174 -174 87 - 37.04 26.61 16.39 7.52 
19 o 174 -174 - 87 35.27 - 24.87 14.90 6.54 
20 o 174 -174 87 - 33.58 23.25 13.55 5.69 
21 o 87 - 87 44 15.99 10.86 6.16 2.47 

Discounted 
Federal Tax 
Loss 

Total $5,000 $4,999 e $-1-' $ 446.51 $ 528.67 $ 606.56 $ 653.76 

For a-f, See Exhibit B-3. 

Exhibit B-5. Calculation of Federal Tax Loss Under Section 167(k) of a $9,000 Rehabilitation 
Expenditure 

2 3 4 
Double 

Declining Increase 
Balance or Federal 
Writeoff" Decrease" Govern

(Assuming Annual ment 
Section a 20 Deprecia- Revenue Present Value" of Federal Government's Revenue Loss under 
167(k) Year lion . Loss or Indicate~ Discount Rate 

Year Writeoff Life) Allowance Gain c .05 .07 .10 .15 
1 $ 900 $ 450 $ 450 $ 225 $ 219.51 $ 217.39 $ 214.29 $ 209.29 
2 1,800 855 945 472 439.05 426.67 409.09 382.21 
3 1,800 770 1,030 515 455.72 434.61 405.20 362.20 
4 1,800 693 1,107 554 466.43 436.55 396.03 338.52 
5 1,800 623 1,177 589 472.33 433.78 382.82 312.96 
6 900 561 339 170 129.57 116.77 100.23 78.39 
7 0 505 -505 -253 -183.82 -162.56 -135.74 -101.53 
8 0 454 -454 -227 -157.40 -136.59 -110.96 79.38 
9 0 409 -409 -205 -135.03 -114.99 90.86 - 62.19 

10 0 368 -368 -184 -115.72 - 96.69 - 74.32 48.67 
11 0 331 -331 -166 - 99.12 - 81.28 - 60.77 38.05 
12 0 314 -314 -157 - 89.55 - 72.06 - 52.41 31.38 
13 0 314 -314 -157 85.28 - 67.35 - 47.63 - 27.30 
14 0 314 -314 -157 - 81.23 62.96 43.32 23.74 
15 0 314 -314 -157 77.37 58.83 - 39.39 - 20.63 
16 0 314 -314 -157 73.68 54.98 35.80 17.95 
17 0 314 -314 -157 - 70.16 51.39 32.53 15.61 
18 0 314 -314 -157 66.83 - 48.03 29.58 13.56 
19 0 314 -314 -157 63.65 44.89 26.89 11.81 
20 0 314 -314 -157 - 60.60 41.95 24.44 10.27 
21 0 157 -157 - 78 28.86 19,60 11.11 4.46 

Discounted 
Federal Tax 
Loss 

Total $9,000 $9,000 e $()f $1f $ 794.29 $ 951.63 $1,091.90 $1,177.06 

For a-f, see Exhibit Eh'3. 
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Exhibit B-6. Calculation of Federal Tax Loss Under Section 167(k) of a $10,000 Rehabilitation 
Expenditure 

2 3 4 

Double Increase 
Declining or Federal 
Balance Decrease" Govern
Writeo"A Annual ment 

Section (Assuming Deprecia- Revenue Present Valued of Federal Government's Revenue Loss under 
167(k) a 20 tion Loss or Indicated Discount Rate 

Year Writeoff Year Life) Allowance Gain· .05 .07 .10 .15 
1 $1,000 $ 500 $ 500 $ 250 $ 243.90 $ 241.55 $ 238.10 $ 232.55 
2 2,000 950 1,050 525 487.83 474.07 454.54 424.67 
3 2,000 855 1,145 573 506.61 483.13 450.44 402.64 
4 2,000 770 1,230 615 518.26 485.05 440.03 376.13 
5 2,000 693 1,307 654 524.50 481.69 425.10 347.53 
6 1,000 623 377 189 144.43 130.20 111.76 87.14 
7 0 561 561 -281 -204.20 -180.59 -150.80 -112.79 
8 0 505 505 -253 -175.08 -151.93 -123.42 88.30 
9 0 454 454 -227 -149.89 -127.64 -100.86 69.03 

10 0 409 409 -205 -128.61 -107.46 82.60 54.09 
11 0 368 368 -184 -110.20 90.36 67.56 42.30 
12 0 349 349 -175 99.53 80.10 58.25 34.88 
13 0 349 349 -175 94.79 74.86 52.94 30.35 
14 0 349 349 -175 90.29 69.97 48.14 26.38 
15 0 349 349 -175 85.99 65.39 43.78 22.93 
16 0 349 349 -175 81.89 61.11 39.79 19.95 
17 0 349 349 -175 77.98 57.11 36.16 17.35 
18 0 349 349 -175 74.28 53.38 32.88 15.08 
19 0 349 349 -175 70.74 49.89 29.89 13.12 
20 0 349 349 -175 67.36 46.63 27.17 11.41 
21 0 174 174 - 87 31.99 21.72 12.31 4.94 

Discounted 
Federal 
Tax Loss 

Total $10,000 $10,003 • $ _3 f $ ---B $ 882.73 $1,057.55 $1,213.33 $1,307.79 

For a-f, see Exhibit B-3. 

Exhibit B-7. Calculation of Federal Tax Loss Under Section 167(k) of a $15,000 Rehabilitation 
Expenditure 

2 3 4 
Increase 

Double or 
DeClining Decreaseb 

Balance Annual Federal 
WriteoffA Deprecia- Government 

Section (Assuming tion Revenue Present Valued of Federal Government's Revenue Loss under 
167(k) a 20 Allow- Loss or Indicated Discount Rate 

Year Writeoff Year Life) ance Gain c .05 .07 .10 .15 
1 $1,500 $ 750 $ 750 $ 375 $ 365.85 $ 362.32 $ 357.15 $ 348.82 
2 3,000 1,425 1,575 788 731.74 711.11 681.82 637.01 
3 3,000 1,283 1,717 859 759.69 724.49 675.47 603.78 
4 3,000 1,154 1,846 923 777.81 727.97 660.41 564.51 
5 3,000 1,039 1,969 985 786.95 722.73 637.82 521.43 
6 1,500 935 565 283 215.94 194.61 167.04 130.66 
7 0 842 842 -421 -306.49 -271.04 -226.33 -169.28 
8 0 757 757 -379 -262.45 -227.74 -185.01 -132.36 
9 0 682 682 -341 -225.16 -191.74 -151.51 -103.70 

10 0 613 613 -307 -192.76 -161.07 -123.80 81 .07 
11 0 552 552 -276 -165.30 -135.54 -101.35 63.45 
12 0 523 523 -262 -149.16 -120.03 87.29 52.27 
13 0 523 523 -262 -142.05 -112.18 - 79.34 45.47 

(Continued on p. 1098.) 
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Exhibit B-7. Calculation of Federal Tax Loss Under Section 167(k) of a $15,000 Rehabilitation 
Expenditure (Continued) 

14 0 523 523 -262 -135.30 -104.86 72.15 - 39.54 
15 0 523 523 -262 -128.87 - 97.98 65.61 34.36 
16 0 523 523 -262 -122.72 91 .58 59.62 - 29.89 
17 0 523 523 -262 -116.86 85.59 54.18 25.99 
18 0 523 523 -262 -111.32 79.99 49.27 22.59 
19 0 523 523 -262 -106.01 74.76 44.79 19.66 
20 0 523 523 -262 -100.94 69.87 40.72 17.10 
21 0 262 262 -131 - 48.17 32.71 18.54 7.44 

Discounted 
Federal 
Tax Loss 

$ --0-'Total $15,000 $15,001 c $ +7' 

For a-f, see IOxhibit B-3. 

Needleman Modification: Lionel Needleman 
has also shown the flexibility of decision equa
tions. l Ol As an illustration, local urban renewal 
agencies having authority over an area of dwell
ings, most of which are structurally unsound, 
but including a scattering of modernizable 
dwellings, have a choice of one of two poli
cies: Should they rebuild the area (demolition 
and new construction) entirely, or should they 
rehabilitate the units that can be restored and 
incur the higher average costs of clearance and 
rebuilding that are involved in partial clearance? 
Needleman described that this problem could be 
answered by modifying the rehabilitation deci
sion equation and approaching the question as 
follows (emphasis added and variable letters 
changed to conform with our quotation presented 
in Chapter Three): 

Assume that the area in questi'on contains T dwellings, 
T-A of which are modernised at a cost of R each and A of 
which are cleared and rebuilt at a cost of B each. Let us 
assume that the average cost of clearance and rebuilding, B, 
varies with the proportion of the buildings in the area that 
are cleared, AIT, and not with the absolute number. We 
should expect the curve to be downward sloping and it may 
also be slightly convex to the origin as in Figure 1 below. 
As an approximation, we can assume that average costs fall 
at a constant rate as the proportion of dwellings cleared 
increases, as in Figure 2. In this case, the relationship be
tween B and AfT is 

A 
B = C + g(1 --)

T 

$1,324.43 $1,586.53 $1,820.20 $1,962.01 

Figure 1 Figure 2 

B B 

A A
T T 

The decision rule when building costs are as illus
trated in Figure 2 can be calculated as follows. Using the 
same symbols as above, but in addition using aa and a to 
represent the annual maintenance costs on each moder
nised and each new dwelling respectively, we have the rule 
-rehabilitate if 

TC> (T - A) [R + (C + gAlT)/(1 + i)n + 
aa (1 - (1 + i)-n)/i] + A(C + g/T)(T - A) 

(T - A) (a - D) (1 - (1 + i)-n/i 
(This formula is explained below.) 

Needleman goes on to expand and apply 
the above formula. We shall not do this our
selves but, rather, will briefly explain his equa
tion. According to Needleman, rehabilitation 
would be the preferred strategy if the new re
building cost (demolition and new construction) 
of all the structures in an area (TC) would be 
greater than the combined cost of the following: 

Description Formula Notation 

1) The cost of rehabilitating T-A dwellings now (T - A)R 

2) The present value of replacing the T-A dwellings 


at the end of the rehabilitated properties' economic life (T - A)(C + gA/T/(1 + i)n) 
3) The present value of the annual maintenance outlays 

on T-A dwellings for n years (T - A)aa (1 - (1 + i)-n)/i 
4) The new construction cost of building A dwellings 

now minus A(C + g/T)(T - A) minus 
5) The present value of the 'annual maintenance costs and 

excess rents on T-A newly built structures for n years (T - A) (a - D) (1 - (1 + i)-n)/i 

101 See lionel Needleman, "The Comparative Economics of Im
provement and New Buildings," Urban Studies Vol . 6, No. 2, 
June 1969, p. 199+. 
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In other words, a mixed rehabilitation-rede Arthur Solomon's Federal Forgone Tax 
velopment strategy would be preferred if the ini Revenue Calculations 
tial cost of a strictly redevelopment strategy ef
fected in one area, plus the long term benefits Exhibits 32 through 35 presented Arthur Sol
higher in rental income and maintenance cost omon's calculations of the full monthly economic 
savings (as compared to rehabilitation) accruing cost of various housing programs. As part of his 
from such a strategy, are greater than the long analysis, Solomon calculated the forgone Fed
term costs of effecting rehabilitation in one sec eral tax revenue resulting from allowing both 
tion of the area plus the initial costs of effecting Section 167(k) (for rehabilitated units) and the 
redevelopment in the remaining section. This double declining balance provisions (for new 
Needleman analysis again demonstrates the flexi units) as compared to just allowing straight line 
bility of the rehabilitation decision equations for depreciation. t02 His calculations are presented 
facilitating policy analysis. in Exhibits 8-8 and 8-9. 

Exhibit B-8. Rehabilitationa Leased Housing-Rent Supplements Accelerated Depreciati~n 
and Forgone Federal Revenue, Boston, Massachusetts 

Tax Savings 
Sixty Month Sixty Normal Depreciation Present Val ue Per 
Straight Line Month Straight Line Normal Deduction Tax Savings Total@ Unit 

Depreciation b Per Unit b Depreciation b Per Unit Differential 50% Bracket 10% @10% 
614,917 c 841 ...... 614,917 307,450 307,500 421 
229,834 1682 245,967 336 983,867 491,934 447,100 612 
229,834 1682 245,967 336 983,867 491,934 406,400 556 
229,834 1682 245,967 336 983,867 491,934 369,400 505 
229,834 1682 245,967 336 983,867 491,934 335,800 459 
229,834 1682 245,967 336 983,867 491,934 305,200 417 

245,967 336 (245,967) (122,984) (69,400) (95) 
245,967 336 (245,967) (122,984) (63,100) (86) 
245,967 336 (245,967) (122,984) (57,500) (77) 
245,967 336 (245,967) (122,984) (52,100) (71) 
245,967 336 (245,967) (122,984) (47,500) (65) 
245,967 336 (245,967) (122,984) (43,000) (59) 

(39,200) (54) 
(35,500) (49) 
(32,400) (44) 
(29,400) (40) 
(26,800) (37) 
(24,400) (33) 
(22,200) (30) 
(20,200) (28) 
(18,300) (25) 

(246,500) d (338) 

AVERAGE ANNUAL DISCOUNTED PRESENT VALUE ($1839/21) 	 1,343,900 1888 

Notes: 
• When 	 a developer syndicates limited partnership interests to Investors for a syndication price in excess of the implied equity 

the Investors will be able to add this excess equity to the depreciable basis. The net syndication proceeds received by the 
developer and by the syndication broker are taxable. It has been assumed that the cost of the Increased depreciation to the 
Treasury is balanced by the taxes collected on the syndication proceeds. 

b The total number of leased housing and rent supplement-rehabilitation units in Boston is 871. Their average rehabilitation cost, 
in 1970 construction prices, is $8,412/unit. We assume tha t the normal economic life for the rehabilitation expenditures is 
25 years. 

c It has been assumed that the items deductible during the construction period, such as interest and real estate taxes, are 
equal to 10 percent of the total construction cost. 

d Sales price cc. outstanding mortgage = $4,730,000; the tax on sale = (sales price less adjusted basis) times capital gains 
rate = (4,730,000 - 0 X 0.35) = 1,656,000 . 

• 
that only double-declining balance depreciation were allowed

'0' Solomon assumed a slightly different approach from ours of instead of Section 167(k) (as indeed was the case prior to 
calculating the T (Federal tax loss resulting from Section 1969) and then calculating the difference in the Federal tax 
167(k). He calculated this Federal loss assuming that only loss resulting from the former accelerated depreciation sched
straight line depreciation instead of a 5-year writeoff were ule as compared to the latter, even more rapid, depreCiation 
allowed. We approached the problem differently, by assuming writeoff. 
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Exhibit B-9. New Construction a Leased Housing-Rent Supplements Accelerated Depreciation 
and Forgone Federal Revenue, Boston, Massachusetts 

Tax Savings Tax Savings 
200% Declining Difference in Present Present 

Balance Per Straight Line Per Depreciation Tax Savings Worth Worth 
Depreciation b Unit Depreciation Unit Deductions 50% Bracket @10% Per Unit 

58,947 c 1551 58,947 9,473 29,500 776 
29,472 776 14,736 38S 14,736 7,36S 6,200 163 
27,999 737 14,736 3SS 13,263 6,632 5,4S0 144 
26,599 700 14,736 3SS 11,S63 5,932 4,460 117 
25,269 655 14,736 3SS 10,533 5,267 3,600 95 
24.006 632 14,736 3SS 9,270 4,635 2,880 76 
22,S06 600 14,736 3SS S,Q70 4,035 2,280 60 
21,665 570 14,736 3SS 6,929 . 3,465 1,7S0 47 
20,5S2 542 14,736 38S 5,S46 2,923 1,370 36 
19,553 515 14,736 3SS 4,817 2,409 1,020 27 
lS,575 4S9 14,736 3SS 3,S39 1,919 740 19 
17,645 465 14,736 3SS 2,909 1,458 510 13 
16,765 442 14,736 3SS 2,035 1,017 320 8 
15,926 419 14,736 3SS 1,190 595 170 4 
15,130 399 14,736 3SS 394 197 50 1 
14,374 37S 14,736 3SS (362) (lSl) (40) (1 ) 
13,655 359 14,736 3SS (l,OSl ) (540) (120) (3) 
12,972 341 14,736 3SS (1,764) (8S2) (170) (4) 
12,324 322 14,736 3SS (2,412) (1,206) (220) (6) 
11,707 30SS 14,736 3SS (2,929) (1,464) (240) (6) 
11,122 292 14,736 3S8 (3,614) (1,S07) (270) (7) 

(13,130) d (346) 
46,170 1216 

Notes: 
a When a developer syndicates limited partnership interests to Investors lor a syndication price In excess of the Implied equity 

the Investors will be able to add this excess to the depreciable base. The net syndication proceeds received by the de
veloper and the syndication broker are taxable. It has been assumed that the cost 01 the increased depreciation to the 
Treasury Is balanced by the taxes colleced on the syndication proceeds. 

b The total number 01 Section lOc leased housing and rent supplement-new construction units In Boston is 93. Their average 
construction cost, In 1970 construction prices, is $15,512 per unit. A depreciable life 01 40 years has been assumed . Sep
arating out various components by their own depreCiable lives, e.g., depreciating the rool over 10 years, would yield a com
pOSite uselul Ille 01 as little as 33 years. The difference in the net accelerated depreciation Is reasonably InSignificant, how
ever. 

c It has been assumed that the items deductible during the construction period are equal to 10 percent of the total construction 
cost. 

d Tax on sale = (sales price - adjusted basis) X capital gains rate 
= (463,000 - 211,200)0.35 = 88,130 

Appendix C 
Housing Rehabilitation: Present and 
Future Costs and Cost Savings 
Introduction 

This appendix briefly examines three differ
ent aspects of rehabilitation's cost: 

1. Specifically which components of rehabil
itation's project costs are presently most signifi
cantly lower as compared to new construction_ 

2. Do current building codes, supposedly 
archaic and unnecessarily restrictive, apprecia
bly inflate rehabilitation expenditures? 

3. Could new building materials and proce
dures effected in the future appreciably reduce 
rehabilitation's cost? 

Examining Rehabilitation's Present Project 
Cost 

Introduction: The second section of this 
study examined how many analyses have con
cluded that rehabilitation's project costs are 
lower than for redevelopment. Specifically, which 
component(s) of project costs is (are) lower for 
rehabilitation as compared to new construction? 
Are development costs lower, are constr.uction 
costs cheaper, or are both perhaps rehabilita
tion's development and construction costs 
cheaper? Furthermore, within the two develop
ment and construction cost subcategories, spe
cifically which items are less costly for rehabili
tation as compared to redevelopment? 

In the section below, we summarize the cost 
savings (as compared to redevelopment) that 
have accrued in various rehabilitation efforts. 
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Summary of Rehabilitation's Cost Saving: 
Findings varied among the rehabilitation pro
grams studied, as discussed below. 

Philadelphia Housing Authority (PHA): De
velopment costs in the PHA's rehabilitation effort 
were considerably lower than for new construc
tion. Specifically, site improvements, land 
acquisition costs, engineering fees, and other ex
penditures were considerably cheaper for reha
bilitation. In contrast, rehabilitation's construc
tion costs were only slightly cheaper 
($1,000-$2,000) per unit (See Exhibit A-1) than 
redevelopment's construction outlay. 

McGraw-Hili Study: The McGraw-Hili Study 
revealed that rehabilitation's development cost 
was only slightly cheaper than new construc
tion's development outlay. The land acquisition 
costs for both types of units were about the 
same, but the new unit's demolition and miscel
laneous fees, as well as other outlays, were con
siderably higher than for the rehabilitated unit 
(See Exhibits A-2 and A-3). 

The McGraw-Hili Study found that rehabilita
tion's construction cost was considerably lower 
than for redevelopment. Where were these con
struction savings? Certain construction cost 
components-e.g., piling, concrete foundation, 
structural frame-were simply not needed for the 
rehabilitated unit. Other cost components were 
considerably cheaper for the former as com
pared to the latter unit. The new unit's cost for 
brickwork, for example, was $1,200-200 percent 
more than for the rehabilitated unit's brickwork. 
And we find similar cost savings in other con
struction components (See Exhibits A-4 and 
A-5). 

HUD New York City Study: HUD's 1968-1969 
New York City studies revealed that development 
costs were almost one-half cheaper for rehabili
tation than for redevelopment. Specifically, the 
former housing strategy's architectural, legal, 
and acquisition costs, for example, were less 
costly than for the latter housing strategy (See 
Exhibits A-8 and A-9). Not all of new construc
tion's development costs were more expensive, 
though; its financing and relocation expendi
tures, for example, were cheaper than for reha
bilitation. 

The HUD New York City Study revealed that 
rehabilitation's construction costs were about 
one-third cheaper than for redevelopment. There 
was no one construction cost component that 
was especially less costly; instead, most of reha
bilitation's construction cost components were 
cheaper than for redevelopment. 

Other Studies: The O'Block and Kuehn 

study revealed that rehabilitation's development 
cost was slightly less than new construction's 
development outlay. Rehabilitation's architectural 
fees and interior financing costs, for example, 
were slightly cheaper than on comparable rede
velopment efforts. In contrast, most construction 
cost components were appreciably cheaper with 
rehabilitation, compared to new construction 
(See Exhibits A-14 through A-18). 

The Sternlieb Study revealed a different 
scenario. It indicated that rehabilitation's devel
opment cost was considerably higher than for re
development. The former housing strategy's land 
acquisition cost, for example, was more than tri
ple the latter housing strategy's land acquisition 
outlay (See Exhibit A-19). In contrast, the Stern
lieb study revealed that rehabilitation's construc
tion cost was considerably less costly than that 
of redevelopment. Among the less costly con
struction cost components were plaster, sheet
rock outlays, and expenditures for flooring, doors, 
and stairs (See Exhibit A-20). 

Summary: From the above analyses we can 
conclude only broad patterns of the specifics of 
rehabilitation's project cost saving. Rehabilita
tion's development costs range from being con
siderably to only slightly cheaper than new con
struction. But this saving is not always present; 
the Sternlieb analysis of Priorities' rehabilitation 
effort, for example, revealed that rehabilitation's 
development cost was higher than for new con
struction. Additionally, the relative costs of cer
tain development components-e.g., land acquis
ition, engineering fees-range from sometimes 
being higher with rehabilitation to being cheaper 
at other times. 

In most instances, rehabilitation's construc
tion costs are considerably cheaper than rede
velopment's construction outlay. But, again, this 
is not always true. The PHA construction cost for 
its rehabilitated units, for example, was only 
slightly cheaper than for its new units. Addition
ally, the rehabilitation-redevelopment cost differ
ences for certain construction components-e.g., 
demolition, excavation, painting, etc.-differ be
tween rehabilitation efforts (Compare Exhibits 
A-4 and A-5 to Exhibit A-20). 

Do Current Building Codes Appreciably 
Inflate Rehabilitation Expenditures? 

In another study completed for the HUD Pol
icy Review Task Force, we examined the issue of 
whether existing building codes appreciably in
flate housing rehabilitation expenditures. If they 
do to a greater extent than with new construc
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tion,103 then it is possible that our findings have 
been skewed by this "artificial" factor rather 
than based on rehabilitation's "true" ability or 
nonability to be cheaper than redevelopment. 

To briefly recapitulate our findings: Many 
studies have accused building codes of unneces
sarily increasing construction costs, especially 
rehabilitation outlays. In 1920, the Senate Select 
Committee on Reconstruction and Production, 
for example, summarized that the building codes 
of the country in many instances involve an addi
tional cost of construction 10i without assuring 
most useful or more durable buildings. Two 
years later, Herbert Hoover, then Secretary of 
Commerce, reported that conflicting and anti
quated building codes were increasing the 
United States' building costs between 10 and 20 
percent.'05 And the National Commission on 
Urban Problems has similarly criticized building 
codes of unnecessarily inflating both new con
struction and rehabilitation costs. 

Other studies have come to oppOSite con
clusions, though. A Columbia University Law 
School analysis,lOG for example, concluded that 
building regulations had little impact on housing 
rehab ilitation expenditures. This study consisted 
of an interview of persons selected either be
cause of their experience in the actual construc
tion and rehabilitation of moderately priced 
housing or because of their special expertise 
concerning codes. Redevelopment and manufac
turers' associations were also contacted. All of 
these individuals were asked to comment on the 
cost impact that building codes have on the con~ 
struction and rehabilitation of low and middle in
come housing. The results of this survey were 
summarized as follows: 

... It would appear that building codes do not ma
terially and unreasonably increase the costs or otherwise 
impede the construction and rehabilitation of low and 
middle income housing. It must not be concluded, however, 
that bu ilding codes are without fault, for they do operate to 
increase costs in some instances and certain procedural 
reforms and greater uniformity should be encouraged . Rather, 
the significance of (our) findings is to place the practical· 
eltects of building codes in context. Government agencies 

103 This may very well be the case, because it is easier to satisfy 
most building code requlrements-e.g., width of stairway, 
number of windows-with new construction than with re
habilitation. The SECD, for example , encountered many prob
lems in trying to satisfy Boston's building codes-problems 
that would not have been present with new construction. See 
Robert Whittlesey, The South End Row House and Its Re
habilitation for Low fncome Residents (Boston : 1969). 

l() ' U.S. Congress, Senate, Report No. 829 Select Committee on 
Reconstruction and Production, 66th Congress 3rd Session, 
March 2, 1921, p. 2. 

'015 Advisory Commission on Intergovernmental Relations (ACIR) 
Building Codes : A Program for Intergovernmental Reform 
(Washington, D.C., U.S. Government Printing Office. 1966), 
p. 2. 

'00 "Building Codes and Residential Rehabilitation : Tilting at 
Windmills ," Columbia Journal of Law and Socal Problems 
Vol. 5, Aug ust 1969, pp. 88-98. 

and private groups have believed for may years that codes 
constitute a significant deterrent to residential construction 
and rehabilitation . (Our) study indicates that this deterrent 
eltect is insubstantial and insign ificant." 7 

The conclusions of the Columbia study cited 
above are not unique. A Puget Sound Govern
ment Conference survey concluded that: "Un
doubtedly many building codes have incorpo
rated excessive standards; however, conclusive 
evidence that the situation is as bad or costly as 
one is led to believe is notably lacking." 108 A 
San Francisco study came to a similar 
conclusion .l09 

In summary, then, it is unclear whether, at 
present, building codes appreCiably inflate costs 
for construction in general and rehabilitation in 
particular. Empirical studies 110 of actual reha
bilitation efforts have often noted costs and diffi
culties caused by archaic codes, so the impact 
of building regulations on rehabilitation bears 
further study. ' 

Possible Future Economies from Updating 
the Rehabilitation Technology: An 
Evaluation 

In this last section we shall consider numer
ous strategies suggested that if implemented in 
the future could possibly reduce rehabilitation's 
cost. There is a widespread belief that such 
economies are possible. M. Carter McFarland, 
for example, has suggested that "we need to 
apply technology and systems engineering to 
make the rehabilitation process faster and less 
costlyYl More speGifically, others have sug
gested that rehabilitation costs might be reduced 
if the following procedures were instituted: Sys
tems, engineering, prefabrication, offsite assem
bly, standardized operating procedures, and 
utilizing innovative construction materials. This 
section focuses on the restraint to improving the 
rehabilitation technology to counterbalance the 
impression one receives in much of the- rehabili
tation literature that updating rehabilitation pro
cedures and methods could in many cases be 
easily done and would have a very large impact 
on reducing costs. 

Systems Engineering: A systems-oriented 
Critical Path Method construction schedule has 
been utilized in new construction for a number 
of years. Such an approach may not be applica
ble to rehabilitation, however, because of the in

107 Ibid., p. 97. 
' " Puget Sound Government Conference, A Study of Building 

Codes (1967), p. 8. 
109 Sherman Masel, Home Building In Transition (1953), p. 249. 
no See Robert Whittlesey, The South End Row House and Its Re

habilitation for Low Income Residents (Boston: 1969) . 
111 M. Carter McFarland , "Financing Rehabilitation through Fed

eral Housing Acts, " Journal of the Building Research Institute. 
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herent uncertainties in rehabilitation work. For 
example, a sponsor often does not know exactly 
what mechanical or structural components need 
replacement or repair until actual rehabilitation 
has begun. Furthermore, most rehabilitation has 
been done by small contractors who are often 
unfamiliar with systems engineering. Finally, the 
cost savings, if any, on a small project with a 
small contractor may very well be neutralized or 
negated by the overhead incurred in implement
ing systems engineering. 

Prefabrication and Offsite Assembly: Theo
retically, prefabrication and offsite assembly 
should reduce the costs of rehabilitation efforts. 
Such savings result, however, only if a larger 
number of identical preassembled units can be 
utilized. But because rehabilitation is confronted 
with many variations in house size and floor 
plan, such prefabrication may be worthless, if 
not impossible. 

The RRDP in New York City, which made 
extensive use of offsite assembly, had extremely 
high costs. ll2 What's more, its preassembled 
bathroom and kitchen cores often did not fit the 
space allotted for them, because of variations in 
room height and size in the project's old-law 
tenements. 

Standardizing the Rehabilitation Procedure: 
Similarly, standardizing rehabilitation by replac
ing or repairing the same components in each 
house may also be impracticable. Nathan Bea
vers, who successfully rehabilitated properties in 
Cleveland's Hough area, cited the infeasibility of 
wholesale gutting as compared to selective at
tempts to salvage plaster walls. He explained 
that for economic reasons the decision to gut 
should depend on the condition of the walls in 
question which can differ not only from one 
building to another but within the same 
building.1l3 Beavers added that it would be hard 
to standardize the rehabilitation procedure be
cause: 

This is a play-it-by-ear business. It needs its own kind 
of specialists with new job definitions. It needs dry-wall 
specialists who can go over old walls for thickness to de
cide what length nails to use and whether screws might be 
better. It needs flooring specialists who can repair broken 
and warped subflooring piece by piece. It needs framing 

112 Institute of Public Administration, Rapid Rehabilitation 01 Old 
Law Tenements (New York, 1968), p. 29. The lack of success 
of mass production in the RRDP has been disputed. In eval
uating the RRDP, Richard Wickert of Conrad Engineers of 
New York City has stated that one of the major factors in the 
success of the RRDP was the use of prefabricated, mass
produced components. See Richard Wickert, "Rapid Rehabil
itation," in Eugene Morris and Henry Halprin's Urban Renewal 
and Housing (New York: Practicing Law Institute, 1969), p. 
148. 

113 	H. Clark Wells, "Materia:s and Equipment Innovation in Hous
ing Rehabilitation," in Melvin Levin (ed.), Innovations in 
Housing Rehabilitation (Boston, Mass.: Boston University, 
Urban Institution, 1969), p. 95. 

specialists who know how to brace old walls in dozens of 
different ways without messing up the architect's plans. 

This view is corroborated by one BURP contrac
tor who noted that any effort to standardize pro
duction overlooks the marginal differences 
among the buildings, which may have to be 
taken advantage of in order to make a profit.ll4 

Innovative Construction Materials: Innova
tive construction materials have also been sug
gested as a means of reducing rehabilitation 
costs and thereby increasing its volume. Among 
the scores of such in use are: Self-studding or 
partially preassembled wall systems, factory
finished vinyl-covered gypsum board, plastiC 
plumbing, molded stackable plastics, and sprayed 
urethane foam for insulation purposes.l15 Their 
advantages are many. For example, plastic pipe, 
in addition to costing less than copper piping, 
can be fitted together much more easily and 
is less likely to be stolen by vandals during 
rehabilitation, The use of many of the construc
tion materials mentioned above, however, may 
be prohibited by restrictive local building codes 
(See previous section) . 

Even if they were allowed, the new rehabili
tation materials and procedures might have only 
a small impact on reducing monthly rentals. Rob
ert Whittlesey, the executive director of the 
SECD, noted that if the SECD's use of a new 
material would reduce the cost of plaster mate
rials by 50 percent, it would reduce the projects' 
monthly rentals only $1 .116 Similarly, if the costs 
for plumbing, using new technology or materials, 
were reduced by 25 percent, there would be only 
a $1 decrease in the monthly rental. 

'Conclusions: Although the strategies de
scribed in this section have often been touted as 
significant inducements to rehabilitation, in prac
tice they may be both expensive and difficult to 
effect because of political or practical considera
tions. In addition, there is some doubt whether 
such action-even if allowed-would dramati
cally reduce rehabilitation costs-both initial 
construction costs and, especially, the monthly 
occupancy cost. But to the extent that updating 
the rehabilitation technology would save rehabili
tation costs (and many have advanced this posi
tion), then it should be attempted. 

'04 Langley Keyes, The Boston Rehabilitation Program: An Inde
pendent Analysis (M.I.T.: Harvard Joint Center, 1970), p. 138. 
Another BURP contractor felt that it was best to systematize 
rehabilitation in order to eliminate the need for separate de
cisions about what must be done in each property. 

'" See Joseph Newman, "Rehabilitation Techniques: The Current 
State of the Art," in Levin, Innovations In HousIng Rehabilita
tion. See also Wells, "Materials and Equipment ," in Levin 
Innovations in HousIng Rehabilitation. 

116 See Robert Whittlesey, In Levin, Innovations In Housing Re
habilitation, p. 87. 
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Scattered Versus Concentrated 
Housing Rehabilitation 

By Edward S. Hollander 
Independent Consultant 

Introduction and Overview 

Because this "issue paper" is necessarily 
brief, and because it is not basically a report on 
primary or even secondary research, we believe 
it would be helpful to provide an introductory, 
overall statement of some of our basic views that 
lead to our assessment of how housing rehabili
tation ("rehab") programs should be used and to 
our views on the specific question of whether 
housing rehab should be conducted on a geo
graphically concentrated or scattered basis. It 
should also be noted at the outset of this paper 
that, because the Department has commissioned 
special papers dealing with the rural housing 
problem, this discussion is confined to rehabilita
tion in urban settings. 

It seems to us indisputable that the preser
vation and continued use of most of the existing 
housing stock are necessary to achieve the 
objectives of the national housing goals, at least 
until the era-should it ever come-of disposa
ble housing. Preservation of the existing stock is 
necessary, notwithstanding the rehab-is-cheaper 
1rehab-is-more-expensive debate (which is dis
cussed later in this chapter), for economic 
reasons. It would be prohibitively costly not to 
preserve the great majority of the existing stock. 
Preservation of the existing stock is also impor
tant for social and cultural reasons. In countless 
big city communities across the Nation, the resi
dents have expressed their strong preference for 
preservation of their housing and neighborhoods 
as opposed to demolition and new construction. 
Not every community should be preserved, but 
neither should economics be the sole, or even 
the primary, factor that determines whether a 
building is torn down or rehabilitated. In consid
ering the uses and value of rehab, it is important 
to remember its abilities to preserve social pat
terns and cultural values and identities, abilities 
which new construction does not have. 

A large part of the reason for the great 
rehab debate which has been going on for at 
least the past decade is that the terms "rehab" 
and "rehab program" are unclear and have 
many meanings. "Rehab" can refer to repairs 
costing anywhere from $1,000 or even less 
(under such programs as the section 312/115 
program and the Title I FHA home improvement 
loan program), to as much as $17,500 or even 
more (under the sections 235 and 236 programs). 
The former is frequently referred to (often deri
sively) as "cosmetic" or "paint-up-fix-up" rehab. 
The latter is most frequently called "gut" rehab. 
It is important to note that these terms all denote 
the level of treatment given to the housing unit 
itself. This aspect of the terminology of the 
rehab field is significant because it is indicative 
of the fact that too much emphasis is placed on 
the housing unit, and too little is placed on other 
aspects of housing rehab such as the neighbor
hood in which the units are located, the eco
nomic availability of the housing to various seg
ments of the market, and other factors. 

When the term "rehab" is used, one at least 
knows that it refers to the repair of a housing 
unit, even though the extent of repair and other 
factors are not known. The term "rehab pro
gram," however, is even less clear. The term 
generally takes its meaning from the Federal 
programs classified as rehab programs. Accord
ingly, the term is used to describe efforts rang
ing from (1) owner-initiated, light rehab efforts, 
which are not part of any coordinated plan and 
carry no subsidy and no program of other neigh
borhood improvements, to (2) gut rehab pro
grams, which require the entity performing the 
rehab to acquire the property and which carry 
relatively heavy subsidies and do not include 
provisions for other neighborhood improvements, 
to (3) the concentrated code enforcement ap
proach to rehab, which offers limited grants and 
subsidized loans for light building treatment and 
does include provisions for making some neigh
borhood improvements. 

The vague and multiple meanings of these 
two key terms give rise to confusion and seem
ing contradictions in many discussions of the 
subject. For example, the statements "Rehab is 
as expensive as new construction," and "Hous
ing rehab programs offer a means of providing 
standard housing at far less than the cost of new 
construction," clearly seem to be contradictory. 
Yet they need not be. The first statement has 
been shown to be true with respect to old, long
neglected and poorly maintained inner-city hous
ing. The second statement also can be true if it 
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refers to the limited treatment of substandard, 
but basically sound, housing that is not seriously 
deteriorated. Virtually all other statements about 
rehab and rehab programs are subject to confu
sion and contradiction unless clear reference is 
made to the particular level of rehab, the nature, 
type, and extent of the financing and subsidies 
that are involved, the neighborhood conditions in 
the area of implementation, and the extent of 
any companion programs that may be involved. 

The differences among rehab programs are 
accentuated because of the fact that each one is 
narrowly focused at a particular combination of 
factors such as housing type, level of subsidy, 
level of rehab, type of building tenure, etc. The 
programs that can undertake gut rehab cannot 
be easily used for lighter building treatments; 
the programs that can provide relatively heavy 
subsidies cannot provide housing for those who, 
although somewhat better off, need some subsi
dization of their housing costs. The programs 
that can assist owner-occupants cannot be used 
to acquire a building from an owner who is un
willing to rehabilitate it. The programs that can 
be used to acquire and rehabilitate buildings 
cannot be used to assist owner-occupants, and 
so forth. The narrowness of the programs is 
compounded by the fact that the restrictions and 
limitations are applied in combination; thus, for 
example, the programs that are capable of gut 
rehab offer only relatively heavy subsidies, re
quire that the buildings be acquired from their 
owners, and are designed for either single or 
multifamily structures. There are no programs to 
assist owner-occupants to undertake a heavy 
level of rehab. There are no programs that can 
rehabilitate apartment buildings and make the 
units available to persons with a wide variety of 
incomes. In fact, nowhere in the array of Federal 
housing rehabilitation programs in recent years 
has there been a single program capable of 
dealing with a variety of just three factors
housing type, level of subsidy, and level of reha
bilitation. 

Numerous other inadequacies in Federal 
rehab programs and gaps in their coverage 
could be cited, but no more are necessary to the 
focus of this paper. (It should be noted, of 
course, that many of the same defects exist 
throughout the Federal housing programs, partiC
ularly the subsidized programs.) However, the 
narrowness of the Federal rehab programs is 
one of the key causes of many of the failures of 
rehabilitation efforts. 

A city agency, for example, that arms itself 
with a "housing rehab program" finds that it can 

deal with only certain types of units, that it can 
undertake only one level of rehab, which must 
be done in a certain way, and that it can offer 
the housing only to a narrow segment of the 
market. The housing units "produced" under the 
program may add up to impressive totals, but 
the units that were surrounded by blight will 
probably still be surrounded by blight; areas 
plagued by trash, rats, and similar conditions will 
probably still be afflicted; areas suffering from 
rundown commercial sections and mixed land 
use will probably still be burdened by those con
ditions, and many of the units that needed reha
bilitation will not have been rehabilitated be
cause the program was incapable of dealing with 
all types of housing units. 

Only a few of the Federal rehab programs 
include any provision for making non housing im
provements in the areas in which they are imple
mented. That such improvements are necessary 
to complement and sustain the good effects of 
rehabilitation is readily apparent from both our 
own direct observations and the case material 
cited later in this paper. Again and again in 
the literature of the rehab field it is stated 
that, in neighborhoods that do not have a 
basic soundness, the beneficial impacts of the 
rehab program are soon overwhelmed by the 
continued spread of blight and deterioration. 
Thus it is our recommendation that housing 
rehab be conducted only as part of a neighbor
hoodwide preservation or revitalization program 
except in neighborhoods that are so sound that 
no other improvements are needed to insure that 
the effects of the rehabilitation will not soon be 
overcome by expanding blight and deterioration. 
The most important point is that rehab be used 
in a planned, coordinated manner. In some in
stances, it will be possible to upgrade a neigh
borhood through the rehabilitation of scattered 
units; in other cases, a concentrated approach 
will be necessary to upgrade the neighborhood. 

We recommend that rehab programs (which 
we later call neighborhood preservation and revi
talization programs) be used as means of arrest
ing and correcting light and moderate forms of 
blight and deterioration. Rehab has a place in 
treating heavily blighted areas, but its role in 
such areas is simply that of one of a number of 
programs that need to be used. The use of rehab 
programs as basically a preventive device re
quires that they be used only in areas where 
their tools are adequate to the conditions. Faced 
with the expense, unpopularity, and difficulty of 
using urban renewal, local officials frequently 
have attempted to "do something" for slum 
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areas by treating them with such programs as 
the concentrated code enforcement program 
(CCEP) or with other forms of rehabilitation not 
accompanied by a neighborhoodwide program of 
improvements. Such uses of rehab are doubly 
wasteful: They are not capable of creating last
ing improvement in badly deteriorated slum 
areas, and areas that could be substantially 
helped by a rehabilitation program are deprived 
of its benefits. Although we appreciate the well
motivated concern to improve slum conditions, 
and although we understand the political pres
sure to "do something," rehabilitation programs 
must be used in a disciplined, judicious manner. 
At the same time, it is necessary to have pro
grams capable of dealing effectively with badly 
deteriorated neighborhoods. Such areas ob
viously need and deserve large-scale programs, 
and, furthermore, unless such programs are 
used, it will be virtually impossible to prevent 
such light and early treatment programs as rehab 
from being used inappropriately. As long as the 
misuse of rehab continues, rehabilitation will be 
criticized and misunderstood. Far more impor
tantly, the nation will allow sound housing and 
good neighborhoods to deteriorate unnecessar
ily. 

Rehab and the National Housing Goals 
A Decent Home and a Suitable Living 
Environment 

It can be argued whether rehabilitation is a 
housing production program or not. In the most 
elementary sense, rehabilitation is not a housing 
production program because, by definition, it 
does not physically produce any housing units. 
On the other hand, it can well be argued that the 
upgrading of a substandard unit returns it to the 
supply of standard housing units and thereby re
duces the need for new housing units. It also 
can be argued that the retrieval through rehabili
tation of a unit that had nearly, or had already, 
dropped out of the housing supply is tantamount 
to the creation of a new housing unit (and, as 
the .Arthur D. Little reports on Project Rehab 
note, the cost may be as high as that needed to 
produce a new unit). The national housing goal, 
however, is directed at both good units and 
good environments. It seems to us that there is 
little point in debating whether ,or not rehabilita
tion should be considered as housing produc
tion. It is very much to the point to consider 
whether rehab programs are designed and used 
to achieve both of the elements of the national 

housing goals. This issue was addressed (with 
respect to all Federal housing programs, not just 
rehab) well and directly by the President's 
Fourth Annual Report on National Housing 
Goals, which we quote (without passing judg
ment on the expressed optimism about the Na
tion's ability to reach the 26 million housing unit 
goal): 

It would be fortunate indeed if the nation's housing 
problems could be fully understood in terms of demo
graphic and economic analysis, and could be reduced to a 
relatively simple housing needs/housing production equa
tion , The fact that the nation has the productive capacity 
to reach the 26 million goal is no longer a serious question. ' 
The present high level of housing production has placed 
the nation comfortably ahead on the goal path. The real ques
tion is whether a strategy which focuses narrowly on housing 
production alone will bring the nation to the qualitative 
goal of a "decent home and a suitable living environment 
for every American family." (EmphasiS added.) 

The President's report goes on to say that, 
"It is unrealistic to expect neat answers to 
emerge from the ferment over housing policy 
and programs"; the report urges that the search 
for new solutions continue, and adds, "We 
should seek, however, to assess what has been 
learned and to draw some broad conclusions 
about the future direction of housing policy." 

We fully concur in that view. One of the 
conclusions which we believe can be drawn at 
this time is that the answer to the question the 
report poses-Can housing production alone 
achieve the qualitative goal of a suitable living 
environment?-is "no," except possibly in areas 
where the great majority of residents have at 
least middle incomes. On a national basis, hous
ing production might be sufficient if all persons 
had adequate incomes. Good housing and good 
neighborhoods might or might not drive out the 
bad ones,' but at least one would have the assur
ance that, in relation to other uses of income, 
families were choosing housing and neighbor
hoods in accordance with the value they placed 
on those aspects of life. Even though the prem
ise is certainly not the case, the argument is not 
entirely academic because there are numerous 
neighborhoods in which virtually all families do 
have adequate incomes. In such neighborhoods, 
good housing and general affluence are usually 
sufficient to create a good living environment. As 
later discussion indicates, we do not minimize 
the importance of maintaining those areas, and if 
conditions are such that private motivation and 
private financing are insufficient to do the job, 
then public resources should be applied. 

The President's report notes that the hous
ing problem is composed of a complex set of is
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sues. After noting that the first level of the re
port's discussion would deal with specific 
housing programs, and the second level of dis
cussion would deal with housing strategies, the 
report states: 

At the third level of discussion-housing policies in a 
total community context-the issues involve a broad range 
of social, economic, and environmental concerns. These 
concerns are sometimes lumped together as a "housing 
problem," but in reality they involve questions which are 
far more complex. 

In discussing the third level-"the place of 
housing policy and programs in relation to the 
entire range of policies and programs bearing on 
the growth and development of the nation's met
ropolitan and rural communities"-the report 
states: 

The significance of this discussion is that housing pol
icy is breaking out of its traditional mold of demographic 
and economic analysis which yields a quantitative produc
tion goal, but does not address the "suitable environment" 
component of the national housing goal. 

Historically, federal housing programs have been struc
tured by statute without sufficient regard to their impact on 
the physical and social environment of the communities in 
which they operate. (Emphasis added.) Instead, the pro
grams were structured to facilitate the construction or 
transfer of a particular house, apartment, or subdivision by 
providing mortgage insurance and/or subsidy. Thus, the fed
eral housing agency's concern typically stopped at the lot 
line of the particular property under review. 

This narrowness of program concern has had a number 
of consequences which are becoming increasingly clear. 
Because of the cumulative impact of many ad hoc actions, 
federal housing programs over the years have contributed 
to rapid suburbanization and unplanned urban sprawl, to 
growing residential separation of the races, and to the con
centration of the poor and minorities in decaying central 
cities. While housing programs have contributed to these 
problems and in many cases intensified them, it is impor
tant to emphasize that they did not cause them. The 
causes stem from the complex interaction of population mi
gration, community attitudes and prejudices, consumer pref
erences, local governmental fragmentation, and the impact 
of other federal programs such as urban renewal and the 
highway programs. 

The Unwritten Third National Goal 

The national housing goals have a third key 
component that is implicit in the Federal housing 
legislation of several decades: that good housing 
in good environments be available to every 
American family at a cost that it can afford. 

Thus the mission of the Department of 
Housing and Urban Development is to deal with 
a problem that has three distinct major parts: 
providing an aqequate number of standard hous
ing units; providing those units in suitable living 
environments; and assuring that lack of income 
is not a barrier to the attainment of a decent 

home in a suitable living environment for any 
American family. 

The three problems to which the national 
housing goals are directed-substandard units, 
bad environments, and unaffordable housing cost 
-exist not only separately but also in combina
tion, as the diagram illustrates. 

As the diagram shows, seven basic types of 
"housing" problems are possible: 

• A-Bad housing unit 
• B-Bad environment 
• C-Unaffordable housing cost 
• A + B-Bad housing unit and bad envi

ronment 
• A+C-Bad housing unit and unaffordab e 

housing cost 
• B+C-Bad environment and unafforda

ble housing cost 
• A + B + C-Bad housing unit, bad envi

ronment, and unaffordable housing cost 

The diagram oversimplifies the problem 
tremendously, of course. (The category "bad 
housing unit" includes units that have relatively 
little wrong with them and those that are unfit for 
human habitation; there is no definition of "bad 
environment," nor does the diagram take into 
account differences of degree among bad envi
ronments. With respect to "unaffordable housing 
cost," some might believe the economic problem 
is better viewed as inadequate income of certain 
families rather than as a characteristic of the 
housing unit.) However, the diagram is helpful in 
that it illustrates the three basic elements of the 

- _I ~_~~ 
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problem.1 We could not agree more fully with 
the statement above to the effect that Federal 
housing programs are structured without ade
quate consideration for the physical and social 
environments of the communities in which they 
are implemented. Equally important, they are not 
structured with adequate consideration to the 
economic conditions of the Nation's cities and 
towns, or the economic need of the Nation's 
lower and moderate income families. 

In principle, we see no reason why rehabili
tation programs cannot be used to deal with all 
three problems. As a practical matter, we see 
many reasons why rehab cannot often be used 
effectively to achieve the three goals, given the 
limitations, particularly financial, that have pre
vailed and are likely to continue to prevail in the 
subsidized housing field in general, and with re
spect to rehabilitation in particular. 

The next chapter is devoted to an examina
tion of experience with housing rehab under 
Federal programs during recent years. Given the 
particular focus of this paper on the issue of 
whether rehab should be carried out on a con
centrated or on a scattered basis, the majority of 
the chapter is devoted to material relating to that 
topic. 

The case histories, studies, and evaluation 
reports on Federal rehab programs which are 
cited in the following chapter are not, on the 
surface, encouraging about the value of rehab. 
We urge the reader to understand that the mate
rials have been selected for the purpose of high
lighting the problems of rehab programs. Our re
view of these materials causes us to be highly 
optimistic that the inadequacies, both statutory 
and administrative, of the Federal rehab pro
grams can be corrected . 

Neighborhood Selection: The Key to 
Successful Rehab 
The Primacy of Neighborhood Over Housing 
Unit 

One of the most fundamental pOints on 
which we base our view of the use of housing 

1 A special, fourth element should be noted, and that Is that all 
persons must have full access to the good housing In the 
good environments. Various kinds of discrimination limit or 
prohibit some families from securing such living accommoda
tions even when the family has an adequate Income. Racial , 
religious, and ethnic discrimination may be the most wide
spread forms, but other persons are discriminated against on 
such grounds as sex, family size, family composition, (legal) 
occupations, (legal) source of income, personal appearance, 
and marital status . Not all of these types 01 discrimination 
are prohibited by Federal lair housing laws and regulations. 

rehabilitation programs is that the overall quality 
of life, as well as property values, is more 
closely tied to general neighborhood conditions 
than to the condition of the housing unit in 
which a person or family lives. It is, in general, 
neighborhoods-not housing units-which attract 
people and, most importantly, which they later 
decide to leave. There are, to be sure, families 
which make intraneighborhood moves in order to 
find a more suitable housing unit-e.g., a larger 
one. It seems apparent, however, that most 
moves are made on an interneighborhood basis 
and, although such moves may be partially moti
vated by a desire for a different size or type of 
housing unit, we believe that in most cases such 
moves stem from a desire to change one's over
all neighborhood environment or condition, Such 
moves may be positively motivated-the desire 
to "upgrade" one's condition by living in a more 
expensive or prestigious community; or they may 
be negatively motivated-the desire to get away 
from deteriorating physical or social neighbor
hood conditions. In the latter case, improvement 
in the family's housing unit not accompanied by 
general improvement throughout the neighbor
hood will rarely be a sufficient incentive to retain 
the family in the neighborhood. It could well be 
argued that it is property values that determine 
neighborhood conditions and that what we have 
here is a chicken-and-egg proposition. We agree 
that it is essentially a chicken-and-egg situation; 
neighborhood conditions and housing conditions 
are inextricably tied together. It is precisely for 
this reason that we maintain that it is relatively 
fruitless to attempt to improve one aspect of the 
problem-the condition of housing units-with
out at the same time dealing with the other as
pect-overall neighborhood environment. 

We are pleased to note that this basic view 
is shared by the Administration. The President's 
Fourth Annual Report on National Housing Goals 
made the following statement: 

Under normal use, and with proper maintenance, a res
idential structure can last several generations, limited only 
by changes In taste and the cost of modernization. How
ever, no matter how well maintained an individual housing 
unit or residential structure may be, the surrounding envi
ronment ultimately becomes decisive on the continued use
fulness and quality of the housing services provided by the 
structure. (Emphasis added.) ...-J 

Improper Areas of Implementation Prevalent 
in Recent Rehab Efforts 

Rehabilitation programs involving both light 
and heavy (or gut) levels of rehabilitation have 
been criticized for their inadequate selection of 
neighborhoods. During 1970 and 1971, Arthur D. 
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Little, Inc. (ADL), conducted, under contract to 
the Department, an extensive program of moni
toring and evaluation of HUD's Project Rehab 2 

program. ADL's reports constitute a major and 
valuable addition to our knowledge about reha
bilitation. Although the reports have certain limi
tations when applied to the entire, broad field of 
rehabilitation, the reports frequently mention the 
questionable neighborhood selection policies 
and the lack of selection policies. As one of the 
"disappointments" of Project Rehab, the ADL re
port states: 

Many sponsors and HUD office personnel have failed 
to develop a strategy for rehabilitation which takes into ac
count the condition of inner-city neighborhoods, operating 
problems, city planning objectives, income, tenants, or the 
needs of lower income families .' 

This finding led to one of ADL's "major rec
ommendations," namely: "HUD as well as spon
sors should be much more concerned about 
neighborhood selection and the rehabilitation 
strategy employed." 4 

In discussing long term rehabilitation strat
egy, the ADL report states: 

The strategy of rehabilitating scattered single buildings 
that exists in many Project Rehab cities may be desirable 
if the surrounding area is sound or in the process of being 
upgraded. On the other hand, such a strategy in declining 
Inner-city neighborhoods will ultimately lead to social and 
economically unsound situations. Without general neighbor
hood renewal and the improvement of facilities and serv
ices, single-building or small-scale projects will soon be 
engulfed by the surrounding decay and problems of pov
erty. The rehabilitation of a structure or even a block of 
property may not be enough to stimulate other owners to 
fix up their buildings or the city to improve services. Many 
neighborhoods have declined to the point where there is 
no longer any social fabric and massive disinvestment is 
occurring. Rehabilitated buildings in such areas cannot sus
tain themselves over time. 

Therefore, greater emphasis ought to be placed on re
lating rehabilitation to the renewal process. Initially, reha
bilitation was conceived of as a tool for upgrading 
residential properties based on an overall plan and with 

• Project Rehab was a special and a particular kind of rehab 
effort; it carried a relatively heavy level of subsidy; many of 
the programs were conducted In badly deteriorated inner-city 
areas; local government was to playa special role; relocation 
services were to be provided regardless of whether or not 
the rehab was conducted In a Federal program area; Project 
Rehab projects were to receive expedited handling by FHA, 
and Project Rehab was to have special emphasis on minlority 
training and hiring programs and the use of minority con
tractors and subcontractors. For these and other reasons, 
the findings about the Project Rehab experience are not 
necessarily applicable to other rehab programs that employ 
a lighter level of building treatment and subsidy, which op
erate In less deteriorated areas and which differ from Project 
Rehab in other respects. 

3 Arthur D. little, Inc., Project Rehab Monitoring Report Overview, 
"Report to U.S. Department of Housing and Urban Develop
ment," HUD-F-22, Washington, D.C., May 1971, p. 24. 

• Arthur D. little, Inc., op. cit., p. 30. 

federal financial assistance for public improvements and 
land assembly. As the renewal process became involved in 
delays and complex procedures, and because of the diffi
culties of coordinating renewal and FHA programs, the two 
processes-renewal and rehabilitation-have been rarely 
coordinated successfully. The enactment of the Section 312 
and 115 grant programs in the Housing Act of 1964 further 
discouraged joint efforts. 

Project Rehab was supposed to encourage coordination 
with renewal programs, but this has not occurred. To result 
in any long-term effect and to sustain itself, it is clear that 
rehabilitation should be carried out on a larger scale than 
has been normally attempted and that there are many ad
vantages to rehabilitation's being carried out as part of an 
overall neighborhood renewal process. 

The location and concentration of rehabilitation needs 
to be more closely related to an overall housing strategy 
by the Department. There are general trends toward central 
city depopulation and abandonment in many cities. Many 
neighborhoods are no longer desirable for any income 
group and they have lost all vitality. Rather than attempt to 
rehabilitate such areas, it may be more sensible to convert 
the areas to other nonresidential uses. Unless an area has 
basic elements of strength, rehabilitation is not appropriate. 
At a minimum, an area should be judged to have some 
recognizable stability, identity, locational advantage and 
character, and the buildings should be of sufficient struc
tural quality and adaptability to justify rehabilitation. Invest
ment in many inner-city areas is probably unwise from both 
a monetary and social poi nt of view.' 

An appendix to the Report Overview dis
cusses ADL's findings and recommendations at 
some length. The following selected statements 
come from the section of the appendix which re
ports the findings and recommendations on the 
subject of neighborhood and building selection. 

Key elements of a successful rehabilitation program 
are the neighborhood and buildings which are selected for 
rehabilitation. 

It seems clear that a successful large-scale rehabilita
tion project should be undertaken in a neighborhood that 
has some permanent strength and is capable of maintaining 
or improving itself over time as a result of Project Rehab. 

Generally, most Project Rehab citieS' do not have a 
rehab strategy and do not select buildings or neighbor
hoods systematically. Selection relates more to identifying 
buildings that are financially feasible to rehabilitate rather 
than choosing a neighborhood which is particularly suitable 
or developing a set of rehabilitation objectives. Few spon
sors have undertaken surveys or investigated what areas 
are most sensible. 

In most cities, program activity is not concentrated to 
an effective degree. Only in a few cities is there any 
meaningful, concerted rehabilitation program. Because of 
the lack of focus, many projects will continue to be sur
rounded by blight, and it is questionable whether the com
pleted buildings can be maintained in such environments. 
(Emphasis added.) Greater concentration might stimulate 
the revival of the surrounding neighborhood, but most 
rehab efforts are really composed of a number of buildings 
or houses scattered throughout a neighborhood or, in some 
cases, throughout the city. 

With single-family units rehabbed on a scattered basis, 
the surrounding area may not be affected by the improve

5 Arthur D. Little, Inc., op. cit., pp. 40-41. 

1109 



-

ments. In Instances where this Is true, opportunities for 
home ownership may be questionable." 

As mentioned above, similar criticisms have 
been directed to light rehabilitation efforts. The 
Comptroller General's June 1972 report to the 
Congress, entitled Enforcement of Housing 
Codes: How It Can Help To Achieve Nation's 
Housing Goal, dealt with the section 312 and 115 
program, known both as CCEP (concentrated 
code enforcement program), and FACE (federally 
assisted code enforcement). The GAO report is a 
harsh one, but although we agree with HUD that 
the 312/115 program is an important and worth
while program, and although we are sympathetic 
to the problems of any program administrator 
who must deal with a major problem with inade
quate tools, it appears clear that there are many 
instances in which the program has been applied 
in unsuitable neighborhoods. The GAO report 
stated: 

HUD frequently approved projects in areas where hous
ing was too deteriorated for code enforcement to work. Our 
review of 10 projects in two HUD regions showed that 
three were in areas appropriate for code enforcement and 
seven were in areas obviously more appropriate for rehabili
tation or redevelopment. These seven represented a cost 
to the Federal Government of $13.5 million. 

Although HUD had evidence that extensive deteriora
tion existed in proposed project areas, it approved projects 
for inappropriate areas because its criteria for selecting 
areas were inadequate. The extent of deterioration in some 
project areas selected by the cities and approved by HUD 
and the low incomes of the property owners precluded suc
cessful completion of the projects. 

HUD officials told us that it was difficult to accept the 
concept of preventing housing deterioration by code en
forcement when slum conditions were extensive and only 
limited funds were available for all HUD urban renewal 
programs. They said that insufficient resources had forced 
HUD to establish priorities and that those areas demon
strating more urgent needs-rehabilitation or redevelopment 
-had received top priority. 

HUD officials told us also that there was a tendency 
on the part of cities to use code enforcement grants in
stead of more extensive urban renewal programs. One of 
the reasons for this was the adverse reaction of citizens to
ward rehabilitation and redevelopment. As a result, even 
when those programs were appropriate, area residents often 
rejected them. Code enforcement was more attractive to 
cities because it was less costly and required less red tape 
than rehabilitation or development. 

Although these problems exist, we do not believe that 
they justify using code enforcement in inappropriate areas.' 

We believe that the 3.12/115 program is bas
ically an essential tool to cope effectively with 
the problem of maintaining sound housing and 
good neighborhoods. We ' cite the GAO finding 

• Arthur D. Little. Inc., op. cit., pp. 156-159. 
'United 	States General Accounting Office, Enforcement of HousIng 

Codes: How It Can Help to AchIeve Nation's Housing Goal 
"Report to the Congress by the Comptroller General of th~ 
United States," Washington, D.C., June 26, 1972, p. 27. 

(and the examples which follow) primarily to il
lustrate that a good program has good effects 
only if it is applied in a neighborhood in which 
its tools and resources are adequate to deal with 
the problems that exist in the particular area. 

It is important to note that the GAO report 
takes the same view. In rio instance does the re
port question the essential worth of the program; 
the major pOint which the report repeatedly 
makes is that code enforcement is primarily a 
slum prevention tool, that it should be used in 
basically sound areas to eliminate the first 
stages of blight, and that it is not suited to areas 
that require more extensive treatment, such as 
renewal. 

The GAO report based its findings on an ex
amination of a number of specific CCEP proj
ects. The study found that, although it was 
HUD's policy to require that code enforcement 
be used only in basically sound areas, HUD's 
criteria for selecting appropriate criteria were in
adequate, that the criteria were not adequately 
applied, and that local governments often wanted 
to use code enforcement inappropriately. 

The report drew examples from four of the 
seven projects that were found to have used 
code enforcement in inappropriate areas. The 
four projects were located in Mansfield, Ohio; 
Chicago, III.; Hamilton County, Ohio; and 8t. 
Louis, Mo. Below are excerpts from the GAO re
port. 

Mansfield: HUD closed out the Mansfield project in De
cember 1971, realizing that it had failed. 

. . . . 
Mansfield's initial application of December 1965 was 

rejected by the Chicago Regional Office because, among 
other things, regional planners felt that the area was not 
suitable for code enforcement. A large portion of the proj
ect area was considered by the planners to require major 
rehabilitation and clearance because the buildings had de
teriorated beyond the point where code enforcement alone 
could arrest the deterioration of the area. 

Nevertheless, HUD Headquarters approved a second 
Mansfield application for the same area 7 months later, 
upon recommendation from the Chicago Regional Office. 

The regional office's position differed not only from the 
comments of HUD planners but also from the finding, In a 
1963 Mansfield housing study, that at least half the area re
quired a program of rehabilitation iilVolving some clear
ance. This study reported that part of the area contained a 
high percentage of substandard dwellings and that correc
tive measures must Include the removal of many of the 
structures. 

HUD's decision to approve this project was subse
quently recognized as a mistake. 

. , 

In March 1972 we met with city officials to discuss our 
report. The Mansfield officials agreed that the project area 
was inappropriate and should have been an urban renewal 
area. They said, however, that, although program objectives 
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were not met, a great deal of good was accomplished for 
individual area residents. Their goal for the project was to 
do what they could to make living conditions better.' 

Chicago: Chicago's code enforcement project, encom
passing 33,000 buildings in 10 separate areas, was aimed 
at bringing all buildings into compliance with housing 
codes within 3 years; i.e., by July 1969. 

In January 1970, more than 3 years after the project 
was approved, three areas were eliminated from the project 
because they were too deteriorated for code enforcement 
objectives to be achieved. In these areas 82 percent of the 
buildings reported to have code violations were not brought 
into compliance with Chicago's housing code. A fourth area 
was eliminated because of opposition to the project by res
idents of the area. Parts of other areas were eliminated be
cause of extensive deterioration.· 

Hamilton County: This project was an attempt to up
grade a seriously deteriorated area. HUD officials told us 
that the area's qualifications for code enforcement were 
marginal. 

Before the project was approved in May 1969, HUD of
ficials visited Hamilton County and reported that: 

"A code enforcement project in this area would be 
fraught with problems. There are approximately 50 struc
tures (18 percent of the structures in the area) which are 
so dilapidated that they have' to be demolished which 
could be a hardship to at least some of the owner-occu
pants. 

"In our prior inspection . . . we found 65 (23 percent 
of the structures in the area) or more severely substandard 
buildings .... I concur in the former findings in that be
tween sixty and seventy buildings are so dilapidated or 
substandard that code enforcement will not restore them to 
a condition which will arrest the decline of the area." 

The finding that 18 to 23 percent of the structures 
needed to be demolished conflicted with HUD's criteria, 
which stated that code enforcement projects should not be 
approved if the properties to be demolished exceeded 2 to 
5 percent of the total structures in the area. 

During our inspection of the project area, we noted 
that extensive work had been done on some homes, some 
new houses had been constructed , but the area as a whole 
contained significant blight, such as large numbers of di
lapidated houses and littered vacant lots. 

HUD officials told us that minimum code standards 
would not be achieved throughout the area and that their 
immediate goal was to bring housing in marginal areas up 
to acceptable living standards. In our opinion, code en
forcement for Hamilton County was inappropriate. More ex
tensive urban renewal treatment was needed and would be 
required in the future.'· 

St. Louis: At June 30, 1970, when the S!. Louis project 
was terminated, only 71 percent of the properties were re
ported to be in compliance with codes. S!. Louis was not 
able to aChieve the project obj,ectives of bringing all prop
erties into compliance within 3 years because the city had 
selected and HUD had approved inappropriate areas. In our 
opinion, an adequate study of the area had not been made. 

City officials said that, had they realized the serious
ness of deterioration in the area, they would not have se
lected it for a code enforcement projec!." 

'United States General Accounting Office, op. cit., pp. 29-31. 

• United States General Accounting Office, op. cit., p. 34. 
" United States General Accounting Office, op. cit., pp. 35-36. 

11 United States General Accounting Office, op. cit., p. 37. 

The significance of GAO's findings, for the 
purpose of this discussion, is not that city and 
HUD officials failed to make adequate reviews of 
the areas selected for the CCEP program, but 
that the areas were not suitable for CCEP treat
ment. There are, however, two ways of viewing 
the Situation, and each is valid for a particular 
purpose. The first view is concerned with how a 
given program was actually used, the benefits it 
produced, and the extent to which it accom
plished its objectives. That examination may lead 
to altering implementation practices. The second 
view examines the problems that require solution 
and assesses the capability of the programs to 
deal effectively with them. This examination may 
lead to altering the program itself, rather than 
the way in which the existing program is used. 

In the former instance, GAO or anyone else 
examining the record of the CCEP program must 
regard the program as a given and proceed to 
evaluate how effectively it has been used. Under 
this approach, it is clear that neighborhoods 
should have been selected in accordance with 
the capabilities of the program. That is the ap
proach that GAO took and it resulted, predicta
bly and appropriately, in recommendations to im
prove the implementation practices for the 
existing program. The report did not make any 
recommendations about changing the capabili
ties of the program or establishing new pro
grams to deal with problems and neighborhoods 
not suitable for treatment by a CCEP project. 

The second view of the situation focuses on 
the fact that the existing program tools are ade
quate only for certain neighborhoods and that, 
by implication, they are inadequate for other 
neighborhoods. In this view, neighborhoods are 
the independent variable and the program tools 
are the dependent variable. After all, it is the 
neighborhoods which exist: They are there, all 
over the country, with their various problems and 
deficiencies. It is the responsibility of HUD, the 
Congress, as well as local governments, to de
sign tools that are shaped to the problems that 
exist. The failure to have done so is, for the pur
pose of this paper, the major problem, rather 
than the inappropriate use of the program tools 
that did exist. 

Both the ADL and the GAO reports stress 
the point that the rehabilitation efforts that were 
studied either should have been coordinated with 
renewal efforts or that a renewal program should 
have been used rather than a rehab program. 
There is nothing magical, however, about "re
newal." Whereas the rehabilitation of housing is 
just one tool, renewal is a set of tools that en
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dows that program with a variety of capabilities, 
including demolition, land acquisition and assem
bly, new construction, and others that make it a 
broader and more capable program than rehabil
itation. When GAO (or anyone else) states that a 
particular area required urban renewal treatment 
instead of rehabilitation, the statement really 
means, in essence, that certain other programs 
were needed in the area in addition to the reha
bilitation of the housing units (and whatever 
other improvements may have been made). 

The following chapter deals with the design 
of new rehabilitation programs, ones that would 
have far broader capabilities than those that cur
rently exist. 

Designing Rehab Programs for 
Neighborhood Upgrading 

The preceding chapter leads rather directly 
to two conclusions: (1) Housing rehabilitation, if 
unaccompanied by other neighborhood upgrad
ing programs, should be conducted only in 
neighborhoods in which no other improvements 
are needed or in which the rehab by itself will be 
sufficient to generate the other improvements 
that are necessary, and (2) in neighborhoods 
that need improvements in addition to housing 
rehab and beyond those which the rehab will 
generate, rehabilitation should be conducted 
only if accompanied by programs that will 
achieve the other improvements. These conclu
sions are premised on the conviction that rehab 
programs should be designed and implemented 
on an objective-oriented basis and that the 
objective should be the upgrading of the whole 
neighborhood and not just the improvement of 
housing units. Viewed in this way, the "concen
trated vs. scattered" question relates to the im
pact that the program will have, rather than the 
question of whether the units themselves are 
geographically concentrated. In one area, the 
rehab of units scattered throughout the neigh
borhood can have an important upgrading effect 
on the neighborhood-an example of concen
trated impact. In other areas, the rehab of units 
concentrated in one location may have only a 
minimal upgrading effect on the neighborhood
an example of scattered impact. 

In the ideal system, the total set of pro
grams would be capable of treating any neigh
borhood. In the more severely deteriorated 
neighborhoods, however, only limited rehabilita
tion is feasible because of building age and con
dition and other reasons, and rehabilitation rep
resents only a small portion of the total 

treatment that is called for. Because of the rela
tively small role of rehabilitation in the programs 
to treat such areas, they should not be consid
ered or labeled rehabilitation programs. If, for 
simplicity's sake, neighborhoods can be divided 
into four categories of condition-light deteriora
tion, moderate deterioration, major deterioration, 
and severe deterioration-it would be generally 
appropriate to consider rehabilitation programs 
as suitable treatments for the first two. Even 
though the nonhousing improvements in most 
cases, would represent a greater dollar cost 
than the housing improvements, in such neigh
borhoods rehabilitation of the existing housing 
would be the key to the program. In the more 
heavily deteriorated areas, however, the rehab of 
the existing housing would not be the key to the 
neighborhood treatment program, although it 
would in most cases be an important component 
of the program. In essence, the distinction is 
being made between !1eighborhood upgrading 
projects in which the existing physical character
istics are preserved, and neighborhood redevel
opment or renewal projects in which major 
changes in the physical characteristics are made. 
To apply somewhat artificial terminology, the 
following program labels might be considered as 
means of distinguisbing the four kinds of neigh
borhoods and the treatment programs they re
quire: 

Neighborhood Treatment 
Condition Program 

Light Neighborhood 
deterioration preservation 

Major Neighborhood 
deterioration renewal 

Severe Neighborhood 
deterioration redevelopment 

The balance of this paper will deal only with 
preservation and revitalization programs. We do 
not mean to imply that it is less important to 
meet the needs of the more heavily blighted 
areas; indeed, the very great problems of those 
areas and their residents make it more compel
ling from a moral, if not a political, standpoint to 
improve those areas. Discussion of programs for 
those areas is being excluded simply on the 
grounds that the needed programs are not rehab 
programs although the rehabilitation of some 
housing units would be part of those treatments. 

At the same time we note the great needs of 
heavily blighted areas, one must also recognize 
the equal importance of having programs to treat 
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the early stages of blight to prevent basically 
sound neighborhoods from deteriorating into 
slums and to revitalize neighborhoods that have 
already reached a moderate level of blight and 
deterioration. 

The design of neighborhood preservation 
and revitalization programs requires that they 
have the capability to deal with the three compo
nents of the national housing goals ; namely, (1) 
the condition of the housing units, (2) the condi
tion of the neighborhood environment, and (3) 
the relat ionship between housing cost and the 
incomes of the residents and/or prospective res
idents. If the programs are to be capable of 
dealing with a variety of neighborhood condi
tions they must have an array of flexible tools 
which are able to deal with a number of different 
conditions, and combinations of conditions, af
fecting the housing units, general neighborhood 
conditions, and the cost of the housing. 

The broadly capable programs which we en
vision would be capable of treating, as needed 
and as desirable, a variety of housing types and 
conditions ; they would be able to provide vary
ing degrees of subsidy so that housing opportun
ities could be provided for different portions of 
the market, and they would be able to treat 
other aspects-particularly physical ones-of the 
neighborhood environment. HUD's current pro
grams cannot meet these criteria, or can do so 
to only a very limited extent. For example, the 
section 235 program offers fairly heavy subsidies 
and is primarily aimed at a very narrow segment 
of the market; it is a single family structure pro
gram, and it is primarily useful for extensive re
hab-a combination of factors which makes it a 
very narrow program. Similarly, the section 
312/115 program is narrow because although it 
can be used for both single and multifamily 
buildings, it offers limited subsidies, and can be 
used for only limited treatment of buildings. The 
same narrowness with respect to building type, 
and/or extent of building treatment possible, 
and/or level of subsidy is true of all the Depart
ment's rehab programs. Furthermore, few of the 
programs include any capability to address other 
neighborhood problems. 

In principle, the Department could assist lo
calities in mounting a broad, flexible rehab pro
gram in either of two ways : (1) a combination of 
a number of narrow categorical programs in var
ious proportions to suit particular neighborhood 
conditions, or (2) a few broad programs with 
multiple capabilities. For administrative reasons 
at both the Federal and local levels, the latter al
ternative is far preferable. Such a set of pro

grams (each with the capacity to deal with all 
three aspects of the problem) would help to in
stitutionalize the concept and practice of fitting a 
program to a given set of neighborhood condi
tions. The same objective also could be achieved 
through administrative guidelines and tech
niques. It would be the multifaceted nature of 
the programs, however, that would be an even 
greater force for the tailoring of programs to 
conditions. 

Given broad, flexible programs it would be 
possible, for example, to provide a moderate 
level of rehabilitation to single family homes and 
a heavy level of rehab to the multifamily struc
tures in a particular area, and to provide heavy 
subsidies to half of the single family structures, 
minimal or no subsidies to some of the multifam
ily units, and no subsidy to the balance of the 
multifamily units. 

The creation and use of multifaceted pro
grams would enable local officials to custom tai
lor programs to each neighborhood selected for 
rehab and upgrading treatment, and , of course, 
such tailoring should be required. It could be 
argued that, if local and Federal officials had dif
ficulty in the past in applying narrow programs 
involving only a few variables, the task of cus
tom tailoring a program with many variables 
would be insurmountable. We do not believe that 
this would be the case, because of the reasons 
cited above and because the programs would be 
capable of providing comprehensive treatment to 
a great variety of neighborhoods. Using the type 
of programs here proposed, local and Federal 
officials would virtually be forced to decide how 
heavily to treat various types of the existing 
housing, and which units should be subsidized 
for occupancy by low, moderate, and middle in
come families. It is certainly possible that in 
applying the programs local and Federal officials 
would not do a good tailoring job; they might 
decide on a level of rehab that was inadequately 
light or unnecessarily extensive ; they might fail 
to take advantage of opportunities to make hous
ing available in good neighborhoods for low in
come families, or they might provide too much 
(with respect to the capacity of the neighbor
hood to absorb it) low income housing in certain 
areas. These are potential problems of program 
implementation, however, and not defects in the 
design of the programs. Furthermore, such prob
lems will exist in any program; there is no way 
to insure that reliable data will be available and 
will be correctly analyzed, that political factors 
will not modify or outweigh professional judg
ments, and so forth. 
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The types of neighborhood environment 
problems with which preservation and revitaliza
tion programs (P&RP's) should be designed to 
deal is a complex question with two major as
pects, physical conditions and social conditions. 
In each case, a distinction needs to be made be
tween the role of HUD (through the design of the 
program), and the role and involvement of the 
local government and other parties, including 
other Federal departments, private agencies, and 
others. A third, closely related issue concerns 
what we might call add-on social goals-for ex
ample, the inclusion of a job training program as 
part of a rehab effort. Although such add-ons are 
often designed to treat a neighborhood's social 
condition, it is useful to distinguish them from 
the larger category of programs used to improve 
social conditions. 

With respect to physical conditions, P&RP's 
should be designed to be able to deal with a 
great variety of conditions. The potential applica
tions should be almost limitless in kind, although 
not in quantity. (One would have to say that any 
area that needed a great many of the possible 
aids discussed below would not be a -likely can
didate for a preservation or revitalization pro
gram, but would be more suited to a heavier 
kind of treatment.) That is, one area may need 
park and playground development; another, a 
community center; a third, a rodent control pro
gram; a fourth, rerouting of heavy traffic; a fifth, 
a street lighting program; a sixth, a new neigh
borhood shopping area; a seventh, street, alley, 
curb, and sidewalk improvements; an eighth, 
selective clearance of eyesores and hazards, etc. 

Other potential neighborhood improvements 
which P&RP's should be able to effect would in
clude the provision of public parking, minor con
venience improvements such as benches for bus 
stops and covered bus stops, attractively deco
rated trash cans; the beautification and main
tenance of public areas, including plantings, 
spraying, and mowing; special amenities and 
facilities for children, the elderly, and the handi
capped, such as ramps and protected street 
crossings, as well as more major facilities in 
some circumstances. 

Certainly, some limitations have to be made 
on the possible types of nonhousing conditions 
with which the program can deal, but the princi
ple involved is that the more uses that are disal
lowed, the fewer the potentially revitalizable 
and preservable neighborhoods the program will 
be able to deal with. 

Even the brief list above is sufficient to 
point up the problem of determining the appro

priate role of HUD and the program itself versus 
the role of the local government and other agen
cies. The limitations on this paper preclude our 
further delineating which roles would be appro
priate for HUD to assume and which roles would 
be inappropriate. Two additional points can be 
made, however. First, almost no matter what the 
scope of Federal aid that is provided, it will be 
necessary and desirable for local government to 
make additional contributions to the program 
and to devote some measure of special attention 
to the neighborhood, not only during the imple
mentation phase, but also (and perhaps even 
more importantly) following the closeout of the 
program. Second, if it is determined that a cer
tain improvement-the relocation of an arterial 
road, for example-that is judged to be neces
sary to preserve or revitalize the neighborhood 
is beyond the scope of the program and the 
local government, then the preservation/revital
ization program should not be undertaken. More 
simply stated, if the program cannot reasonably 
be expected to achieve those improvements 
that are necessary to preserve or revitalize the 
neighborhood, then it should not be undertaken 
in the first place. The principle may sound ab
surdly simple, but its implementation is quite 
difficult for several reasons. We have noted 
previously the tendency, particularly on the part 
of local Officials, to "do something" for the worst 
areas, and we have made our position clear that 
the application of rehab programs to areas that 
need far more substantial treatment is both futile 
and wasteful of scarce resources that could be 
effectively used elsewhere. 

In areas where a preservation or revitaliza
tion program generally appears to be feasible, 
goals and strategies to achieve it must be set 
in accordance with the local jurisdiction's plans 
for its neighborhoods and its housing stock. Not 
every neighborhood and housing unit need be 
returned to "like new" condition with a 40-year 
useful life; shorter periods of serviceability may 
be desirable in some neighborhoods. A commu
nity clearly in the path of institutional expansion, 
for example, might be suited to preservation for 
a somewhat shorter period. Once the goals are 
established for a neighborhood, a second set of 
difficult decisions must be made to design the 
neighborhood-specific program to achieve the 
goals that have been set. What level of housing 
rehab should be undertaken? Is traffic rerouting 
necessary? Are redeveloped or additional parks 
necessary? These questions, and many others 
similar to them, are the kinds that have to be de
cided in order to determine whether the program 
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has the capacity, and can reasonably be ex
pected, to achieve the goals that have been set 
for the neighborhood. 

With respect to social conditions, a some
what different set of issues is involved, partly be
cause the Department's capacity in this field is 
limited, and partly because improvements in 
most social conditions and social services are 
not essential to a successful neighborhood revi
talization or preservation program. P&R pro
grams should be able to assist in the develop
ment of physical facilities related to social 
services, such as community centers, health clin
ics, and recreation facilities, but the Department 
is not in the business of operating such pro
grams, with certain exceptions, such as home
ownership counseling. The responsibility for op
erating most social service programs is, and 
should remain, that of local government with the 
assistance, in some cases, of Federal aid from 
other departments and agencies. If a particular 
social program were judged to be essential to 
the success of a preservation or revitalization 
program, it also holds, as in the case of a nec
essary physical improvement, that the preserva
tion or revitalization program should not be un
dertaken unless and until the needed social 
program could be implemented. Such situations 
are not likely, however, with the possible excep
tion of improved public safety conditions. In gen
eral, we must counsel against the tendency to 
attempt to do too much. In designing or under
taking P&R programs there would be an under
standable and laudable temptation to want to 
deal with all of the physical and social problems 
of the community. A totally comprehensive ap
proach may be feasible at the local level, but, 
given the structure of the Federal Government 
and the form of Federal aid, HUD P&R programs 
should be largely confined to the physical as
pects of the community. Because of the prob
lems imposed by the existing Federal structure, 
one must be careful not to attempt to do so 
many good things that very little is accom
plished. This view may sound callous or insensi
tive to human and social needs, but it is based 
on what we believe is a realistic appraisal of the 
difficulties we have observed in recent rehab 
programs' attempts to secure just one other Fed
eral aid-manpower training programs-in coor
dination with the rehab undertaking. These ob
servations make one very wary of imposing 
requirements that physical rehabilitation pro
grams be tied to social service programs. It 
would be wonderful if there were smoothly work
ing procedures that would enable P&R programs 

to be implemented along with health, job train
ing, education, and other social service pro
grams, where needed, but such procedures do 
not exist and the attempt to requi re that they be 
tied together would be disastrous: Some pro
grams would be tangled in paperwork and de
lays, others would never get started, and resi
dents' hopes would be raised only to be let 
down, to mention a few of the difficulties that 
would result. 

Earlier in the chapter, social service pro
grams were distinguished from what we called 
add-on social goals. Because a great many re
cent rehab programs have been undertaken in 
neighborhoods which abounded in social and 
economic problems, many of these efforts in
cluded attempts to improve neighborhood social 
conditions, and it would therefore seem that they 
fall into the category of programs to deal with 
neighborhood social conditions. These efforts, 
however, have been perceived and implemented 
as integral parts of the rehab program itself, 
rather than being viewed as companion pro
grams to be implemented by an agency in the 
particular field. The distinction is important for 
several reasons. For one, the agencies imple
menting rehab programs often are not suited to 
implementing a related program, nor should they 
be expected to be. There is no reason, for exam
ple, why a housing-oriented agency should be 
adept at implementing manpower programs or 
minority entrepreneur development programs, 
and there is no reason to expect that they will 
become proficient in these fields in the future. 

Even more important is the fact that the 
rehab programs have not been designed to con
duct such programs, and they are not even 
particularly well suited to accommodating man
power and social service programs. Never
theless, recent rehab efforts have been ex
pected to achieve or work towards many of 
these goals. Relocation is a good example; 
rehab done under sections 235 and 236 does not 
require the provision of relocation service (un
less the rehab is conducted by a public agency 
or in a Federal program area); yet relocation as
sistance often had to be provided for both social 
justice and local pOlitical reasons. The use of 
minority contractors and minority job training 
programs are also good examples. Many rehab 
projects have been expected to and have at
tempted to undertake such efforts, but the Fed
eral programs under which they were conducted 
contained no special funds or provisions for 
these attempts. The attempt to secure the 
needed funds, often from the Department of 
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Labor, made the rehab program at least partially 
dependent upon the success of a local agency 
or organization in obtaining such a grant. The re
sults have generally been that the secondary 
objectives have been poorly achieved and/or 
that achievement toward the primary objective
the rehab itself-has been slowed down and 
made more costly. Another ill effect has been an 
unnecessarily high level of disappointment and 
frustration on the part of neighborhood resi
dents. The announcement that these programs
relocation, job training, and so forth-would be 
part of the rehab program raises expectations 
for the program beyond what it is designed to 
do. 

Although we must again offer the general 
caution against attempting to do too much in 
P&R programs, we recognize that some add-on 
social goals, particularly relocation, should be 
provided. In designing P&R programs, the sec

ondary objectives and requi rements must be 
thoroughly sorted out to distinguish those that 
are required by statute, those that are required 
by departmental regulation and policy, and those 
that are necessary and/or desirable in some or 
a" circumstances. Then, the programs should be 
designed to achieve those objectives by the in
clusion of funds, the allowance of time, the hir
ing of appropriately trained staff, etc. 

As noted, the President's Fourth Annual Re
port on National Housing Goals called for an 
assessment of what has been learned about the 
Nation's housing problems and the approaches 
being used to deal with them. In the field of 
rehab, we believe that enough has been learned 
to enable HUD and the Congress to modify exist
ing programs and create new ones that wi" 
make rehabilitation a valuable and useful means 
of achieving the national housing goals. 
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Analysis of Neighborhood Decline 
in Urban Areas 

By George Sternlieb and James W. Hughes 
Center for Urban Policy Research, 
Rutgers University 

Introduction 

Many programs for reform have been pro
mulgated in efforts to stem the obvious ills in
fecting the cities of America; yet these programs 
have often been formulated in ignorance of the 
theories of urban change, particularly on the 
neighborhood level. This document is designed 
to examine the various hypothetical stages of 
urban decay and neighborhood decline, and the 
various theoretical materials which underlie 
these formulations, and to evaluate the various 
Federal intervention packages in light of them. 

The design of this task is as follows. First 
we will examine various theories of neighbor
hood change, attempting to isolate basic proc
esses, explicit indications of change, stages of 
neighborhood evolution, and key levels of de
cline. A practical task related to the above theo
retical and empirical generalizations is the actual 
delineation of a neighborhood for intervention ef
forts. A selection approach has been provided in 
Appendix B. Also of importance to neighborhood 
change are the broader considerations of urban 
spatial structure. Thus Appendix A provides a 
discussion of the forces of location change cur
rently in operation in America's urban forma
tions. 

With this background providing the neces
sary reference frame, the effect of Federal 
programs on neighborhood decline is evaluated. 
A general overview is first provided, followed by 
a specific inventory of programs and their inter
pretation within our hypothetical stages of de
cline. Out of this evaluation certain key guides 
for future efforts arise in the last section of the 
report. 

Theories of Neighborhood Change 
Introduction 

This section provides a review of the various 
theories of neighborhood change with the objec
tive of defining specific evolutionary stages 
where interventions can be made and evaluated. 
Providing a background for this task is an initial 
discussion of the broader context of neighbor
hood change-migration cycles, family move
ment patterns, and the influence of regional 
structure. We will then turn to the work of the 
human ecologists, whose efforts began at the 
turn of the century. For our purposes, the end 
result of their work was the concentric zone 
model of urban change, the spatial expression of 
their formulations of the invasion-succession dy
namics buffeting Chicago during the early 20th 
century. 

Subsequent developments were made by 
land economists, particularly Homer Hoyt, who 
synthesized the sector theory of urban growth in 
the 1930's. While often held in contrast to the 
concentric zone model, the sector theory is 
based on a dynamic not unlike that of the urban 
ecologists-these compatibilities are given full 
emphasis. Subsequently traced are the further 
research efforts carried out along the lines origi
nally specified by Hoyt. 

Implicit in both of the above models is the 
concept of inner zones of decay-thus a com
ment on "gray areas" and the terminal point is 
appropriate. Related to all of the above models 
are the efforts of Blumenfeld, who first coined 
the term 'tidal wave' of metropolitan expansion 
in describing urban growth. All of these proc
esses and conceptualizations then become syn
thesized in the stages of neighborhood evolution 
put forth by Hoover and Vernon in the New York 
Region Study. A further refinement by the Public 
Affairs Counseling Group is then presented. 

It also becomes possible throughout the ex
. amination to establish the levels at which public 
policy must be focused. Suggested are general 
thresholds which may be used to dictate the fea
sibility of particular approaches. In conjunction 
with these thresholds are the various zones and 
sectors of the metropolis which have different 
potentials for direct intervention. Thus broad 
considerations are set down for later use. 

Based on the literature reviewed to this 
point, a group of potential indicators of change 
is continually isolated. The suggested variables 

1117 



provide a base for the empirical evidence regard
ing indicators of change. Out of this evaluation, 
a series of variables with potential as valid indi
cators are presented. Thus the theoretical base 
is established from which to move into the exam
ination of Federal programs. A general review is 
made before that task is begun. 

The Broader Context of Neighborhood 
Change 

Neighborhood change is not an exclusively 
local phenomenon, but is a general process inti
mately connected with forces whose origins are 
external to the specific situation. For example, 
the linkage between migration and the destiny of 
old neighborhoods is so well recognized that it 
borders on folk knowledge. The continual move
ment of old groups outward and new groups into 
the heart of the metropolis has provided a 
source of housing for the migrants and a market 
for the old structures. While some change is op
erative in this reality at the present time, it is 
mandatory that the broader context of neighbor
hood evolution be reviewed. We will respectively, 
then, make a cursory examination of the historic 
migration cycles, family movement patterns, in
fluences of regional structure, and changing cen
tral city densities. 

Of equal significance are the forces bound
ing the locational decisions of the household and 
economic institutions of the metropolis. In order 
to assist the evaluation of neighborhood change 
and its various paradigms, it is also desirable to 
review the broader aspect of urban spatial struc
ture. Thus Appendix A will look into the more 
important processes which affect the locational 
choices of the various economic activities of the 
metropolis. Such elements form the bounding en
vironment within which the functions of aging 
residential neighborhoods are defined and en
able the effect of the shift of economic activities 
on the various neighborhood models to be evalu
ated. 

The Migration Cycle: Some question exists 
on the current vitality of black migration from 
the rural South to the urban North. But what it 
has done is at least impact the central cities to 
the extent of the previous European migrations. 

Figures on earlier migrations from Europe lend dra
matic historical perspective to the current migration. The 
great Irish and German migrations of the 1850's each 
brought less than one million people to the United States 
in a decade. Peak Jewish migrations from 1900 to World 
War I were at the rate of approximately one million per 
decade while the Italian migration of 1901-1910 reached 
two million, but with a considerable backflow occurring si
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multaneously. Thus the scale of the contemporary Negro 
migration exceeds that of most of the great European mi
grations of the past. In relation to total population, and to 
the housing resources of the big cities, this current migra
tion is of course more limited in scope than the earlier 
ones. Nevertheless, it is one of the most striking population 
shifts of our time and perhaps the greatest challenge to the 
contemporary American City. 

Nor is this movement of Negroes the only migration to 
the cities at the present time. Net migration from Puerto 
Rico to the mainland was 430,000 in the 1950's and other 
internal migrations of rural whites to the big cities are as 
yet uncounted. Taken together, these vast shifts in popula
tion have created problems that most of our big cities have 
not had to face since the early 1900's.' 

These flows into the city, particularly black 
and Puerto Rican expansion, have been accom
panied by substantial white withdrawal. While 
this connection appears causal, middle class mi
gration to the suburbs is a longstanding trend 
that proceeded in the absence of strong non
white in-migrations. Nevertheless, urban-subur
ban redistributions have been a corollary of the 
rural-urban migrations. But this has not been a 
singular process; in fact, family movement pat
terns have been quite complex. 

Family Movement Patterns: Despite the 
widespread notions of urban-suburban move
ments, to an increasing extent suburbanites will 
be born suburbanites. Their movements through
out life will be intersuburban when viewing the 
Nation's population as a whole. The historical 
pattern still exists, however, and provides an illu
minating backdrop to the examination of neigh
borhood cycles. Poor rural laborers, both black 
and white, new Puerto Rican arrivals, and immi
grants now cluster in the central city because of 
low rents and racial/ethnic concentrations. Shift
ing job locations could possibly alter this situa
tion in the future (see Appendix A). In any case, 
however, Birch suggests the following scenario 
of family movement patterns: 

The evidence suggests that, once settled in the central 
city, regardless of how it gets there, a family will seek a 
better education for its children and, more often than not, 
a bigger apartment in a better neighborhood. The scraps of 
data available reveal that the family will move several 
times In this search. According to . census figures, slightly 
over half of all central-city famil ies move at least once 
every 5 years, and there are many that move more than 
once. In a riSing economy, when jobs are plentiful, the 
odds are better than ever that a family's income will be 
rising and that it will indeed be moving into a better 
neighborhood rather than into a worse one. Setbacks are 
always possible, of course. An individual family might thus 
have experienced the following pattern of moves: 

Source: David L. Birch, The Economic Future of City and Suburb 
(New York: Committee for Economic Development, 1970) 
p. 22. 

'Bernard J. Frieden, The Future of Old Neighborhoods (Cam
bridge, Mass.: The MIT Press, 1964), pp. 13-14. 
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Source: 	 David L. Birch, The Economic Future of City and Suburb (New York: 
Committee for Economic Development, 19701 p. 22. 

In Birch's example, a family moved into 
neighborhood A in 1920, arriving there from a 
host of possible origins-a rural farm, Europe, 
other locations abroad, or possibly another cen
tral city. Although the neighborhood was already 
crowded and declining, the family lived there for 
10 years. But during this period, the family's in
come and capital accumulation enabled them to 
make the move to neighborhood B at the termi
nation of this first time period. Unfortunately, the 
gain turned out to be a temporary one as the 
Depression soon engulfed the Nation-our 
household was forced to move this time back to 
neighborhood C. The war years brought the Na
tion out of the Depression and our household 
head a better job. The eventual result was the 
move to neighborhood D, where the family re
mained until the father or the mother died. How
ever, the children had married by this time, and 
had set up residence in neighborhood E, or be
yond, Overall, the family has experienced sub
stantial change but, for the most part, an eco
nomic and social upward mobility was 
demonstrated. More often than not this scenario 
was the general case. 

Meanwhile, the central-city neighborhoods were decay
ing. Neighborhood A, at one time a nice block of apart
ment houses, had become a tightly packed slum by the 
time our family moved there in 1920. By the time the family 
left, the area had gone downhill still further, and more peo
ple were moving out than in . While Neighborhood A was 
declining, of course, so too were Neighborhoods B, C, D, 
and E; and, in fact, it is their decay that kept the rents 
down and facilitated the movement of the family into them. 

This facilitating property assumes great importance 
when we examine where in the region the family started 
and where it ended. There is a good chance that the pat
tern might have looked as follows: 

Neighborhood A was in the heart of the central city. 
By the time our family reached Neighborhood D, it was al

ready a declining suburban community, and the children 
were thinking of moving farther still. The motivation for this 
out-movement is already partially in evidence. Jobs are far 
more plentiful, "reverse" commuting is very difficult and 
expensive, schools in the suburban area are generally bet
ter, and the housing tends to be in better condition.' 

Not every family, of course, followed this 
path during the first half of the 20th Century, but, 
on the average, it is probably a valid generaliza
tion. Certainly this pattern of moves to the peri
phery is also strongly related to the general 
stages of the family life cycle. 

From the time of its formation by a marriage, until 
shortly after its dissolution by death of one of the mates, a 
family tends to go through this typical sequence of 
changes of residential status: 

1. Rental of small furnished apartment, perhaps briefly 
prefaced by living with parents of one mate . 

2. Rental of larger unfurnished apartments, connected 
with changes of husband's jobs. 

3. Purchase of small secondhand house, building of 
small equity. 

4. Purchase of larger new house, often coincident with 
further changes of husband's jobs or income; further in
crease of equity. 

5. Expansion of house by some remodeling; completion 
of payments; "settling down," often while children are in 
high school. 

6 . Sale of house longest occupied; purchase of smaller 
house or rental of apartment near center of city. 

7. Death of one mate; brief retention of separate home 
by survivor. 

8. Sale of house, ·surviving mate moving in with a 
child or into an institution.' 

But even the . family life cycle model has 
linkages to neighborhood decay; in the latter in
stance, decay is viewed (stage 7) from the 
perspective of potential decline in family assets. 
In the former example of Birch, it was viewed as 
a mechanism for keeping rents low and for facili
tating upward movements of new households to 
the city. 

2 Ibid., pp. 23-24. 
a Nelson N. Foote, et aI., Housing Choices and Constraints (New 

York: McGraw-Hili, 1960), p. 362. 
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Decay is thus a double-edged sword. It is disastrous 
for the family that is rooted to an area and must watch its 
assets and environment decline. To a family in search of a 
better job, a better apartment, and a better school, how
ever, decay-particularly suburban decay-is a great facili
tator. It gives the black in Harlem a chance to move to 
Mount Vernon .' 

The Influence of Regional Structure: Each 
of the above patterns of family movement, and 
consequently neighborhood change, may operate 
differently in different metropolitan areas, and 
differently within different parts of a single me
tropolis. Obviously, the economic vitality of the 
core or CBD is a critical parameter in this re
gard; thus Appendix A discusses the general 
variables affecting employment and residential 
suburbanization. Thus a major precondition for 
alterations of neighborhood change depends in 
part upon the characteristics of individual metro
politan regions. Regional structure is influential 
in several ways: 

1. "The older areas which are generally near 
the center of the region, mayor may not derive 
special advantages from their location. Depend
ing upon the strength and functional significance 
of the downtown core, the value of in lying hous
ing sites may be considerable." 5 This is most 
vividly ~mphasized in comparing Newark and 
Manhattan, with the vitality of the latter fostering 
many valuable inlying housing sites. Moreover, a 
general consensus has emerged that the driving 
force of change in regional structure is the 
spatial location of employment opportunities. 
Population and housing are taken to be a func
tion of jobs. So the decentralization of employ
ment has direct impact on various aging neigh
borhoods close to the urban core (see Appendi?< 
A). 

2. Overlapping metropolitan areas, wherein 
a secondary urban center is dominated by a 
larger one, generate sharp differentials in po
tential for intervention in neighborhood change. 
In essence, commercial and business functions 
desiring an urban location (and these are a de
creasing proportion of the total) would most 
likely choose the larger urban center due to 
their greater array of central location amenities. 
Newark and Manhattan again aptly serve as il
lustrations. A secondary city such as Newark 
cannot successfully compete with Manhattan for 
major urban functions due to its tremendous in
frastructure of urban services: 

• Birch, op. cit., p. 25. 
• Frieden, op. cit., p. 9. 

3. "Alternate vacant sites mayor may not 
be competitive with clearance areas, depending 
upon their respective locations and regional 
transportation." 6 Sections of Brooklyn have ex
perienced substantial rebirth due to their proxim
ity to Manhattan and the subway transportation 
system. The status of radial and circumferential 
metropolitan freeways is directly related to job 
location, and hence the desirability of various 
neighborhoods as a residential choice. • 

4. "The density of existing development, 
which influences its earning power and therefore 
the cost of site acquisition, varies considerably 
in the older residential areas of different regions, 
as well as within regions." 7 Similarly, the quality 
of the existing stock, and the potential amenities 
therein, is a major variable. Consider, for exam
ple, the brownstone townhouse of Brooklyn 
Heights with the frame five-family structure in 
Newark or the Bronx new low tenement. 

Also of strong importance is the residential 
demand as a function of continuing additions of 
newcomers to the city. In the previous section it 
should have been evident that immigration may 
be a positive force for neighborhood utilization. 
Moreover, migrations to the city most likely have 
slowed down over time, particularly in compari
son with population flows from the city. Evidence 
on this factor is partially presented in the ac
companying exhibit, which shows population and 
population densities in cities of constant land 
area since 1890. In all cases, peak densities 
have passed, except in New York City. However, 
the latter could be construed as a metropolitan 
area, with Manhattan the central city, an island 
whose density was at its maximum in 1910. Con
sequently, the demand side of the housing mar
ket equation probably has slackened in almost 
all older central cities. 8 Therefore, housing at 
the bottom end of the condition hierarchy may 
be losing its economic rationale for being. 

So, in terms of broader regional considera
tions, several critical variables emerge. Of prime 
importance is the commercial strength and domi
nance of the urban center, a variable to which 
an intervention process would be particularly 
sensitive. The further significance of this precon
dition will again be emphasized in the following 
section as various theories of neighborhood 
change are reviewed. In any case, linked 

• Ibid. 
, Ibid. 
• We cannot make this conclusion precisely, since households 

are increasing at a greater rate than that of the population. 
But in many of the observations, pressures clearly have 
slackened. 
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Exhibit 1. Population and Population Density of Cities Showing Little or No Change in Land 
Area Since 1890 

1890 1900 
Total Per Total Per 

City (1,000) sq. mi. (1,000) sq. mi. 
New York, N.Y.: 

Manhattan 1,441 63,490 1,850 81,502 
Balance, N.Y.C. 1,066 3,849 1,587 5,730 

Boston, Mass. (NA) 0 574 13,352 
Philadelphia, Pa. 1,047 8,091 1,294 10,115 
Buffalo, N.Y. 256 6,556 352 8,390 
St. Louis, Mo. 452 7,358 575 9,369 
San Francisco, Calif. 299 7,085 343 7,372 
Baltimore, Md. (NA) (NA) 
Minneapolis, Minn. 165 3,186 203 4,104 
Washington, D.C. 230 3,328 279 4,645 
New Orleans, La. (NA) 287 1,463 

1940 1950 
Total Per Total Per 

(1,000) sq . mi. (1,000) sq. mi. 

New York, N.Y: 
Manhattan 1,890 83,257 1,960 86,348 
Balance, N.Y.C. 5,565 20,091 5,932 21,415 

Boston, Mass. 771 16,721 801 16,767 
Philadelphia, Pa. 1,931 15,183 2,072 16,286 
Buffalo, N.Y. 576 14,617 580 14,724 
St. Louis, Mo. 816 13,378 857 14,046 
San Francisco, Calif. 635 14,227 775 17,385 
Baltimore, Md. 859 10,916 950 12,067 
Minneapolis, Minn. 492 9,152 522 9,697 

,... Washington, D.C. 
New Orleans, La. 

663 
495 

10,800 
2,480 

802 
570 

13,065 
2,861 

1910 1920 1930 

Total Per Total Per Total Per 


(1,000) sq. mi. (1,000) sq. mi. (1,000) sq. mi. 


2,332 102,711 2,284 100,621 1,867 82,260 

2,435 8,792 3,336 

686 16,693 748 
1,549 11,897 1,824 

424 10,949 507 
687 11,189 773 
417 8,966 507 

(NA) 0 734 
301 6,016 381 
331 5,518 438 
339 1,730 387 

1960 
Total Per 
(1,000) sq. mi. 

1,698 74,814 
6,084 21,963 

697 15,157 
2,003 15,584 

533 12,869 
750 12,255 
740 16,307 
939 11,993 
483 9,043 
764 12,442 
628 3,184 

12,043 5,063 18,278 
17,197 781 17,795 
14,248 1,951 15,242 
13,028 573 14,732 
12,670 822 13,475 
12,064 634 15,105 
9,289 805 10,225 
7,658 464 8,385 
7,293 487 7,853 
2,175 459 2,341 

1970 
Total Per 
(1,000) sq. mi. 

1,525 67,160 
6,343 22,900 

641 13,936 
1,949 15,164 

463 11,205 
622 10,167 
716 15,764 
906 11,568 
434 7,884 
757 12,361 
593 3,011 

NA Not Available oLand area not comparable with later years. 

Source : U.S. Department of Commerce, Bureau of the Census, Sept. 15, 1971. 


strongly to the above are the dominance or sub
dominance of the urban center, the continuing 
residential demand generated by migration to the 
city, the regional transportation network, particu
larly public transit, and the quality, durability and 
density of the existing housing stock. All of 
these parameters essentially bind the matrix of 
neighborhood evolution, and different combina
tions of these factors can serve to inhibit or 
stimulate intervention efforts. In the following ex
amination of neighborhood evolution patterns, 
the above and additional constraining factors will 
continually be cited. 

Human Ecology and the Concentric Zone 
Model 9 

Conceptual Background: Ecology is a much 
overused rubric which has been adopted by the 
popular media in all forms. It is perhaps worth

• This discussion is 	based heavily on D. W. G. Timms, The Urban 
Mosaic (Cambridge, England: Cambridge University, 1971) and 
B. T. Robson, Urban Analysis (Cambridge, England: Cam
bridge University Press, 1960). 

while, then, to clarify its historical usage in rela
tion to the present discussion. The physical sci
ences of botany and zoology originally applied 
the term to their study of the relationships of 
plants and animals with their physical environ
ment. At the turn of the century, plant ecology in 
particular had developed a substantial theoreti
cal base and a vast compilation of empirical re
search material. It was by the application of the 
principles and processes culled from this biolog
ical inquiry to the study of human communities 
that gave rise to human, or social, ecology. Thus 
the theory of human ecology was based on the 
use of biological analyses in the study of human 
populations. More specifically, the analogy be
tween plant communities and human communi
ties flowered in the context of Chicago, thus giv
ing rise to the label "Chicago School" of 
ecology. 

The founders then worked in a setting-Chi
cago-that was-while perhaps an accident of 
history-characteristic of the most rapid expan
sion of urban America in the early stages of the 
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20th century. Explosive urban growth generated 
severe change and stress, thus presenting con
text for the dynamic processes with which 
human ecology is concerned. Chicago at that 
time represented the ideal urban laboratory in 
which the early years of inquiry focused on em
pirical surveys of the city, including tabulations 
and mapping of a series of social and economic 
phenomena. This foundation provided the start
ing point for the theoretical generalizations of 
Park, Burgess, and McKenzie. 

Park initially started his synthesis with Dar
win's concept of the web of life: The interdepen
dencies between organism and organism, and 
between organism and environmenUo Arguing 
that man, an organic creature, was subject to 
the general laws of the organic world, Park set 
the stage for the use of the biological analogy. 
He recognized, however, that this alone was in
adequate to establish relevant theory. He per
ceived social organization as occupying two lev
els-the biotic and the CUltural-two distinct 
aspects of human life which were interrelated 
but analytically separable. The cultural level cor
responded to society and was viewed as a su
perstructure which "imposes itself as an instru
ment of direction and control upon the biotic 
substructure." Cultural forces such as moral 
order and tradition served to distinguish man 
from other living elements in nature. The biotic 
level corresponded to the community and was 
based on the subsocial forces of competition
the basic natural force of plant ecology. Its guid
ing laws were those of survival. Park focused on 
the community, or biotic, level rather than on the 
more complex societal, or macro, level, regard
ing the structure of the city as a consequence of 
local biotic forces. We will turn to this limitation 
shortly. 

The Underlying Processes: Translating the 
biotic forces into human terms established sev
eral critical processes. First and most important 
was competition, a fundamental principle by 
which each organism struggles for survival 
against the environment, other species, and even 
its own kind, due to an overall lack of resources. 
Park assumed that man's economic competition 
for limited space and access for his residences 
and businesses was a direct social counterpart 
of the plant world's survival struggle. He re
garded such competition as contributing to ho
mogeneous land uses and the segregation of 
subpopulations into distinct areas. 

10 Robert E. Park, Human Communities (New York: The Free Press 
of Glencoe, 1952). 

Change in such areas was construed by 
Park as the result of three intimately connected 
processes: dominance, invasion, and succession. 
In the biological community, the dominant spe
cies controls the environment to the extent that 
it controls the community and subordinates other 
species. The human counterparts are industry 
and commerce (CBD). Dominance results when 
environmental changes create conditions amena
ble for other species to thrive, invade an area of 
the environment, and finally succeed the original 
species. Invasions are of two general types: 
Those resulting in a change of land use and 
those resulting simply. in changes of occupant. 
This dominance, invasion, succession process 
would translate itself into the human context as 
follows: The expansion of the CBD into residen
tial areas or the takeover of a specific neighbor
hood by successive ethnic groups. 

The Concentric Zone Model 11: These proc
esses were brought together by Burgess' 
concentric zone model of city growth based on a 
spatial expression of the above mentioned proc
esses-competition, dominance, invasion, and 
succession. His model suggests that the city, in 
the process of expanding radially from its center, 
forms a series of concentric zones, or annules. 
McKenzie describes the process as follows: 

As the community grows there is not merely a multiplica
tion of houses and roads but a process of differentiation 
and segregation takes place as well. Residences and iristi
tutions spread out in centrifugal fashion from the central 
point of the community, while business concentrates more 
and more around the spot of highest land values. Each 
cyclical increase of population is accompanied by greater 
differentiation in both services and location . . . the struc
tural growth of community takes place in successional se
quence not unlike the successional stages in the develop
ment of the plant formation . ... And just as in plant 
communities successions are products of invasion, so also 
in the human community the formations, segregations, and 
associations that appear constitute the outcome of a series 
of invasions .. .. The general effect of the continuous 
processes of invasions and accommodations is to give the 
developed community well-defined areas, each having its 
own peculiar selective and cultural characteristics." 

The spatial expression of this urban exten
sion comprises five main zones or concentric 
rings of city expansion, each representing a type 
of area differentiated in the growth process. The 
first and smallest is the central business dis
trict (CBD), which is the area of highest land val
ues, greatest accessibility, and the focus of the 

11 Discussion also based on James W. Hughes, Urban IndIcators, 
Metropolitan Evolution, and Public Polley (New Brunswick, 
N.J.: Center for Urban Policy Research, 1973). Chapter 2. 

12 R. D. McKenzie, "The Ecological Approach," In Robert E. Park, 
Ernest W. Burgess, and R. D. McKenzie, The City (Chicago : 
University of Chicago Press, 1925), pp. 73-77. 
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city's business and cultural life. The heart of the 
zone is the downtown retail district where higher 
order retailing, financial activities, governmental 
functions, and business headquarters· operatives 
flourish. This area is the locus of the main trans
port terminals and has the largest number of 
people commuting into and out of it each day. 

Surrounding this highly centralized area is a 
wholesale business district of factories, ware
houses, and light industries. The CBO was the 
regional city embryo which has since expanded 
in all directions. Pockets of the original heritage 
remain, however, although they may be obscured 
by new and perhaps undesirable uses, i.e., a 
once proud mansion used as a funeral parlor. 

The second zone is' the zone in transition, 
adjacent to and encircling the central business 
district. At one time, this ring may have com
prised fashionable "suburbs" for the city's well
to-do. However, as pressures for commercial ex
pansion of the center came with the growth of 
the city, business and industry invaded this zone 
and the "chic" residential fabric deteriorated. 
The inner portions of the ring industrialize while 
the outer neighborhoods decline--a cheek-by
jowl mixture of land uses predominates. Resi
dential accommodations, at one time on the 
city's periphery, lost their once substantial resi
dential value as the area became attractive for 
alternative uses. Repairs and upkeep became 
unprofitable; the decay which ensued created 
conditions in which substantial profits could be 
made by high density, subdivided housing. Thus 
the area was not only invaded by business and 
industry; it became the area of invasion of newly 
arriving racial and ethnic groups to the city as well. 
Here were found cheap accommodations and 
a lack of social controls. The owners of proper
ties were assumed to be only interested in the 
long term profits to be made from the expansion 
of the CBO and the short term profits obtainable 
from subdivided residential units. The population 
of the zone, then, is quite heterogeneous: Ethnic 
villagers, the remnants of the first inhabitants 
who are bewildered by the change engulfing 
them, and cosmopolites. It is also a highly mo
bile population. Those whose movement will be 
upward as they prosper or raise families will 
filter into the third zone. 

The third zone, the "zone of workingmen's 
homes," comprises the small, inexpensive frame 
houses of factory and shop workers. This zone 
was considered to be a second generation phe
nomenon, housing those who have prospered 
sufficiently to flee the transitional zone, but who 
still require cheap, fast, and easy access to their 

jobs in the CBO. Thus immigrants who became 
culturally acclimated and began their trek of up
ward mobility in the zone of transition eventually 
moved outwards to this third zone. The move it
self solidified their assimilation into American so
ciety. 

The fourth zone is an area of "better 
residences" and can be viewed as a continua
tion of the process of increasing social status as 
distance from the city center increases. This 
zone was a predominantly middle-class area of 
substantial private houses and good apartment 
blocks. Within the zone, secondary shopping 
nodes have emerged that form small-scale corre
lates of the fashionable downtown emporiums. 

The commuter's belt was the fifth ring , an 
area of 30 to 60 minutes of travel time from the 
CBO. This is a highly suburban or exurban zone 
of single family dwellings which in essence was 
a dormitory zone as the household heads spent 
their days in the CBO returning only at night. 
Often , these neighborhoods were outside of the 
city's formal political boundaries. 

Such, then, was the geographical expression 
of the ecologists' theories. But it is not the spa
tial pattern which is of prime importance for our 
purposes, but the obsolescence-invasion-succes
sion dynamic. The critical element of the ~cheme 
lies in the tendency of each inner ring to expand 
its territory outwards into the next outer ring
the invasion-succession process. The model in 
essence represents an ongoing process rather 
than a statiC, rigid structure. Its dynamics appear 
analogous to the spreading ripples resulting 
from dropping a stone into a body of water. The 
graphic display of zones is but a snapshot of a 
single point in time of an ongoing situation. 

Public Policy Ramifications: The driving 
force of the concentric zone model is the expan
sion of the inner zones generated by the severe 
demand for central city locations. A tremendous 
expansive force outward is fostered by the pow
erful competition for central locations. Underly
ing this notion is the proposition that accessibil
ity is greatest in the center of the city and that it 
declines monotonically with increasing distance 
from the center. Assuming a transportation sur
face where movement is equally rapid, cheap, 
and easy from any direction to the center of the 
city, then the more central the location, the 
greater is its accessibility, demand, and land 
value. It is the dominance of the city center and 
the gradient of land values towards the periphery 
of the city which are seen as the determinants of 
residential zonation. Thus the basic question that 
should be directed toward this theoretical model 
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is the effect of the collapse of its principal driv
ing force-the demand for a central city loca
tion. Indeed, at a time when the commercial 
cores of our major cities are, at best, struggling, 
and when the great rural-urban migrations are 
coming to an end after their 50-year run, the re
sponse of this model becomes critical. 

If the' commerical pressures outward slacken, 
then it is the zone of transition surrounding 
the central business district that becomes im
mediately affected. With little prospect for ex
pansion of commercial and industrial facilities 
into its domains, the zone itself loses its eco
nomic rationale. Already blighted and with little 
prospect of exploiting a new mass wave of 
immigration, it is not wanted for any type of use 
except, perhaps, for parking lots. New residential 
construction is questionable because the value 
of a new home placed in such surroundings may 
be less than its reproduction cost. If the zone in 
transition were to be redeveloped through the 
wholesale condemnation and purchase of obso
lete structures, the cost would tie such as to 
limit the feasibility of low cost housing without 
extensive public subsidy. Consequently, the area 
does not become reclaimed; it progressively de
teriorates, and perhaps leads to abandonment. 
The weakening of the driving force of the CBD in 
essence produces a collapse in the zone of tran
sition. Thus, changing the parameters of the 
ecologist's model to reflect current realities pro
duces a response that approximates the present 
deteriorations of this Nation's metropolitan cen
ters. 

Shifting preferences for the location of com
mercial and industrial facilities, and also in 
transportation modes, produce other responses 
by the model that are not unreasonable in terms 
of current observations of the urban scene. The 
third zone, for example, that comprises small 
homes for factory and shopworkers, would have 
its rationale for being also placed into question. 
It should be recalled that this area functioned as 
a second generation setting for those of moder
ate means requiring fast and cheap access to 
the CBD. However, with the dispersion of jobs and 
the ownership of private automobiles-both ubiq
uitous phenomena-neighborhoods of this zone 
rapidly become obsolete. In fact, such neighbor
hoods appear to be quite susceptible to deterio
ration and abandonment as outlying rural areas 
beyond the metropolitan beltways are emerging 
to perform similar functions.13 

13 See Appendix A for an examination of the forces of location 
change, ' 

The shifting locus of commercial and in
dustrial pressures obviously makes difficult the 
current direct application of the overall model. 
However, some of the dynamics are still applica
ble regardless of shifting spatial patterns of eco
nomic activity. The obsolescence-invasion-suc
cession processes still provide a useful model 
for viewing neighborhood change. However, the 
scheme does not reveal the critical pressure 
pOints for either slowing, stopping, or reversing 
these forces once in motion. 

Accordingly, only a vigorous economic cen
ter will prolong the usefulness of neighborhoods 
in the inner zones of the model. To attempt di
rect action on aging residential areas when the 
basic driving force-the CBD"-is losing its mo
tive power would be perhaps a most important 
public policy implication of the ecological model 
as originally formulated. Moreover, the decline in 
migration to the city reinforces this supposition. 
So urban centers whose cores are viable and 
where new waves of immigrants generate some 
level of residential demand may possess the 
threshold conditions for potential neighborhood 
stabilization. 

Criticism: The basic critical theoretical at
tack against urban ecology centers on its dis
tinction between society and community and its 
analytical focus on the latter. Although Park con
tended that society formed a superstructure lying 
above the competitive biotic community, he 
never clearly established the relationship of so
cietal forces to community structure. This narrow 
focus on the city, without concern for its social 
environment, precipitated widespread criticism. 
For example, Milia Alihan rejected this dichot
omy as unacceptable, viewing both aspects of 
urban structure as highly interdependent.I4 

In more practical terms, this line of theoreti
cal criticism thus contends that focusing on the 
micro level while ignoring the broad macro-scale 
forces which comprise the environment of urban 
regions is an oversimplification. Thus, Federal 
policies, intra- and international migrations, the 
growth of large-scale organizations, and other 
national trends vitally affect urban structure. 
Somewhat paradoxically, later developments in 
social area analyses were criticized for making 
just such a linkage.15 

The most widely known of the many empiri
cal studies that followed was that of Walter 
Fiery, who maintained that culture could not be 

"Milia Alihan. Social Ecology (New York: Columbia University 
Press, 1939), 

to Hughes, op. cit. 
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separated from community. His analysis of Bea
con Hill and other cultural areas in Boston con
cluded that sentiment and symbolism are strong 
forces which can effectively counteract biotic 
processes. Competition in space was simply in
adequate to explain complex cultural phenom
ena, much less the change in land values result
ing from zoning or political boundaries. Thus 
Fiery attempts a noneconomic explanation for 
persistence in the face of otherwise unfettered 
economic parameters. This phenomenon of per
sistence will be further explored in a later sec
tion. Empirical criticisms also were extensive. 

Probably the most severe misgivings about the utility 
of the Burgess scheme have been generated over the em
pirical status of the zone as a meaningful classificatory de
vice. Each zone in the Burgess scheme is presented as if it 
were a relatively homogeneous area, notwithstanding the 
fact that a number of different types of land use and popu
lation are said to characterize zones I and II and that zone 
V is said to include a wide variety of subcommunities, dif
fering considerably inl income. Empirical tests of zonal 
homogeneity have generally been negative. Moreover, Ali
han has suggested that the concept of the zone is directly 
contradictory to another concept used by Burgess, that of 
the gradien!." 

What has been cited most often in connec
tion with the evaluation of the urban ecologists, 
however, has been the corollary efforts of Homer 
Hoyt and his sector theory of neighborhood 
change. 

Land Economics and the Sector Model 

Introduction: While the ecological formula
tions of Burgess were put forward as a general 
model summarizing much of urban life, the sec
tor model by Homer Hoyt was somewhat less en
compassing. A land economist working outsi~ 
the sphere of human ecology itself, Hoyt in 1939 
produced a Federal Housing Administration re
port, The Structure and Growth of Residential 
Neighborhoods in American Cities. This report 
was based on rental data secured from a large 
number of U.S. cities and presented the sector 
model of urban growth. The latter was an empiri
cal generalization based on the distribution of 
rental classes, not an ideal general model. It was 
designed as a practical instrument which could 
be used as the basis for making financial deci
sions about future developments. And it still re
mains an important tool for making neighbor
hood forecasts. 

The Sector Theory: The sector theory 
describes how high rent residential neighbor
hoods move slowly but predictably across the 
urban landscape, exerting a gravitational pull on 

11 Timms, op. cit., p. 218. 

the middle class, leaving behind the structures 
by which slums are made. 

The high rent neighborhoods of a city do not skip 
about at random in the process of movement-they follow 
a definite path in one or more sectors of the city. 

Apparently there is a tendency for neighborhoods 
within a city to shift in accordance with what may be 
called the sector theory of neighborhood change. The un
derstanding of the framework within which this principle 
operates will be facilitated by considering the entire city as 
a circle and various neighborhoods as falling into sectors 
radiating out from the center of that circle. No city con
forms exactly to this ideal pattern, of course, but the gen
eral figure is useful inasmuch as in our American cities the 
different types of residential areas tend to grow outward 
along rather distinct radii, and new growth on the arc of a 
given sector tends to take on the character of the initial 
growth in that sector. 

Thus if one sector of a city first develops as a low 
rent residential area, it will tend to retai n that character for 
long distances as the sector is extended through process 
of the city's growth. On the other hand, if a high rent area 
becomes established in another sector of the city, it will 
tend to grow or expand within that sector, and new high 
grade areas will tend to establish themselves in the sec
tor's outward extension. Generally speaking, different sec
tors of a city present different characters according to the 
original types of the neighborhoods within them." 

This spatial expression of the sector model, 
as in the case of the zonal model, has often 
been given primary emphasis rather than the 
more important dynamics giving rise to it. 
Changes in rental area patterns over time are a 
function of the movement of high rent neighbor
hoods and the successive moves of a filtering 
process. As the elite of a city move outwards, 
the middle and lower classes filter into their pre
vious residences. 

High rent or high grade residential neighborhoods must 
almost necessarily move outward toward the periphery of 
the city. The wealthy seldom reverse their steps and move 
backward into the obsolete houses which they are giving 
up. On each side of them is usually an intermediate rental 
area, so they cannot move sideways. As they represent the 
highest income group, there are no houses above them 
abandoned by another group. They must build new houses 
on vacant land. Usually this vacant land lies available just 
ahead of the line of march of the area because, antiCipat
ing the trend of fashionable growth, land promoters have 
either restricted it to high grade use or speculators have 
placed a value on the land that is too high for the low rent 
or intermediate rental group. Hence the natural trend of the 
high rent area is outward, toward the periphery of the city 
in the very sector in which the high rent area started. The 
exception to this outward movement is the development of 
de luxe apartment areas in old residential areas." 

Hoyt suggested that the point of origin of 
the high rent sector was determined by the loca
tion of the retail and business center where the 

17 Homer Hoyt, The Structure and Growth of Residential Neighbor
hoods in American Cities (Washington, D.C.: Federal Housing 
Administration, 1939). p. 114. 

"Ibid., p. 116. 
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elite population tended to work. Movement 
started close to this center on the side farthest 
removed from that containing industries or ware
houses. 
In all of the cities studied, the high grade residential area 
had its point of origin near the retail and office center. 
This is where the higher income groups work, and is the 
point that is the farthest removed from the side of the city 
that has industries or warehouses. In each city, the direc
tion and pattern of its future growth then tends to be gov
erned by some combination of the following considerations: 

(1) High grade residential growth tends to proceed 
from the given point of origin, along establishecj lines of 
travel or toward another existing nucleus of buildings or 
trading centers. 

(2) The zone of high rent areas tends to progress to
ward high ground which is free from the risk of floods and 
to spread along lake, bay, river, and ocean fronts, where 
such water fronts are not used for industry. 

(3) High rent residential districts tend to grow toward 
the section of the city which has free, open country beyond 
the edges and away from "dead end" sections which are 
limited by natural or artificial barriers to expansion. 

(4) The higher priced residential neighborhood tends to 
grow toward the homes of the leaders of the community. 

(5) Trends of movement of office buildings, banks, and 
stores pull the higher priced residential neighborhoods in 
the same general direction. 

(6) High grade residential areas tend to develop along 
the fastest existing transportation lines. 

(7) The growth of high rent neighborhoods continues in 
the same direction for a long period of time. 

(8) Deluxe high rent apartment areas tend to be es
tablished near the business center in old residential areas. 
[One apparent exception to the rule that high rent neigh
borhoods do not reverse their trend of growth is found in 
the case of deluxe apartment areas like Streeterville in' 
Chicago and Park Avenue in New York City. These excep
tions are very special cases, however, and apply only to in
tensive high grade apartment developments in a few metro
politan centers. When the high rent single family home 
areas have moved far out on the periphery of the city, 
some wealthy families desire to live in a colony of luxuri
ous apartments close to the busi ness center. Because of 
both the intensive use of the land by use of multiple family 
structures and the high rents charged, it pays to wreck ex
isting improvements.] 

(9) Real estate promoters may bend the direction of 
high grade residential growth." 

In considering the effects of this movement 
on neighborhood change, Hoyt stressed the fact 
that change was centrifugal as the city ex
panded. As houses became older and more dete
riorated, different subpopulations sequentially in
vaded them. Within this outward movement, 
however, sectors of different types of houses va
cated by various income groups were distin
guished. An extraordinary rate of obsolescence 
was recognized in the highest status housing, 
since, when the footloose elite moved on, few 
were able or willing to occupy their obsolescent 
dwellings singly because of their prohibitive up
keep. With no population group able to filter up

1. Ibid., p. 114-120. 

ward into such dwellings for single family use, 
they were converted into boarding houses, clubs, 
offices, and the like. In fact, the roominghouse 
district was usually found at the apex of the high 
rent sector because here were the large old 
mansions ripe for conversion and decline. In 
contrast, houses within the median rent sectors 
were occupied by households of slightly lesser 
means as the former residents moved on to 
more fashionable accommodations. The invaded 
neighborhoods remained viable. Finally, the dete
rioration of low rent sectors led to great change 
as the worst structures were demolished. Fur
thermore, unless subsequent waves of poor im
migrants entered the city to create a demand, 
many obsolete structures would be removed 
from the market. "The erection of new buildings 
on the periphery of a city, made accessible by 
new circulatory systems, sets in motion forces 
tending to draw population from the older 
houses and to cause all groups to move up a 
step leaving the oldest and cheapest houses to 
be occupied by the poorest families or to be 
vacated." 20 

Hoyt's scheme thus suggests the basic pa
rameters necessary to predict the future tenden
cies of residential development. In his dynamic 
formulations are many of the forces that are rec
ognized to produce neighborhood change in 
urban America-rapid growth, suburbanization, a 
mobile upper class, refugees to the city from 
both rural America and Europe, and ineffectual 
public policy in shaping the pattern of land uses. 
In fact, the dynamics of the sector model do not 
radically differ from Burgess'. The essential dif
f rence is the addition of a directional compo
nent which distinguished sectors of growth in 
addition to rings. The recognition of outward 
centrifugal movement is the same in both cases, 
although in the sector model there is an empha
sis on a strong pull element, the high rent neigh
borhood, while in the concentric model, more 
weight is thrust on the push element, the expan
sion of the commercial core. 

Public Policy Ramifications: If we view the 
Burgess model as providing the threshold condi
tions of CBD vigor and immigration housing de
mand, then the sector model further refines the 
potential for neighborhood stabilization in terms 
of specific radial sectors. High rent sectors, for 
example, were found to possess an extraordinary 
rate of obsolescence for reusing the structures 
for single family housing due to their size and 
potential upkeep. However, this does provide an 
opportunity for reuse that may be based on zon
20 Ibid., p. 122. 
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ing changes. Large ~arcels of land may be suita
ble for office or commercial rebuilding without 
assemblage problems, and the actual reuse of 
the existing structures for viable activities may 
have some potential. So the high rent sector may 
at least provide the opportunities for public pol
icy changes. 

At the same time, the intermediate rental 
sector, where invasions take place by subpopu
lations of just slightly lesser means than the va
cating populations, appears to present the great
est potential for future residential maintainance. 

. . . houses In intermediate rental neighborhoods designed 
for smali families can be handed down to a slightly lower 
income group as they lose some of their original desirabil
ity because of age and obsolescence. There is a loss of 
value when a transition to a lower income group occurs, 
but the house is stili used for the essential purpose for 
which it was designed; and the loss of value is not so 
great. There is always a class filtration to occupy the 
houses in the intermediate rental neighborhoods. Hence, a 
certain stability of value is assured." 

In marked contrast, buildings in low rent 
areas are occupied" by the poorest unskilled or 
casual worker, leading to collection losses and 
high vacancy rates. The worst buildings tend to 
be removed from the market. With the decline of 
immigration, this submarginal fringe of housing 
is either wrecked or boarded up as the residents 
filter up to better houses. Hoyt thus suggests 
that intermediate rental neighborhoods tend to 
preserve their stabil ity better than either the 
highest or lowest rental areas. 

In terms of the reversibility of the various 
processes of the sector model, Hoyt asserts that 
the wealthy seldom reverse their steps and move 
backward into the obsolete housing they are giv
ing up. One exception was the high rent apart
ment complexes built in downtown areas. They 
were felt to be a very special case, however. In
deed, this statement appears to depict current 
reality, as evidenced by a recent report of high 
rent housing in New York City. 

The bulk of the high rent households cluster closest to 
where the jobs and entertainment facilities are with three 
out of five in Manhattan; an additional one out of five is in 
Queens, and these typically are at the lower end of the 
price scale. It is interesting to note that Bronx and Brook
lyn, which in terms of total population nearly match the 
first two boroughs, have less than one in six of the higher 
rent households. This clearly as a whole is not a popula
tion which is going to be attracted to gray areas or their 
fringes.22 

21 Ibid., pp. 121-122. 

22 George Sternlieb and James W. Hughes, HousIng and People 
in New York City (New York: Housing and Development Ad
ministration, 1973), particularly Chapter 11. 

Thus substantial reversibility of neighborhood is 
not really considered a valid possibility, accord
ing to Hoyt. 

Criticism: Timms provides an extensive cri
tique of the flak directed at Hoyt. 

The prime mover in the pattern of residential growth 
outlined in the sector theory appears to be attraction to the 
leaders of society. The identity of these leaders is, how
ever, somewhat indistinct, as is the nature of their appeal. 
Rodwin has pointed out that the Hoyt scheme rests on an 
ambiguous and over-simplified view of the stratification sys
tem characteristic of the city. The homes of the leaders of 
society are variously equated with the highest rental areas, 
the high grade districts, and the most fashionable areas . . . 
these areas are not always synonymous . ... The opera
tional measure of social rank adopted by Hoyt is rent .. .. 
The exact nature of the relationship between rent, income, 
and prestige is not explored ... .23 

Also somewhat troubling to critics was the am
biguous definition of sectors, a comment 
analogous to the zone delineations in the Bur
gess model. But because we are concerned with 
processes, the significance of these criticisms is 
minor. 

Further Research: Wallace F. Smith, in 1963, 
asserted that some of the assumptions which 
originally governed the sector theory had be
come obsolete. Particularly questioned was the 
plausibility of the explanation of slum develop
ment in terms of new construction, obsoles
cence, immigration, and filtering. 

However, some of these assumptions can no longer be 
accepted. Public policy, particularly in the form of mort
gage credit assistance has had a percept ible influence on 
urban growth. Class structures and class attitudes toward 
housing seem to have changed, making the concept of 
"obsolete mansions" itself obsolete. Immigration of minority 
groups in many cities probably far outpaces the outward
migration of the well-to-do so that filtering today more 
often represents a trans ition of middle class neighborhoods.'" 

For these reasons, Smith saw the need for a 
reconstruction of Hoyt's theory of neighborhood 
change. Studied and analyzed were 76 residen
tial neighborhoods of Oakland, California, at 
three points in time between 1936 and 1960. 
From this investigation was derived a set of 
principles that apparently govern neighborhood 
change. The first of these is persistence, where 
a neighborhood tends to retain its socioeco
nomic characteristics even in the face of major 
changes in the composition of the community as 
a whole. The second is accommodation, where a 
shift in the composition of communitywide hous
ing demand is accommodated by changes in 

23 D. W. G. Timms, The Urban Mosaic (Cambridge, England: Cam
bridge University Press, 1971) p. 227. 

" Wallace F. Smith, "Forecasting Neighborhood Change," Land 
Economics, August 1963, p. 292. • 
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the socioeconomic characteristics of particular 
neighborhoods. The last principle was that of 
gradual transition, where neighborhood changes 
required to accommodate a shift in the composi
tion of aggregative housing demand are selec
tive. That is, the affected neighborhoods would 
more likely be those already in a process of 
transition. . 

In terms of empirical verification, Smith 
found that the proportion of nonwhite house
holds rose markedly during the period of obser
vation. Those neighborhoods originally "all 
white" had a tendency to retain that characteris
tic, suggesting principle 1, persistence. At the 
same time, a sufficient number of neighborhoods 
did undergo change, exemplifying principle 2, 
accommodation. Finally, neighborhoods which 
had a high proportion of nonwhites at the end of 
the study period were those which had an inter
mediate rather than low proportion at the begin
ning, suggesting principle 3, gradual transition. 

,In terms of the method employed, the pro
portion of nonwhites in a neighborhood was 
viewed as a significant factor of urban American 
life. However, 

Along with racial composition, other social and economic 
factors play important roles in characterizing individual res
idential neighborhoods and predictive technique should be 
applied to these as well. This study identifies two such fac
tors: the proportion of owner occupants to the total number 
of households in a neighborhood and the relative value of 
representative dwelling units." 

Thus three key indicators of neighborhood 
change are isolated: Racial composition, degree 
of owner occupancy, and unit value. 26 Moreover, 
the direction of change for each neighborhood is 
influenced by conditions outside of the neighbor
hood itself. Thus the in-migration of new subpop
ulations which shift the composition of the com
munity as a whole and thereby altering the 
previously established patterns of neighborhood 
transition is a major argument of Smith. Thus he 
returns emphasis to the push factor as originally 
emphasized by the urban ecologists and away 
from the pull factor as suggested by Hoyt. 

Most critical for this review, however, are 
reasons for neighborhood shifts beyond that of 
accommodation to changes in the composition of 
citywide housing demand. In terms of neighbor
hood stability as evidenced by the indicators of 
ownership and relative value, Smith presumes 
that structural durability would provide an ex-

so Ibid., p. 293. 
so Rental units were capitalized by using a gr08s rent multiplier 

of 100 . • 

planation, No reason was put forth for racial 
stability.27 At the same time, those neighbor
hoods accommodating change were those al
ready in a process of transition-areas of cur
rent high proportions of nonwhites were those at 
the intermediate level in the previous accounting 
period. "The new pattern reflects the old in that 
expanding segments of housing demand gravi
tate toward neighborhoods in which those seg
ments were already represented." 28 

Furthermore, Smith saw little chance of re
versibility once changeover was underway. Only 
in areas such as Park Slope in Brooklyn or So
ciety Hill in Philadelphia have substantial re
births occurred. But the generalizability of these 
examples is perhaps gauged by our ability to 
simply list them off the top of our heads-they 
are unique sectors of dwellings of historical 
value or of redeemable amenities. These traits 
are not generic to vast areas of the metropolis 
designed originally for the working class. 

Two caveats regarding this latter research 
effort should be noted. First, an assumption of 
population flow into the city greater than that 
going out may be questionable for the early 
1970's. Second, filtering may be a unique proc
ess to different political areas of the metropolis. 
The entire city may be susceptible to filtering but 
only to its political boundaries. . 

Additional Comments: In each of the models 
.reviewed, immigration and filtering are isolated 
as key dynamics. Under such assumptions, the 
newest arrivals to the city occupy the oldest res

. idential structures in the older neighborhoods. 
These households, although having the lowest in
comes relative to society in general, typically 
provide the economic rationale for at least a 
modicum of housing maintenance. As the occu
pants slowly are able to afford better quarters, 
they cannot be anchored to these residential 
neighborhoods-they move on. But this is not a 
singular process. Moynihan, for example, sug
gests a bimodal phenomenon affecting newcom
ers to the city.29 That is, among a subpopulation 
introduced into a situation of like means, some 
will rise in circumstances and some will decline. 
Thus an 'up and down' hypothesis is suggested 
where newcomers differentiate themselves along 
an economic continuum. 

"Here we can return to Fiery's concept 01 persistence and ethnic 
stability in the lace 01 socioeconomic change . 

.. Ibid., p. 297. 

.. Daniel P. Moynihan, "The Schism In Black America," The 
Public Interest, Spring 1972 (No. 27), pp. 3-24. 
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So if the lowest end of the newcomer popu
lation is ultimately left behind, the oldest and 
most obsolete housing tends to be filled with the 
least competent households. It there is no new 
population group entering into the urban system, 
then the economic rationale for owning and op
erating the housing at the bottom of the ladder 
is removed. Not only is the pool of exploitables 
reduced, but what is available may be the worst 
in possible tenantry, unrestrained by social con
trols. Thus a setting is provided for the terminal 
point in a neighborhood or housing cycle-aban
donment-in either of the inner concentric zones 
or the apex of the various rental sectors. So 
changing the assumptions underlying these early 
models produces results not out of line from cur
rent reality. 

One final comment on this subject should 
also be made. New population groups added to 
the city may not only be distinguished along ra
cial and/or ethnic lines, but they may also be in 
the form of, say, college students. Such a subpo
pulation, added to cities whose educational insti
tutions have rapidly expanded-particularly 
where those institutions do not provide ancillary 
dormitory facilities-can be an important ele
ment in stabilizing the economic usefulness of 
bottom-of-the-line neighborhoods. Boston may be 
the foremost example of this process, which took 
place while much industrial activity was shifting 
to the Route 128 circumferential beltway. So the 
in-migration of identifiable subgroups such as 
college students can in a sense perform the 
same function as previous historical migrations 
to the city. 

The Gray Area and the Terminal Point 

Closely related to the "zone of transition" 
and the zone of workingmen's homes is the con
cept of "gray areas," a term referring to the 
area of deteriorating real estate in American cit
ies lying between the CBD and the suburbs. De
scribed by Marris and Rein in terms of its broad 
function, the literature of the urban ecologists is 
again suggested: 

In these grey areas, the newcomers to the city have always 
settled, and presented their claim upon the American prom
ise of dignity, prosperity, and freedom for all. But here, too, 
the disapPointed have remained or returned; and here ra
cial discrimination has mostly contained the Negro mi
grants from the South. As technology raises its demands on 
human skill, and turns indifferently from those who cannot 
readily meet its standards, the grey areas become a symbol 
of hope abandoned, alienation, and retreat. 30 

•• Peter Marria and Martin Rein, Dilemmas of SocIal Reform (New 
York: Atherton Preaa, 1969), p. 14. 

Implicit in this statement is also the recognition 
that the processes of filtering and upward move
ment out of the city are closely interrelated with 
racial considerations. The urban ecologists, fo
cusing on "biotic processes," avoided analysis 
of this question, viewing race simply as an ex
tension of ethnicity. Nevertheless, Paul Ylvisaker, 
then Director of the Public Affairs program at the 
Ford Foundation and a prime mover of the gray 
areas projects, had laid down this line of thought 
several years earlier in discussing the several 
"cities" of the city. 

Another is the City of the Gray Area, that growing 
wasteland which starts at a moving point uncomfortably 
close to the central business district and extends to a mov
ing point uncomfortably close to the better residential sub
urbs. "Mice Country," as former Louisville Mayor Charles 
Farnsley has so compassionately named it. This City, too, 
is being abandoned; but that in itself is nothing new. It 
has been abandoned two, three, and, in some cases, four 
times before, by the successive waves of migrants who 
have come looking for the City only to be told that it was 
still a suburb or two ahead of them. Certainly, the City of 
the Gray Area, the Mice Country, is being abandoned; but 
that is its function. For this is not really a city; it is a so
cial process wrapped up in an appropriately shabby form. 
It is a process of transition and aspiration and self-im
provement-for the immigrant from abroad, for the rural up
rooted, for a wide assortment of human beings who are at 
the bottom rung of their life's ambitions. The irony is that 
we are abandoning the process, but preserving the form. By 
restrictive national legislation we are cutting down the in
take of those Immigrants we have been historically willing 
to assimilate; at the same time we are blocking the subur
ban exit for the increasing numbers of in-migrants whose 
humble services we want but whose company we would 
prefer not to keep. Now we have tenements without a trail 
-mile after growing mile of tenements, shabbier by the 
year, a wretched form that has lost the saving grace of a 
noble function." 

Out of this reasoning came the Ford Foun
dation projects, efforts at renewing gray area 
neighborhoods, not physically, but in terms of 
process-the stimulation of the school systems 
and other public responses to foster processes 
of assimilation and upward mobility. In fact, 
these attempts were the genesis of the later 
model cities programs. 

Returning, however, to our schemes of neigh
borhood change, we can identify several pOSSi
ble modifications to the broader dynamiCS. First 
is the recognition of the powerful variable of 
race and its effect on filtering and mobility. At 
the same time, the decline of a driving force
in-migration of new subpopulations-weakens 
outward pressures while barriers correspond
ingly strengthen to prohibit new invasions. While 
particularly focusing on declining immigration 

31 Paul N. Ylvisaker, "The Deserted City," Journal of the Amer
ican Institute of Planners, Vol. XXV, No. 1 (February 1959) 
pp. 1-2. 
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from abroad, the reasoning of Ylvisaker is cer
tainly applicable to changing internal rural-urban 
migrations. In total, then, several questions have 
been raised concerning the validity of processes 
once taken as basic propositions. The recogni
tion has been made of possible "impending stat
ics," the loss of function of the inner ring neigh
borhoods, and the concern with the process of 
movement and not with empty neighborhood 
form. 

Moreover, the earlier models were formu
lated on the basis of a metropolis being cotermi
nous with that of a city. As urban regions have 
grown to encompass many suburban communi
ties, and as the expansion and filtering of new 
racial groups move toward the periphery of the 
center city, a new significant element is intro
duced into the overall process-the political 
boundary. So the interrelationship of this variable 
and race may produce serious alterations in the 
notions of filtering and upward mobility. 

The Tidal Wave of Metropolitan Expansion 
In the early 1950's, Hans Blumenfeld at

tempted to isolate and measure the population 
shifts that have occurred in metropolitan areas 
in order to predict the future distribution of pop
ulation. What was found lent credence to the 
concept of growth areas and cyclical change 
and successions. Blumenfeld described the proc
ess as the "tidal wave of metropolitan expan
sion" in which the concentric zones of rapid 
population growth migrated outward from the 
city center.32 

Population growth in Philadelphia was ex
amined for a 90-year period to 1950, with partic
ular emphasis on the 20th century. Plotting pop
ulation growth rates for each decade by distance 
zones, Blumenfeld shows that the five curves, 
representing changes during five decades, follow 
a similar pattern, regardless of their precise 
shape. They all rise steeply to a peak, then de
cline more slowly and flatten out. In every dec
ade there is a zone of maximum growth which is 
defined as the tidal wave of metropolitan expan
sion. This crest moves slowly and regularly over 
time from the city center to its periphery. This 
zone of most rapid growth is also characterized 
by the highest percentage of owner-occupied 
homes and by the highest average value of 
homes. 

"Hans Blumenfeld, "The Tidal Wave of Metropolitan Expansion," 
Journal of the AmerIcan Institute of Planners , XX, No. 1 
(February 1954). See also Hans Blumenfeld, "Are Land Uses 
Predictable, " Journal of the American Institute of Planners , 
XXV, No. 2 (May 1959), and "The Modern Metropolis," Cities 
(New York : Alfred A. Knopf, 1965). 

Thus the different zones are in different 
phases of growth. The "older" inner zones have 
passed their peak, the following ones are ap
proaching it and are leveling off, the next ones 
are in full growth, and the last are just entering 
the latest growth phase. Consequently, in the 
process of expansion, the concentric zones, from 
the center out, one after another go through sub
sequent phases of slow growth, rapid growth, 
leveling off, and decrease. Blumenfeld gave par
ticular attention to the long term trend toward 
the population losses of downtown Philadelphia. 
But it is the growth wave concept and the cycles 
of change which are most important for the 
study of neighborhood evolution . In fact, this laid 
the basis for the work of Hoover and Vernon, who 
modified this growth wave concept to take into 
account the two widely separated rings of resi
dential growth which had been pointed out ear
lier by Hoyt-one marked by single family hous
ing and the other by apartments. They carried 
this de~lopment further as a refinement of the 
notions of concentric zonation and hypothesized 
a series of stages of neighborhood evolution. 
This is the subject of the next section. 

The New York Region Study 

Hoover and Vernon attempted to develop a 
concept of the whole process of the evolution of 
the pattern of metropolitan populations that 
could be tested by its ability to account for ob
served facts and which could serve to suggest 
the directions that further development was 
likely to take. Their starting point was the eco
logical model of Burgess: 

The shifting pattern of metropolitan residence areas 
has. often been schematically described in terms of grad
ually widening concentric zones pushing out in all direc
tions from a growing central business core like ripples 
from a splash. Nonresidential "downtown" land uses, pre
empting the very center of the metropolitan area almost ex
clusively, expand into the immediately surrounding old resi
dential areas, and also extend an aura of blight far beyond 
the range of their actual land-taking. Housing nearest the 
center is mainly slum-because it is the oldest, because it 
is cramped, because the street traffic and other aspects of 
downtown development make it undesirable for residence, 
and because it comes to house a concentration of disad
vantaged people who are shunned as neighbors by those 
more fortunate or longer in residence. These slum charac
teristics are persistent, even cumulative, !lince the econom
ics of slum property deters extensive replacement, moderni
zation, or even maintenance of the antiquated housing. 

The near-central slum area, eroded from the inside and 
along its main streets by competing land uses, and having 
to accommodate an influx of bottom-income people, ex
pands outward into the next nearest and next oldest zone, 
mainly by the down-grading and conversion of old apart
ments and houses to higher densities. This pressure, as 
well as overall population growth, forces the population of 
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the next zone to push outward in turn, and so it goes til 
we reach the out-crawling fringe of urban development 
where new houses replace farms, woodland, or golf 
courses." 

Stages of Evolution: Recognizing this proc
ess as operative at several scales in the New 
York Region because of the interpenetration of 
major and minor urban centers-i.e., Newark lies 
under the dominance of Manhattan-they shifted 
their analysis to sequential patterns of develop
ment of specific areas. This resulted in the delin
eation of the stages of evolution of a neighbor
hood, a five-stage process directed toward 
explanation and not merely description. 

Stage 1 is, residential development in single 
family houses. The initial stage of development, 
it currently is just beginning to appear in the 
outlying parts of metropolitan regions, is in full 
swing in areas of moderate distances from the 
center of a region, and was passed a long time 
ago in most urban centers and the inner rings of 
most metropolitan areas. 

Stage 2, in contrast, is a transition stage of 
very substantial new construction and high popu
lation growth. But a high and increasing propor
tion of this new construction is in apartments, so 
that average densities rise significantly. Often 
much of the apartment construction replaces 
older and larger single family homes. Most areas 
in a region where this transitional process is evi
dent are in the inner zones. 

Stage 3 is a downgrading stage, in which 
old housing (both single and multiple dwellings) 
is being adapted to higher density usage than 
that for which it was originally designed. Refer
ring specifically to the New York Region, Vernon 
and Hoover suggest that: 

In this stage there is usually little actual new construc
tion, but there is some population and density growth 
through conversion and crowding of existing structures. 
This stage appears most clearly in areas of recent "slum 
invasion" located on Manhattan's upper West Side, in sec
tions of the Bronx and Brooklyn, and in certain old urban 
areas in and around Newark, Paterson, Passaic, Elizabeth, 
and the Hudson County cities. 

Of course, the sequence to this stage from the preced
ing one is not always clean-cut. Thus in the down-grading 
stage there may be a certain amount of new housing con
struction too, involving the replacement of single-family 
homes by apartment houses at the same ti me that other 
structures are being subdivided. Moreover, Stage 2 does 
not inevitably lead to Stage 3: an area converted to apart
ments may not undergo any down-grading then or later. 
The Riverdale area of the Bronx, for instance, promises to 
hold its present quality for some time to come. The stretch 
of Fifth Avenue facing Central Park was almost entirely 
transformed from one-family residences to towering apart
ment buildings after about 1910 and has maintained its 

"Edgar M. Hoover and Raymond Vernon, Anatomy of a Metrop
olis (New York: Doubleday Anchor, 1962), p. 183-184. 

character. On the other hand , Riverside Drive, similarly re
developed at about the same time, has been subject to 
down-grading . 

The down-grading stage is often associated with the 
spread of districts occupied by more or less segregated 
ethnic and minority groups. In the spread of such districts, 
conversion of structures to accommodate more families 
plays a significant part, but not always a decisive one." 

All of this leads eventually to Stage 4, the 
thinning out stage where density and dwelling 
occupancy are gradually reduced. This reduction 
may come about through a decline in household 
size, but it may also reflect the merging of dwell
ing units, demolition, vacancy, or abandonment. 
Thus a characteristic of this stage is little or no 
construction and a decline in population. 

To find the reasons for this thinning-out process, we shall 
have to retrace our steps and have another look at the 
families which characteristically participate in the preced
ing stage of slum invasion. Those families are, on the 
whole, recently-arrived in-migrants to the Region, with low 
incomes and a limited housing choice. The limitations are 
imposed not only by their income levels but also by re
strictions and prejudices against many of them in various 
parts of the Region, by an inadequate knowledge of the 
housing market, and by uncertain employment alternatives. 
At the same time, these in-migrants tend to be predomi
nantly young married couples or marriageable individuals 
in their twenties, that being the time of life when mobility 
is much the greatest for all classes of people. 

Households with these characteristics expand rapidly in 
size through the arrival of children and also, commonly, by 
taking in relatives or other lodgers even more recently ar
rived in the City and seeking a foothold. As a result, at the 
stage when a down-grading neighborhood is having an in
crease in the number of dwelling units that is,- households) 
per structure, it is likely also to have-either at the same 
time or very shortly after-an increase in the number of 
persons per dwelling unit. 

But once settled, the main couple of the household 
does not characteristically move soon again. The tendency 
to stay put strengthens fast after people pass their early 
twenties. Also . . . dwellers in central-city areas are dis
tinctly less mobile than residents of other types of areas in 
the Region. 

Once the in-migrant couples have settled down and 
raised families, the. continued aging of them and their 
neighborhoods leads to the "thinning-out" stage character
istic of slum areas after they reach peak density-a thin
ning-out provided in considerable part by the shrinkage of 
household size. 

The thinning-out stage began several decades ago in 
some of the Region's oldest slums, and those areas are 
now far less crowded than they were, both in absolute 
terms and in comparison with more recently created 
slums." 

Finally, Stage 5, the stage of renewal, ar
rives. Perhaps during the heady and optimistic 
days of the late fifties, it was assumed that obso
lete areas of housing arriving at Stage 4 would 
eventually be replaced by new multifamily hous
ing. In fact, while only few examples were avail

34 Ibid., p. 188. 
35 Ibid., pp. 191-92. 
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able of this stage, Vernon and Hoover saw it 
growing in magnitude in the future. Renewal 
would take two specific forms: · Subsidized me
dium and low income housing, and second, lux
ury apartments. But of the latter, they recognized 
its unique concentration almost exclusively in 
the middle east side of Manhattan. 

Still another slum-renewal process, less important to 
date but with significant further potentialities in a few parts 
of the Region, is exemplified in Greenwich Village. Old 
areas of fel ic itous design and conveniently central location , 
originally high-income but deteriorated , are restored piece
meal to high-grade occupancy by extensive repair and re
modeling, merger of dwelling units, and a little new con
struction . 

To a large extent, however, Stage 5 has depended on 
public intervention : on the use of condemnation powers to 
assemble the site, on the use of public grants to bring 
down the site costs to levels at which medium-income rent
als could be charged, and in some cases on the use of 
continuing operating subsidies to bring the rentals within 
reach of low-income families." 

In the absence of public intervention, however, 
the alternatives were not at all clear-this may 
be the stage of abandonment affecting many of 
the Nation's core neighborhoods. 

These then were the five stages in Vernon 
and Hoover's neighborhood cycle: (1) New single 
family subdivisions, (2) apartment development, 
(3) downgrading generally associated with con
version, (4) thinning-out, and (5) renewal. 

Most of the housing of a metropolis is a 
product of earlier eras, designed, built, and lo
cated to conform with the tastes and needs of its 
time. Looking ahead 20 years from the vantage 
pOint of 1960, Hoover and Vernon saw a massive 
pool of housing entering the obsolescence stage, 
housing built between 1910 and 1930. It was dur
ing this time period when the New York region in
creased in population by 4 million people. The 
sheer absolute size of the housing stock built in 
response to this population expansion, which is 
probably larger than any created during a period 
o~ comparative length in the region's history, in
dicates that during the current time period the 
increase in the supply of obsolescent housing 
may be greater than in any other period in his
tory. Most of the units built during the 1910-1930 
period were built without much regard for the 
existence of the automobile, an extreme liability 
at present. So, by virtue of an extreme fluctua
tion in construction about 60 years ago, a severe 
problem is generated for the 1970's. 
. Hoover and Vernon were specifically focus
Ing on the New York Region in this analysis, but 

.. Ibid., p. 196. 

the generalizability of this finding may be sub
stantial. It reveals, perhaps, an indicator of ad
vanced warning. In essence, the recognition in 
1960 of a good portion of the housing supply of 
a metropolis reaching obsolescence at one time 
in the 1970's underscored, perhaps, the aban
donment phenomenon which is currently a grow
ing problem. Thus, the historical study of con
struction periods in a region can possibly bring 
an awareness of when the increase in the supply 
of obsolescent housing will be at its greatest. 

Public Affairs Counseling Model 

Stages of Neighborhood Decline: In a study 
for HUD of the abandonment process, the Real 
Estate Research Corporation isolated convenient 
description pOints along a continuum of neigh
borhood change, running from new, healthy, high 
social status neighborhoods to old, wornout, di
lapidated, social status areas,"' The narrative of 
the key parameters of these stages is as follows: 

Stage I: Healthy and Usable Neighborhoods: 
Areas that are thriving and relatively free of 
problems are divided into two types. 

New Thriving Areas: New and relatively new 
neighborhoods recently constructed both of 
single family units and garden apartments or mul
tifamily structures. This classification appears to 
be the updated analogy of Hoover and Vernon's 
Stage 1. Future evolution of neighborhoods of 
this type is viewed as dependent upon the origi
nal cost range of the housing and the subse
quent socioeconomic status of the occupants: 

Old Stable Areas: Older prestige neighbor
hoods with residents of high socioeconomic 
status comprise this classification. These areas 
provide superior residential environments and 
exhibit excellent structural maintenance. While 
high quality services are evident, these neighbor
hoods may be located in relatively central loca
tions closer to expanding areas of blight. 

Stage II: Neighborhoods of Incipient De
cline: Generally, older areas undergoing func
tional change; that is, the structures may be 
approaching functional obsolescence and the so
cial composition changes. As older families 
whose children are raised move out to accom
modations of more manageable size, newer, 
less affluent households move in. As fewer ex
penditures are put into housing maintenance, 
minor deficiencies begin to infect the dwellings. 

31 Public Affairs Counseling, HUD Experimental Program lor Pre
serving Declining Neighborhoods : An Analysis of the Aban
donment Process (San Francisco, Calif. : Public Affairs Coun
sel ing, 1973). 
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The decline in socioeconomic status of the resi
dents, their changing tastes, and increased den
sity of existing units put increased pressure on 
the neighborhood's infrastructure while overall 
services may decline. Additionally, conversions 
to nonresidential uses may occur as well as in
creases in multifamily structures and conver
sions. 

Stage III: Neighborhoods with Decline 
Clearly Underway: Changes initiated in Stage II 
become more marked and defined. Interior defi
ciencies increase and minor deficiencies become 
ubiquitous. Decline in social status continues, 
bringing in households with lower economic levels 
while ethnic changes accelerate. Services, the 
physical environment, and social needs exhibit 
increasing discontinuities. The economic ration
ale of the neighborhoods becomes increasingly 
focused on renters rather than owners. As the 
social and physical gulf grows between inves
tors/owners and tenants, there is less aware
ness of tenant problems, deteriorati ng tenant
landlord relationships, and rising management 
and operation costs. Conversions to increased 
density, and nonresidential uses multiply and 
overall confidence in the area slackens. Minor 
problems become general and service problems 
emerge in proportion to the rapidity of change. 

Stage IV: Neighborhoods Accelerating into 
Late Stages of Decline: Physical decline be
comes pervasive as housing becomes progres
sively deteriorated and dilapidated, requiring 
major repairs to most structures. This in itself 
contributes to and is reinforced by a poor neigh
borhood physical environment. Further social 
shifts, particularly toward minorities, make the 
neighborhood marketable only to those of the 
lowest socioeconomic rank able to make rental 
payments. The resultant cash flow eventually de
clines, owner disinvestment ensues, and further 
strains are placed on the landlord-tenant rela
tionship. The general household type is one ex
isting at subsistence levels, and one of many so
cial problems, often of such severity that they 
threaten the general safety and well-being of the 
neighborhood community. Pessimism about the 
neighborhood's future becomes endemic. 

Stage V: Nonviable and Heavily Abandoned 
Neighborhoods: Essentially, areas reaching this 
stage are at the terminal point-abandonment, 
behavioral problems, and severe decline prevail. 
Stage V neighborhoods are at the bottom rung of 
the urban hierarchy. Their residents have the 
lowest social status, the least economic means, 
and little leverage to improve the area. If no fur
ther pool of exploitables arrives on the scene, 

residents and landlords will abandon the worst 
of the buildings, leaving gaps among the inhab
ited structures and underscoring fear of the final
ity of change. This ultimately leads to the even
tual abandonment of the remaining sound 
structures interspersed in this matrix of decline. 
All hopes for the future of the neighborhood are 
extinguished. 

Each of these stages appears analogous to 
those hypothesized by Hoover and Vernon. How
ever, what is different is the recognition of a 
Stage V as a terminal point rather than a setting 
for public renewal. 

Underlying Processes: Also of importance is 
the recognition of five basic processes underly
ing the evolution of a neighborhood into an 
abandoned shell. Several of these processes ap
pears congruent to some of the potential early 
warning indicators isolated in previous sections 
of the literature review: 

Physical Maturation Process: The process of 
decay and change in building types and neigh
borhoods as they age and are susceptible to 
other nonphysical influences. (This relates to two 
indicators of change suggested by Smith, degree 
of owner-occupancy and regular unit value. The 
concept of Hoover and Vernon, a pool of obso
lescent housing reaching maturity during a rela
tively short period of time, suggests an analo
gous measure). 

Racial Change: The dynamics of racial 
change in a neighborhood and its effects on 
other variables. (This racial variable has also 
been isolated by Smith and Ylvisaker.) 

Decline of Socioeconomic Status: A decline 
in the prevailing social and economic resources 
available to residents and consequently the re
spect accorded them and their neighborhoods by 
others. (Unit value 4S again indicative, along with 
measures of income, education, and occupation 
of neighborhood residents relative to some larger 
political or census unit.) 

The above three processes are susceptible 
to measurement by use of relatively standardized 
measures whose compilation is repetitive and 
relatively assured over time, i.e., the census. In
dicators of the next two processes are much 
more difficult to obtain, and in any case probably 
would be evident at a time when the process is 
beyond reversibility. 

Waning Confidence: A perceived lack of 
confidence in the future of the area, accompa
nied by various kinds of fear, prejudice, aliena
tion, and assumed beliefs in regard to neighbor
hood reputation. 
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•Exhibit 2. Strategies for Various Levels of Decay 

Predom
inantly Immediate 

Clearance Improve
& Redevel ment 

Types of Areas opment Actions 

1. Building Dilapidation X X 
Frame Structures 

2. Building Dilapidation X X 
Obsolete Structures 

Neighborhood Deficiencies 
3. Building Deterioration X X 

and Dilapidation 
Obsolete Structures 

Neighborhood Deficiencies 
4. Building Deterioration X X 

and Dilapidation 
Obsolete Structures 

5. Building Deterioration 
and Dilapidation 

Substantial Structures 
Neighborhood Deficiencies 

6. Building Deterioration 
and Dilapidation 

Substantial Structures 
7. Building Deterioration 

Mixed Obsolete and 
Substantial Structures 

Neighborhood Deficiencies 
8. Building Deterioration 

Substantial Structures 
9. Early Evidence of Building and 

Neighborhood Deterioration 

Source: Between Promise and Performance, Community Renewal 

Disinvestment: The process of declining 
investment in buildings and neighborhoods by 
various types of owners, investors, lenders, in
surers, brokers, government agencies, indicating 
what influences the process and its conse
quences. 

New York City Community Renewal Pro
gram: In the course of the New York City Com
munity Renewal Program, a series of renewal 
options based on physical conditions were made. 
These physical conditions, depicted in the ac
companying exhibit, were presented without a 
supporting theoretical framework. Yet if one ag
gregates these various types of areas, the result
ing typology produces a series of types consist
ent with the previous formulations. This synthesis 
of approaches is presented in Exhibit 3. 

Indicators of Change: Empirical Evidence 

Introduction: In the preceding review, 
several advanced indicators of change were sug
gested, principal among these being social/eth
nic composition, owner-occupancy, unit value, 
and socioeconomic status. In order to test and 

Predominantly Rehabilitation 
Neigh-

Moderate Long Term borhood 
Long Term Term Moderate Conser-
High Cost Low Cost Cost vation 

X 

X 

X X 

X X X 

X X X 

X X X 

X 

X 

Program, The City of New York, December 1968, p. 74. 

refine these elementary notions, an empirical 
analysis of the question will be reviewed.a8 

While this is one analysis in one city at one 
point in time, it does offer potential insights that 
may have . wider applicability, either directly or 
by at least suggesting a methodological ap
proach of determining early warning symptoms. 

What will be attempted is the delineation of 
the terminal pOint of the evolutionary process
abandonment-and its relation to the status of 
various indices as they were measured some 11 
years previously. The extent of the geographic 
pattern of residential abandonment will thus be 
measured and related to earlier characteristics 
of neighborhoods in which it occurred. This anal
ysis is intended to offer insight into the environ
mental precursors of abandonment. The scene of 
the study is Newark, New Jersey. 

38 Analysis adapted from George Sternlieb and Robert Burchell , 
Residential Abandonment: The Tenement Landlord Revfslted 
(New Brunswick, N.J. : Center for Urban Policy Research , 
forthcoming); Franklin James, Robert W. Burchell, and James 
W. Hughes, " Race, Profit, and Housing Abandonment In 
Newark," forthcoming , Proceedings of the AmerIcan Real 
Estate and Urban Economics Association, 1973. 
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Exhibit 3. Synthesis of Neighborhood Stages of Decline 

Model l' Stage 1 Stage 2 Stage 3 
Single Transi- Down-
Family tion grading 
Houses 

Model 2" Healthy- Incipient- Decline 
Viable Decline Clearly 
New Under-

Thriv way 
ing 

Areas; 
Old 

Stable 
Areas 

Model 3'" 9 Early Evi 7 Building 
dence of Deterio-
Building ration 
and Neigh (mixed 
borhood substantial 
Deteriora and obso
tion lete struc

8 Building tures, 
Deteriora neighbor
tion hood defi-
Structures ciencies) 

6 Building 
Deterio
ration and 
Dilapida
tion 
(substan
tial struc
ture) 

Stage 4 Stage 5 
Thinning Renewal 

Out 

Accel- Non
eration Viable 

into Heavily 
late Aban

Stages doned 
of 

Decline 

5 Building 3,2 Building 
Deteriora- Dilapida
tion (sub tion a De
stantial terioration 
structures (obsolete 
and neigh- structures 
borhood and 
deficien neighbor
cies) hood defi

4 Building ciencies) 
Deteriora 1 Building 
tion and Dilapida
Dilapida tion (frame 
tion (obso structure) 
lete struc
tures) 

Source: ' Edgar Hoover and Raymond Vernon, Anatomy of a Metropolis (New York: Doubleday Anchor, 1962). 
" Public Affairs Counseling, HUD Experimental Program For Preserving Declining Neighborhoods: An Analysis of the Abandon

ment Process (San Francisco, Calif.: Public Affairs Counseling, 1973). 
", Between Promise and Performance, Community Renewal Program, the City of New York, December 1968, p. 74. 

The Environmental Aspects of Residential 
Abandonment: The task is to establish the rela
tionship of structure abandonment and the ear
lier characteristics of the neighborhood in which 
the structure is located. The 1960 census tract 
population and housing characteristics will be 
distilled via factor analysis into the basic dimen
sions differentiating tracts. A large array of basic 
indicators is reassembled into a few clusters of 
intercorrelated variables. These estimated factors 
or clusters are used as a set of quantitative in
dices gauging the principal independent ways 
census tracts call be differentiated from one an
other. In the terminology which has grown up to 
describe this process, the "factorial ecology" of 
the city of Newark will thus be delineated. 

Each census tract has a measure (factor 
score) on each of these indices-these scores 
will be employed in a regression analysis of their 
relationship to the percent of residential struc
tures in the tract which have been abandoned by 

landlords over the period 1967 to 1971. This re
gression analysis is intended to identify the rela
tionships of abandonment to the characteristics 
of the census tracts. 

Thirty population and housing characteris
tics of these tracts were thus utilized in a factor 
analysis; the resulting factors were subjected to 
orthogonal rotation with a selective criteria of 
eigenvalues greater than one employed to deter
mine rotation. 

Static Precursors of Residential Abandon
ment: The factor structure of Newark's resi
dential patterns in 1960 is quite similar to 
those which have been found in other older core 
areas. Three principal factors appear in two 
groups: (1) a Social Status factor correlated with 
the percentage of professional and managerial 
employment, income levels, educational attain
ment, rental payments and housing value, and 
residential crowding. This factor thus serves as a 
way to index census tracts according to their 
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Exhibit 4. Factor Analysis ot Selective 1960 Socioeconomic Variables Employing 
Newark, N.J., Census Tra'cts as a Data Base 

Factor 
Stage In Male 

Race and Social The Life Puerto Rican Housing Unem-
Resources Status Cycle Segregation Stability ployment 

Variable 1 2 3 4 5 6 

1. % Housing Units: Occupied 	 .723 
2. % 	 Population: Negro -.919 
3. Median Age Female .807 
4. Median Age White Female .471 	 -.616 
5. 	 % Housing Units: No Bath 


or Share -.713 

6. 	 % Housing Units: 1.01 


Persons/Rm -.767 -.413 

7. Median Contract Rent .775 	 .422 
8. Median House Value 	 .732 
9. 	 % Housing Units: Single 


Family .444 

10. 	% Population: 65+ Years 


of Age .771 .400 

11. 	 % White Pop.: 65+ Years 

of Age .872 
12. % Population: Married .685 
13. % Population: 5 Years of Age -.837 - .400 
14. 	 % Housing Units: Owner 


Occupied .705 .458 

15. Median Rooms/Unit 	 .658 .488 
16. % Labor Force: Female 	 .684 
17. 	 % Population: Puerto Rican 

Parentage -.736 
18. Median Education 	 .774 
19. Median Family Income .579 .401 
20. 	 % Labor Force: Male 

Unemployed - .787 
21. 	 % Labor Force: Female 

Clerical .722 
22. 	 % Labor Force: Professional 

Managerial .777 
23. % Population: Foreign Born .817 
24. Population per Household 	 -.458 .472 
25. 	 % Population: Elem. School 

Enro"ment .776 -.463 
26. % Population: H.S. Graduate 	 .746 
27. 	 % Population: College 

Graduate .849 
28. % Population: Income $3,000 -.646 
29. 	 % Population: Income 

$10,000 .609 .595 
30. 	 % Labor Force: 

Manufactu ring -.787 

Variance Explained by Factor (%) 29.6 21.5 8.9 8.3 5.3 4.6 

Source: U.S. Bureau of the Census, U.S . Census 01 Population and Housing: 1960. Census Tracts . Final Report PHC(l)-ll. U.S. 
Government Printing Office, Washington, D.C., 1962. 

socio-economic character; (2) a Race and Re
sources factor measuring the presence of non
white population, housing crowding, and low 
income; and (3) a Puerto Rican Segregation fac
tor correlated also with low income, high levels 

of female labor force participation, and a rela
tively large median number of rooms per housing 
unit. These latter two factors serve to measure 
the concentration of each of the two minority 
groups within census tracts. 

1136 



Three factors of less importance resulted 
from the analysis. These are: (4) A Housing Sta
bility factor, gaging housing vacancy rates, the 
proportion of housing units lacking a private 
bathroom, rental levels, and degree of owner-oc
cupancy; (5) a Stage in the Life Cycle factor, de
lineating family-raising areas of the city, i.e., 
areas with relatively large families with numer
ous school-age children; finally, (6) a Male Un
employment factor. 

Census tract scores of each of these factors 
were entered into the regression equation as in
dependent variables. The results of this analysis 
are presented in Exhibit 2. Only three factors 
proved to be significantly related to abandon
ment. These three factors are: Race and Re
sources, Puerto Rican Segregation, and Social 
Status. In each case, the regression coefficient 
displays the expected sign. Of these, by far the 
most significant is the Race and resource factor. 
The coefficient suggests that abandonment is 
positively related to a tract's concentration of 
nonwhite population, crowded housing, and pov
erty. Abandonment is also highly associated with 
the concentration of the Puerto Rican Population 
in a census tract-those tracts scoring highly on 
the Puerto Rican Segregation dimension. Fur
thermore, abandonment is inversely correlated 
with a tract's socioeconomic character, i.e., So
cial Status. Not surprisingly, areas with high rent 
and high value housing and with upper middle 
class populations tend to experience little hous
ing abandonment. 

Exhibit 5. Environmental Precursors of 
Residential Abandonment 

Dependent Variable : Percent Structures Abandoned 
Per Census Tract 

F to 
Reject 

Variable Random
# Name B F ness 

Factor 1 Race and 
(Xl) Resources -5.49 32.93 3.99 

Factor 2 Puerto Rican 
()4) Segregation -2.15 4.39 3.99 

Factor 3 
(X2) Social Status -1.21 2.13 3.99 

Factor 4 Housing 
(X5) Stability -1.44 1.68 3.99 

R' = 0.78 F = 0.05 

Source: Center for Urban Policy Research, Rutgers Uni
versity, Newark Area Resurvey, Spring 1972. 

So the characteristics of neighborhoods 
most closely associated with abandonment some 

10 years later are, not surprisingly, very similar 
to those hypothesized to be correlated with 
neighborhood decline. That these indicators of 
decay define the web of characteristics of low 
social status racial!ethnic minorities is not un
usual in terms of our immigration hypotheses. 
That is, these subpopulations in 1960 were at the 
low end of the socioeconomic continuum. As 
the more upwardly mobile members filtered into 
more adequate housing over the decade, there 
was no newcomer population to replace them. 
Thus their 1960 neighborhoods begin to lose 
their economic rationale and were subject to 
heavy losses of structures from the residential 
housing market by the end of the decade. 

So, very simply, bottom-of-the-line neighbor
hoods as defined by the above characteristics 
would appear to have limited potential for stabili
zation in the absence of new arrivals to the city. 

Neighborhood Precursors of Abandonment 
(The Dynamic Case): Two types of analysis are 
possible of the dynamics of neighborhood 
change in Newark. The first is the analysis of in
terrelations of changes in individual variables 
over time-change in race, income, or age com
position, for example. The second is the analysis 
of changes in the structure of interrelations 
among variables over time. This involves examin
ing the relationships of race, income, and age in 
1960, and again in 1970, for example. This latter 
analysis would attempt to identify change in 
neighborhood structure. The first type of analysis 
attempts to identify the structure of neighbor
hood change. We will employ principal compo
nents factor analysis to estimate the structure of 
neighborhood change in Newark between 1960 
and 1970. 

The analysis is based on the correlation of 
the changes in the variables over the decade. A 
matrix of relative change quotients gages the de
gree of change in each descriptive variable dur
ing the intercensal period. The factors of change 
are interpreted in the light of both shortrun local 
processes and major societywide changes occur
ring in the decade in the 1960's. 

The factoring of the relative change quotient 
matrix results in eight factors accounting for 72.2 
percent of the total matrix variance. The great 
complexity of the change phenomenon and the 
degree of random noise in the system are at
tested to by the high number of factors emerg
ing in the analysis (only those factors with eigen
values exceeding unity were included) . The most 
significant dimension of change summarizes a 
number of variables relating to the age succes
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sion dynamic currently buffetting Newark. This 
age succession factor differentiates census 
tracts according to how rapidly an aging popula
tion is vacating to younger and larger families. 
Thus this factor measures the degree of change 
in the age and family structure characteristics of 
neighborhood residents. At the same time, areas 
of the city are also experiencing change in de
grees of their level of socioeconomic status, the 
second dimension. Of vital importance in index

ing such a neighborhood status change is the 
degree of housing occupancy. It appears that 
areas of declining socioeconomic condition are 
also characterized by declining occupancy rates. 

Longitudinal change also has important ra
cial components of some complex ity. Change in 
Negro population is not a singular phenomenon, 
but appears as two distinct, independent ele
ments. Factor 3, young black families, differen
tiates census tracts according to the increase or 

Exhibit 6. Factor Analysis of Selective Change Variables (1960-1970) Employing 
Newark, N.J. Census Tracts as a Data Base 

Variable * 

1. % 	Housing Units: Occupied 
2. % 	 Population: Negro 
3. Median Age Female 
4. Median Age White Female 
5. 	 % Housing Units: No Bath 


or Share 

6. 	 % Housing Units: 1.01 


Persons/Rm 

7. Median Contract Rent 
8. Median House Value 
9. % Housing Units: Single Family 

10. 	 % Population: 65+ Years 
of Age 

11. 	 % White Pop.: 65+ Years 
of Age 

12. % Population: Married 
13. % Population: 65 Years of Age 
14. 	 % Housing Units: Owner 

Occupied 
15. Median Rooms/Unit 
16. % Labor Force: Female 
17. 	 % Population: Puerto Rican 

Parentage 
18. Median Education 
19. Median Family Income 
20. 	 % Labor Force: Male 

Unemployed 
21 . % Labor Force: Female Clerical 
22. 	 % Labor Force: Professional 

Managerial 
23. % Population: Foreign Born 
24. Population per Household 
25. 	 % Population: Elementary 

School Enrollment 
26. % Population: H.S. Graduate 
27. % Population: College Graduate 
28. % Population: Income $3,000 
29. % Population: Income $10,000 
30. % Labor Force: Manufacturing 
Variance Explained by Factor (%) 

Multi 
Unit 

Age Black Ethnic Female Young 
Succes- Social Young Pov- Neigh Employ Pov Puerto 

sion Status Blacks erty borhoods ment erty Rican 
(Xl) (X2) (X3 ) (~) (X5) (Xs) (X7) (Xs) 

-.856 
-.676 .522 

.84 .406 

.428 -.684 

.624 

-.872 
- .792 

.601 .410 
- .711 

.864 

.897 
.579 .619 

-.472 -.786 

.841 
-.585 

.683 

.740 
-.416 -.632 -.476 

-.700 

+.600 
-.697 

-.821 
.652 .501 

-.764 

- .689 
-.632 
-.821 

.754 
-.416 -.495 

- .808 
18.2 12.9 10.1 9.7 6.8 5.5 5.0 4.0 

• Change Quotient: The ratio of the 1970 percentage to the 1960 percentage for each variable characteristic. 

Source; U.S. Bureau of the Census, U.S. Census 01 Population and Housing 1960, 1970, Final Reports PHC 111-1 . 
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decrease of young Negro families, crowded 
housing, and manufacturing jobholders. A sec
ond element of racial change gages the penetra
tion of particularly poor Negroes into the city's 
neighborhoods. This process is indexed by the 
fourth factor: Black poverty. 

There is a definite element of social segre
gation of black households in the process of 
neighborhood change. This suggests some valid
ity for the hypothesis that more successful black 
households are continually attempting to segre
gate themselves from those who are less suc
cessful (exactly as do white households), but 
that such segregation is too unstable to persist 
within the geographic confines of the ghetto. 

Housing characteristics are important in fac
tors five and six. The fifth factor is positively re
lated to increasing homeownership, families with 
young children, stable or increasing home val
ues, and proportions of foreign-born. There are 
also important inverse correlations with in
creases in median education and female labor 
force participation in clerical occupations. Thus, 
this factor appears to index low-middle class 
family-rising neighborhoods with a pronounced 
ethnic flavor. It is termed Ethnic Neighborhoods. 

The sixth factor indexes areas where in
creasing importance of multifamily units, increas
ing labor force participation by female residents, 
and, at the same time, increasing home value 
exist. It is termed multiunit female employment. 
The final two dimensions concisely index 
changes in regard to poverty and Puerto Rican 
segregation. 

These several dimensions of neighborhood 
change between 1960 and 1970 are used in our 
analysis of abandonment between 1967 and 
1971 . As above, regression analysis will be used. 
Census tract scores on each of the eight dimen
sions of change will be employed as independ
ent variables. Again, the dependent variable is 
the percent of total residential structures which 
were abandoned between 1967 and 1971. Step
wise regression will be used and only variable5 
significant at the 0.05 level will be allowed to 
enter the final equation. The results are pre
sented in the exhibit. 

The dimensions of change which explain the 
greatest amount of variance in residential aban
donment are respectively : The Ethnic Neighbor
hood Factor (X5), Age Succession (Xl), Black 
Poverty (X)4, the Multiunit Female Employment 
Factor (Xs), and finally, the Young Black Factor 
(Xa). Together these five variables explain 65 per
cent of the variance of census tract abandon
ment rates. 

Exhibit 7. Dynamic Environmental Precursors 
of Residential Abandonment 

Dependent Variable: Percent of Structures Abandoned 
Per Census Tract 

Coeffi- F Statis-
Factor Name cient tic' 

X5 Ethnic Neighbor- -7.79 68.92 
hoods 

Xl Age Succession -2.94 18.15 
~ Black Poverty -2.51 13.43 
Xs Female Employ- -2.48 6.98 

ment 
X3 Young Blacks 1.46 5.65 
R2 = 0.65 Intercept = 8.54 

Source : Center for Urban Policy Research, Rutgers Uni
versity Newark Area Resurvey, Spring 1972. 

• F (0.05) = 3.99 

These results must be interpreted with some 
care. It must be kept in mind that these factors 
describe change rather than level. For instance, 
census tracts scoring highly on the black poverty 
factor are neighborhoods where poor black 
households are becoming more prevalent. How
ever, the tracts need not be predominantly poor 
or black. In fact, just the opposite might be true. 
Also, it must be emphasized that it is not possi
ble to infer causality from these correlations. The 
above example does not imply that an influx of 
poor black households reduces residential aban
donment in a neighborhood; an equally valid in
terpretation would be that they are fleeing areas 
devastated by abandonment. 

The regression results complement the anal
ysis of the static neighborhood structure pre
sented above in important ways. The ethnic 
neighborhood dimension of neighborhood 
change is most importantly related to abandon
ment. The sign of the coefficient ( - 7.8) and of 
the factor loadings suggest that the evacuation 
of ethnic families from neighborhoods has ex
tremely destabilizing effects on the city's housing 
market. There are areas within the city where the 
strong ethnic and family character of neighbor
hoods has held. These areas suffer least from 
abandonment. 

Each of these dimensions of neighborhood 
change comprises a complex network of cause, 
effect, and coincidence. The Ethnic Neighbor
hood factor loads heavily on homeownership. 
Homeowners' attitudes and behavior with respect 
to a property may be much different from those 
of an absentee landlord. The homeowner values 
the characteristics and maintenance of a prop
erty not only with the profit signals of the real 
estate market, but also for his own consumption 
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and enjoyment. Homeowners may inhabit and 
maintain a property far past the point of profita
bility, and thus tend to retain unprofitable hous
ing in active use. As a result, the institution of 
homeownership may have important affects on 
abandonment. 

Several elements of the Ethnic Neighbor
hood factor identify powerful stabilizing forces 
against neighborhood change. Homeownership, 
the presence of children, and ethnic ties all tend 
to preserve the identity of neighborhood. Home
owners tend to be far less mobile than tenants, 
and to have a much greater stake in their home 
than do tenants. The presence of children may 
strengthen these ties to the community. Similarly, 
ethnicity offers a shared culture which potentially 
is sufficiently strong to cement residents in com
mon bond against newcomers. This represents 
the persistence phenomenon in the fact of eco
nomic forces previously identified by Fiery. 

Neighborhood change can have great direct 
and indirect effects on property values. More
over, the durability of real estate implies that its 
value is determined not only by its characteris
tics at any pOint in time, but also by hopes and 
fears of future change. In Newark, hopes are 
rare; stability guarantees against adverse 
change, and thus can be expected to buoy prop
erty values and retard abandonment. Whatever 
the exact causal relationships are, the strength 
of the relationship between the Ethnic Neighbor
hood factor and abandonment is considerable. 

The rate of housing abandonment is also 
significantly related to the age succession factor. 
This factor indexes increases in the relative im
portance of small aged householders, and dimin
ishing numbers of children. It also loads heavily 
on increases in the foreign-born population. 
Tract scores on this dimension of neighborhood 
change are inversely related to the incidence of 
abandonment. It appears that, in part, this factor 
identifies the same sort of destabilizing change 
mapped by the Ethnic Neighborhood factor. 
Aging ethnic households appear to be a positive 
force for the preservation of hOl,Jsing in Newark. 
The factor breaks new ground by introducing the 
effects of household age and size. Increasing 
neighborhood habitation by younger and larger 
households accelerated abandonment. Housing 
serving these larger and more active households 
must be subjected to a great deal of wear and 
tear. The factor offers no evidence that this in
creased wear is matched by increased mainte
nance costs or higher rentals. As a result, hous
ing serving these households must deteriorate 

relatively rapidly. Abandonment appears to be 
the end product of this deterioration. 

The earlier analysis of neighborhood charac
teristics and abandonment showed that abandon
ment tended to be higher in predominantly black 
neighborhoods. The dimensions of neighborhood 
racial change are also significantly related to 
abandonment. Both suggest that the abandon
ment of housing occurs at higher rates in neigh
borhoods experiencing an influx of black house
holds. Apparently an increase of even the more 
affluent blacks in a local area is associated with 
higher rates of abandonment. 

The black poverty factor further loads heav
ily on changes in the percent of housing units 
lacking a private bathroom. This is, of course, 
one of the principal defining qualities of sub
standard housing. As a result, units lacking a 
private bath are prime targets of urban renewal 
demolition. There is some evidence that rental 
premiums paid by households in Newark for 
bathrooms are quite large. 

Landlords are offered little incentive to op
erate these substandard units. Thus, low end 
housing not retired via public programs ulti
mately seems to experience a similar fate 
through housing abandonment. The regression 
analysis shows quite similar results for the 
Young Black factor (X3). This factor appears to 
represent the influx of blue-collar black families 
and an increase in crowded housing. Once 
again, the regression coefficient implies that the 
influx of such households is associated with 
higher rates of abandonment. 

Only one other factor is significantly related 
to abandonment, the Multi-Unit Female Employ
ment Factor. This factor loads most heavily on 
changes in the percent of housing units in tracts 
which were in single family structures, with sec
ondary loadings on changes in female labor 
force participation and home value. In Newark, 
changes in the importance of single family units 
occur principally through patterns of demolition 
in housing, and limited construction of multi-fam
ily structures. The factor appears to index areas 
on the periphery of the city, where home values 
have been relatively stable, and where new con
struction has been concentrated. 

The relationship of neighborhood change 
and abandonment is quite complex. This is par
ticularly true with respect to racial and ethnic 
change. Analysis of both the Ethnic Neighbor
hood and Age Succession factors suggested the 
Newark's immigrant population is a powerful sta
bilizing force in the city. At the same time, the 
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complementary increase in the black residents in 
a neighborhood is associated with a higher in
cidence of abandonment. The picture that seems 
to emerge is a complex social process of initial 
neighborhood solidity and subsequent dissolu
tion. 

So in viewing neighborhood change in the 
dynamic case, further evidence is presented on 
indicators of change that have been isolated pre
viously. Of vital importance as on a leverage 
point for stability appears to be ethnic persist
ence in the face of socioeconomic change. This 
is a factor identified by Fiery in our previous sur
vey raised in protest against the purely "social 
Darwinistic" arguments of the urban ecologists. 
As an indicator of neighborhood decline, chang
ing ethnic concentrations may signal the gradual 
loss of confidence by a very stabilizing subpopu
lation. 

What may reflect this same phenomenon is 
the changing age structure parameters of a 
neighborhood. The invasion succession dynam
ics, whereby older foreign born populations are 
vacating their neighborhoods to younger, family
raising minority groups, is a process which can 
be gaged by census demographic variables. 
Overall, the dynamic analysis has given added 
emphasis to the strategy of identifying existing 
ethnic compounds and to anchor stabilization ef
forts on these social territories. 

Summary: The accompanying tabular sum
mary presents a more structured review of the 
parameters which have been isolated in the liter
ature and in the empirical review of indicators of 
neighborhood decline. 

Summary: Neighborhood Change Literature 

General Thresholds: In reviewing the body 
of literature which addressed itself to the ques
tion of neighborhood change, it becomes evident 
that the formulation of public policy alternatives 
must focus on several levels. The first involves 
that of general thresholds regarding the potential 
of the broader metropolitan region. Is the city a 
necessary economic linkage within the Nation's 
economy or has it lost most of its significant 
functions? Within this setting, the viability of the 
Central Business District must also be deter
mined in relation to suburban economic growth. 
The magnitude of the concentration' of economic 
activity of central areas is a function of high 
trip-making density which cannot exist without 
commuter railroads and rapid transit. It is diffi
cult, for example, to conceive of New York and 

Indicators of Decline or Stability 

Variable 	 Concept 

1. Socioeconomic A neighborhood's change 
Status in the specific variable in 

Income relation to change in the 
Education city as a whole. To identify 
Occupation the evacuation of an area 

of the more affluent popu
lations and the in-migration 
of poorer groups. 

2. Ethnic Persistence Maintenance of ethnic pre
Ethnic Groups 	 serves in the face of socio

economic-racial change 
may be a pressure point 
for stabilization efforts. De
clining ethnic concentra
tions an early warning of 
impending decline . 

3. Age Demographics Changing age characteris
Household Age tics indicate invasions of 
Household young family raising groups 

Size and evacuation of older 
School foreign born households. 

Enrollment 	 Increasing stress placed 
on neighborhood infrastruc
ture . 

4. 	Racial-Ethnic Reveals the path of dif 
Minorities (of low fusion of ghetto concentra
social status) tions or the vacation of a 

Racial Groups 	 neighborhood by white sub
populations. 

5. Structure A high degree of owner 
Characteristics occupancy may indicate a 

Owner potential for a high degree 
Occupancy of maintenance. Declining 

Unit Value 	 rates may signal impend
ing decline. Unit values 
can either indicate persist
ence or change. 

Chicago .supporting their central area economic 
functions without these special transportation fa
cilities. Thus a well developed downtown core is 
undoubtedly dependent on commuter railroads 
and rapid transit. 

Several general thresholds must initially be 
considered, the first of which is the broader na
tional economic function of the metropolis.39 

Thus the strength of the CBD within that metrop
olis, generally a function of mass transit in older 
urban centers, must be compared against dis
persed economic activity, which except in the 
case of the metropolitan areas of the southwest 
may be external to city political boundaries. 
Even if some threshold of economic viability is 
present, its degree of concentration or disper
sion has an important bearing on which neigh
borhoods may have future usefulness. Finally, 

3.A driving force of neighborhood change is the presence and 
location of the Jobs. 

---~ _.....---.- . ,.

1141 

http:metropolis.39


Exhibit 8 

• Metropolitan Region 
Strong Economic Function Weak Economic Function 

THRESHOLDS CBD Oriented Suburban Oriented CBD Oriented Suburban Oriented 
Immigration Immigration Immigration Immigration 

AREAS YES NO YES NO YES NO YES NO 
Zone of Transition 

Low Rent Sectors 	 x 
Intermediate Rent Sectors X 
High Rent Sectors X X 

Inner Zones 
Low Rent Sectors 	 X X X 
Intermediate Rent Sectors X X X X X X 
High Rent Sectors X X 	 X 

Suburban 	& Exurban Zones 

Low Rent Sectors X X X X X X X X 

Intermediate Rent Sectors X X X X X X X X 

High Rent Sectors X X X X X X X X 


Note: (Xl Indicates potential of neighborhood viability based on thresholds. 

the last general threshold involves the level of simplification and much too easy generalization. 
immigration by racial/ethnic groups and other Each neighborhood is to some extent unique; 
specialized subpopulations. Each of these gen each matures and decays by some special path. 
eral thresholds interacts to form a matrix within Yet common elements are present, and general 
which the evolution of different neighborhoods stages in the evolution of a neighborhood have 
must be viewed. been delineated. In fact, what seem to be inde

pendent constructions of this process appearSpecific Areas of the Metropolis: The pa
quite congruent. rameters isolated in the previous section essen

tially define the levels of potential of neighbor Stage 1: Healthy-Viable-Single Family Homes 
hood stabilization in the various zones and or Higher Density Communities 
sectors of the city. Exhibit 8 presents for each of Stage 2: Transition-Incipient Decline 
these thresholds an initial approximation of Stage 3: Downgrading-Decline Clearly Un
whether the potential exists for valid residential derway
usage among the basic spatial· areas of the me Stage 4: Thinning Out-Acceleration Into Late 
tropolis. General observations from the literature Stages of Decline 
suggest that the inner zones have little long Stage 5: Renewal-Nonviable, Heavily Aban
range usefulness in the absence of CBD strength doned 
-either due to the viability of the region as a Indicators of Change: A review of the histor
whole or to suburbanization of economic activity ical literature on urban change and 
-or new subpopulations arriving in the city. In neighborhood decline reveals a relative paucity 
termediate rent sectors are more likely to pre of empirical and theoretical developments on ad
serve their stability than either low or high rent vanced indicators of decay. Perhaps the most 
areas. Unique neighborhoods of structural dura significant characteristic of impending deteriora
bility and original amenity also may provide op tion is the presence of low socioeconomic status 
portunities for stabilization not otherwise feasi minority group members. Neighborhoods of the
ble. Moreover, the maturation and obsolescence city showing the highest concentrations of this
of large inventories of housing where origins subpopulation 10 years ago most likely would be 
were the boom periods of previous eras is a the most heavily abandoned today in the ab
problem with ever-strong overtones. sence of substantial new in-migration. 

Stages of Neighborhood Decline: Some light Also closely related to these parameters are 
is shed on the general process of change which the structure characteristics of owner-occupancy 
affects each of the above sectors and zones by and unit value. Areas of low unit value or rental, 
getting down to the neighborhood level to at and low degrees of owner-occupancy would ap
tempt to isolate the various phases through pear to be particularly susceptible to decay over 
which they have passed. Most of the formula time. In fact, neighborhoods with low unit values, 
tions reviewed involved substantial risks of over- low owner-occupancy percentages, with an inter
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mediate level of minority group presence would 
appear to have the secondary threshold charac
teristics for decay on the immediate period and 
abandonment in the long-range time frame. 

In contrast, ethnic persistence may provide 
a toehold for stabilization efforts. In such in
stances, the age demographic variables would 
appear constant, as would the socioeconomic 
status of the neighborhood. However, ethnic de
cline, changing age parameters, and declining 
socioeconomic status give evidence of a declin
ing urban neighborhood. 

Processes of 'Decline: Out of the various ex
plorations into the question of urban change and 
neighborhood decline, a series of causation 
processes were emphasized. While each of these 
is important in itself, the decay and deterioration 
of a residential subarea undoubtedly can be the 
result of any number of permutations and combi
nations of the factors . There is no ali-encom
passing scenario. Nevertheless, the following list 
comprises the principal contributing elements of 
decline: 

1. Aging, obsolescent, residential structures. 
2. A mobile, footloose upper and upper mid

dle class population. 
3. Changing tastes, fashions, and innova

tions in housing techniques. 
4. The movement of high rent, residential 

neighborhoods outward. 
5. Rapid urban growth-newer fashionable 

areas drawing populations from aging neighbor
hoods. 

6. The successive upward movement (filter
ing down of housing) by all groups following the 
initial upper class moves, leaving the oldest and 
cheapest housing as the least useful. 

7. Suburban blockages to outward flows. 
8. Racial and ethnic prejudices. 
9. Broad inter- and intranational migrations 

generating increased lower level housing de
mand. 

10. While new arrivals to the city may have 
caused stage 1 and stage 2 neighborhoods to 
decline to stages 3 and/or 4, a decline in magni
tudes of these arrivals may cause the latter 
stages to accelerate to stage 5. 

11. Shifting transportation modes from pub
lic transit to private vehicles. Ubiquitous owner
ship of automobiles. 

12. The subsequent reorientation of eco
nomic activities to suburban freeway locations, 
reducing the spatial advantages of older, yet 
serviceable inner city neighborhoods. The gen

eral phenomenon of job dispersal and the de
cline of the CBD. 

13. Forced dispersion of lower income resi
dents, i.e., forced invasions, through clearance, 
etc. 

14. Declining neighborhood and citywide 
services. 

The Effect of Federal Programs 
on Neighborhood Decline: 
General Overview 

Introduction 

In the previous section, a matrix was com
piled with one axis representing the economic 
status of a metropolitan region subdividing areas 
by strong and weak economic functions, or more 
simply, fast or no-growth regions. These catego
ries were further disaggregated into the central 
city or suburban economic orientations, but for 
the task at hand, let us simply leave the dichot
omy to regions that are growing or are not grow
ing. Too fine a breakdown at this point will 
merely add complications and complexities that 
would substantially distort the larger picture we 
are trying to grasp. 

For the evaluation of Federal housing pro
grams, envision a second axis comprising hous
ing programs inside the central city and outside. 
These are further divided into subsidized and un
subsidized programs with resulting impact on in
come and race of users. 

Negative Impact 

The extreme case of the negative impact of 
housing programs, whether subsidized or other
wise, is the no-growth region no-growth city, in 
which the focus of housing programs has been 
suburban. In the simplest of terms, we have an 
overall limited demand for housing accommoda
tions; the relatively older central cities compete 
-usually ineffectually-with new additions in the 
suburbs. The result is very clear and very evi
dent. There will be a decline in the population 
base of the central city-particularly in terms of 
households-a consequent weakening of the 
housing market, and a reduction of essential 
capital improvements in maintenance within the 
city. The ultimate conclusion is the abandonment 
phenomenon. 

Empirical Evidence: One example of the im
mense change generated by a government-aided 
housing program has been evaluated by Green
berg: Co-Op City in Bronx County, New York 
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City.40 While within the confines of New York 
City per se, it is built on a large tract of land, 
formerly an amusement park, very close to the 
Westchester County border. Adjacent to Pelham 
Bay Park, it is physically distinct from the rest of 
the city, and is designed to house over 15,000 
families in a virtually self-contained community. 
Although built under the Mitchell-Lama program 
of New York State, it still serves as an example 
of a large-scale development essentially external 
to the city. An analysis of tenant files and a resi
dent survey determined that substantial migra
tion to Co-Op City was associated with per
ceived neighborhood deterioration of the tenant's 
former locale within New York City. Persons who 
had lived in apartments in the southwest and 
southeast Bronx moved to Co-Op City because 
of neighborhood decline. They also believed that 
most of their friends living in the vicinity wished 
to move. 

The movement of about 6,000 middle class families to 
Co-Op City by June, 1970 has contributed to the rapid turn
over of the origin areas to middle income blacks and 
Puerto Ricans. While Morris Heights and High Bridge are 
exemplary, the same process is occurring northeast of 
Hunts Point. In Soundview over 5 percent of the 1960 pop
ulation filed applications for Co-Op City. With their depar
ture, the area has become a middle income Puerto Rican 
settlement. Crime and Co-Op City have been suggested as 
major contributing factors." 

In his analysis, Greenberg attempted a 
quantitative measurement of the qualitative as
sessment of neighborhood deterioration. 

One possible indicator was minority group encroach
ment. Ma1Y persons perceive such a movement as an inev
itable sig, of decay. A direct way of testing this perception 
is to determine the relative growth of minority group mem
bers, yet several forms of this variable yielded insignificant 
results. Rather, the evidence specifically suggested that. 
the flight was away from selected minority group 
socio-economic classes identified with deteriorations. New 
York City public housing projects are located in a number 
of northern Bronx areas, but stable or increasing white 
middle class populations are found in these same areas. 
Second, the literature suggests that minority group pioneers 
comprise the higher status elements of their own groups. 
This contention was verified by the authors in the areas va
cated by Co-Op City residents . And third, Co-Op City 
contains approximately 20 percent minority group residents. 
Therefore we concluded that mere presence of blacks and 
Puerto Ricans was not a sufficient condition to cause sub
stantial outmigration. Instead, extreme fears would be en
gendered by rapid movement of the entire, lower class, mi
nority group ghetto. With it comes fears of the associated 
syndrome of factors leading to neighborhood deterioration." 

•• Michael R. Greenberg and Thomas D. Bosewell, "Neighborhood 
Deterioration as a Factor in Intraurban Migration : A Case 
Study in New York City,"' The Professional Geographer, Vol. 
XXIV. February 1972. 

"Ibid., p. 13. 
"Ibid., p. 14. 

While the specific measure of neighborhood 
deterioration-areas of greater than 25 percent 
minority group membership with median family 
incomes below $4,500-is important in itself in 
verifying previous indices of deterioration, the 
important element of the study is the documenta
tion of a housing program draining other neigh
borhoods of middle class residents. In this case, 
many areas have declined significantly due to 
the influence of Co-Op City. On the other hand, 
it could be argued that the City, by promulgating 
this development, is regrouping a middle class 
population, although in an enclave, that would 
have eventually moved outside its political 
boundaries. In any case, the neighborhoods va
cated most likely experienced an accelerated de
cline. Thus, neighborhood stabilization programs 
may not be expected to have great success in 
the shadow of a new large-scale development 
draining a tributary area of its moderate-middle 
income residents. 

This example is not ideal because of the de
velopment's spatial positioning within the politi
cal confines of the city. Yet it has essentially 
created havoc in vacated neighborhoods in the 
same sense as a suburban project. 

This particular model, then, of suburban 
housing programs in a no-growth context, and its 
partial representations in the Co-Op City exam
ple, seems substantially to characterize the older 
northeastern cities. They tend to be embedded in 
a region which has less than its natural share of 
growth either in jobs or population. While the 
level of housing starts which they have enjoyed, 
particularly in the subsidized areas, has been 
less than that of the balance of the country, the 
overall housing starts have been somewhat 
larger than the commensurate growth in house
hold count. The result has been a substantial 
diminution in central city housing demand. 

The Long Term Negative Effect 
This process is far from unique to our own 

time; in the work of Blumenfeld-"The Tidal 
Wave of Metropolitan Expansion"-which we 
previously reviewed, the outmigration from the 
central core of Philadelphia was traced back to 
the turn of the century. And there are analogies 
in many other older cities. What has been unique 
in our own day, however, has been the impact of 
the self-liquidating FHA guaranteed mortgage 
(and, more recently, the development of privately 
insured mortgages, particularly in suburban 
areas which do not have some central city prob
lems) which has generated a vast increase in 
housing supply outside the central city. 
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After ~orld War II the Federal Government, through its 
mortgage Insurance programs, made the ownership of new, 
single-family dwelling units extremely easy. The FHA and 
VA programs produced lower down payments and longer 
periods of loan (thus lower monthly payments) through 
guaranteeing loans, so that no risk remained to the inves
tor. The HHFA h~s been severly criticized for this policy, 
yet there seems little doubt that most Americans with free
dom to choose want the owner-occupied, single-family unit. 

The two programs subsidizing the housing industry, 
FHA and VA, have been administered through private lend
ing agencies. They are essentially insurance schemes that 
guarantee mortgages. Through their commitment to private 
agencies they have shored up the preferences of private 
lenders-for new houses, for single-family houses, for 
younger families and for white families . In this way they 
haVe been discriminatory against those whose preferences 
vary from the mode, who want more urban living, in older 
multiple-unit structures, in older parts of the city ... . 

In short, the changes brought about by greater loca
tional freedom and greater social choice have resulted in 
the "trickling down" of the central city plant on the contin
uum of values. Housing no longer desired by the white 
middle class is handed on to lower income populations; 
stores and plants no longer desired by prosperous growing 
enterprises are handed on to marginal enterprises. Rents 
decline as this occurs, and taxes are apt to decline with 
them. Declining taxes, in turn, lead to declining public 
services-which feed back upon the general desirability of 
the property." 

While the vast bulk of this new housing has 
been occupied by whites, the partial vacuums 
left behind by the out migration have enabled 
minority groups to filter up the housing ladder, 
leaving areas such as Harlem or Hough at not 
much more than 60 percent of their peak popula
tion . Thus it should be noted that the filtering 
process in central cities has been working and 
as yet we do not have an effective takeout 
mechanism for unused or underutilized or 
archaic facilities. 

The Effect of Subsidized Housing on this 
Package 

The bulk of the section 235-financed housing 
has been erected outside of the central city!4 
On the other hand, the bulk of the rehabilitation 
done under the 235-236 programs, as well as 
some of their more recent antecedents, have 
been constructed in the central city and have 
provided a funding mechanism to speed up the 
filtering process. This has been done by gener
ating an accelerated supply of cash buyers for 
properties held by middle class whites who were 
locked into their areas by lack of purchasing 

.3 Scott Greer, Urban Renewal and American Cities (New York : 
Bobbs-Merrill Company, Inc., 1965). pp. 133-136 . 

.. Section 235 refers to single family home ownership either new 
or rehabi litated. Section 236 refers to multifamily new or 
rehabilitated rental housing. These programs are detailed in 
a later section. 

power on the part of the potential applicants. 
The Federal Government provided this bridge 
through the subsidy programs. 

The effects have been twofold . On the one 
hand, in many cases they have permitted minor
ity group members, particularly, to secure hous
ing that is probably better than that which they 
previously occupied , and, at least when these 
processes took full cognizance of the market 
and were at reasonable prices, to become home
owners in reasonably satisfactory fashion. To the 
typically white sellers, on the other hand, the 
monies received were not uncommonly on prop
erties held for a long period of time and sub
stantially paid for. Therefore, they provided the 
essential nest egg for the suburban down pay
ment. 

Since the HUD mechanism was very limited 
in the geography of the acquisition process, 
much of it took place in very limited and con
centrated geographic areas. In one neighbor
hood of Kansas City, for example, which has ap
proximately 1,500 houses, nearly 500 were 
subjected to the process described above. The 
results in altering the neighborhood ecology, 
which at best was a delicate one-the housing 
in this case (and it was not unique) was rela
tively old but substantially maintained by the 
small, aged, white ethnic households who pre
dominated the area-caved in under the new de
mands of the young families with children . The 
impact upon the balance of the homes in the 
area needs little comment. In a municipality such 
as Kansas City with a gross vacancy rate some
where in the order of 10 percent or more, the 
delicacy of the market and the withdrawal of 
capital in the face of such massive shifts can 
have horrendous consequences for its surround
ing environs. 

It is essential therefore that we differentiate 
the cities in terms of their various stages of de
cline, since much of the response of their sev
eral markets will be dependent upon the vigor of 
demand. Growth cities can absorb abrupt gov
ernmental inputs. Nongrowth situations-and the 
bulk of our cities' are well represented by this 
latter category-require much more delicacy of 
handling. Contrast the impact of the 312 pro
gram, which typically involved substantial bene
fits to resident owners and essentially kept ten
ants and residents through the process of 
upgrading the housing, with the coupling of 
grants-in-aid and long term, relatively inexpen
sive rehab loans, to the 235(j) program, which 
typically involved much heavier levels of rehabili
tation and most commonly several shifts for a 
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Exhibit 9. Where the Subsidies Went in 1971 

Northeast 
(9 States) 

1970 Population 49-million 
Volume of FHA insured new 6,391 units 
construction (Section 235, or 
ownership) 
Volume of the above per million 130.4 
inhabitants in region 
Volume of FHA insurance for 1,056 units 
rehabilitated housing (Section 235) 
Volume of the above per million 21.6 
inhabitants in region 
Volume of FHA insured new and 20,604 units 
rehabilitated (Section 236) 
Volume of the above, per million 400.5 
in region 
Vacancy rates 1971 (year-round 4.1 

vacant) 

Source : New York Times , December 24,1972, Section S, p. 1. 

very brief period of time. In weak market areas 
the 235 program found a shortage of buyers. The 
market responded by creating buyers, sometimes 
out of welfare recipients and frequently, at best, 
from people who had no real interest nor capac
ity to own and manage something as complex as 
a house. 

While we have specific instances of great 
change produced by subsidized packages, we 
must put these efforts into reasonable perspec
tive. In the fiscal years 1971-1972, as many new 
federally subsidized housing units were placed 
into production as had been started during the 
previous 35 years of Federal housing production 
efforts. But, what has been the significance of 
these efforts? Let us take the Northeast sector. 
The number of households in this region in
creased from 13,552,000 in 1960 to 15,482,000 in 
1970, an increase of about 192,000 households 
per year. If we assume this increment is valid for 
1971 and compare this to the 28,051 subsidized 
units that year, the latter represents 14.6 percent 
of the household increase. The basic question 
involved the impact of this magnitude on the 
long term trends affecting the older core cities 
of the region. 

New housing by itself may not deal with the 
underlying reasons of decay in central cities and 
may have only limited effect on the long term ev
olutionary parameters of neighborhood change. 
The concentration of 15,000 units in a single 
urban area-say, Co-Op City in New York, where 
the Borough it affected (Bronx) had almost no 
household increase over the past 10 years-had 

North Central 
(12 States) 

56-million 
29,398 units 

South 
(16 States and 

Washington, D.C.) 
62-million 
66,095 units 

West 
(13 States) 

34-million 
24,488 units 

519.4 1,052.5 703.6 

3,034 units 7,278 units 4,298 units 

53.6 115.9 123.5 

30,051 units 33,821 units 20,797 units 

530.9 538.5 597.6 

5.6 7.1 6.7 

effects which were particularly devastating to the 
neighborhoods from which the regrouped popu
lation was drawn. But the essentially one-shot 
spurt of federally affected construction produced 
volumes not nearly so great as to produce any 
equivalent impact in any of the other no-growth 
urban cores-neither the positive effect of creat
ing a new stage 1 neighborhood nor the negative 
effect of fostering middle class withdrawal from 
stage 2-3 neighborhoods. 

A Further Caveat 

A better idea of the impact of the subsidized 
programs can be obtained if we look at their 
output over time. The total direct output over 
time is indicated in Exhibit 3. 

If the approximate 5-year output for the pe
riod indicated-1 ,461 ,952 units-is compared to 
the base to which they have added, some idea of 
potential impact can be gaged. In 1970, there 
were 247 SMSA's (Standard Metropolitan Statisti
cal Areas) containing a total of 43,858,775 occu
pied housing units, of which 21,378,708 were in 
the central city portion of the metropolitan area. 
If we construct an average SMSA by dividing 
these totals by 247, then the typical metropolitan 
area contains 177,566 occupied housing units, 
86,553 of which are in the central city. Over the 
time period indicated, 5,919 units were added to 
the average SMSA overall, or about 1,184 per 
year. While some adjustments would have to be 
made to make this estimate totally precise, they 
are approximate indications of the basic realities 
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Exhibit 10. Directly Subsidized Housing Production (in numbers of units) 

Jan-Apr 
Construction 1968 1969 1970 1971 1972 Total Percent 

Section 235 647 28,127 116,073 140,728 41,486 327,051 22.4% 
Public housing 
Conventional 42,240 27,598 30,563 18,022 3,146 121,542 
Turnkey 18,353 31,095 52,286 38,375 3,307 143,416 
leased 7,600 8,368 16,044 11,634 2,116 45,762 
Total 68,193 67,061 98,866 63,031 8,569 310,720 21.3 
Section 202 6,440 7,423 2,984 947 17,794 1.2 
(Rent supplement 
excluding 236) 16,720 17,912 22,919 9,861 2,011 69,423 4.7 
Section 221 (d)(3) 45,403 33,439 16,544 5,659 222 101,267 6.9 
Section 236 10,168 105,160 108,681 16,489 240,498 16.5 
Insured state projects 796 2,881 10,817 24,927 2,001 41,422 2.8 
Dept. of Agriculture 27,170 29,920 57,630 74,670 19,824 207,214 14.2 
Total new units 163,359 196,931 430,993 433,504 90,602 1,315,389 90.0 

Total units rehabilitated 28,417 29,433 40,093 38,043 10,578 146,566 10.0 


Total Units 191,776 226,363 471,086 471,574 101,180 1,461,952 100.0% 


Note: Data did not include subsidized occupancy of 172,330 existing decent quality housing units provided for by direct hous
ing subsidies during fiscal years 1969-71. Nor do figures include housing provided by Departments of Defense and Interior. 


Source: "Federal Housing Subsidies ," Savings and Loan, January 1973, p. 60. 


of impact. So, at most (and this is probably an observation is the prototype example of a hous
overestimate), the subsidized production of the ing program within the city which essentially 
peak period currently accounts for 3.3 percent of brought together middle class subpopulations 
the total occupied stock of the SMSA, or-if it from older diverse-neighborhoods into a new 
all went into the central city-6.B percent of the neighborhood. Developments of this scale gener
city's occupied stock. These figures are not ated within the city an essentially new neighbor
overwhelming, to say the least. The approxi hood at stage 1 in the evolutionary cycle. How
mately 6,000 units per SMSA could conceivably ever, the human input into this new urban 
be considered one or at most two neighborhoods "subsystem" has been assembled at the expense 
in an urban context. So, when we speak of the of other, more fragile elements of the ul'ban 
impact of these programs on neighborhood de complex. Thus, several other neighborhood areas 
cline, we may be presumptuous in attributing too may advance to later stages of decline much 
much effect to the subsidized efforts. faster than would have been the case without 

the new added development. Yet the middleThis may be particularly so in the Northeast 
class elements have been kept within the cityregion, which, as the exhibit in the previous sec
and the city has a new neighborhood at the inition showed, had proportionally a much lower 

share of subsidized units than their population tial stages of the evolutionary cycle. So a net 
overall benefit may accrue to the city, although totals would indicate. So, in the urban cores of 

the Northeast, where neighborhood decline has highly visible change and dispersed deterioration 
may be the cost. been most severe, the impact of federally subsi


dized housing programs has been considerably While the above type of housing effort es

less than that indicated above. sentially draws a specific subpopulation from di


verse areas to concentrate them in a specific lo
cale, the urban renewal-clearance approach has Housing Programs Within Cities 
produced a dramatically opposite effect. In this 

Much of the new housing generated by ei case, stage 5 neighborhoods, or those purported 
ther direct or indirect subsidy-e.g., Mitchell to be approaching the terminal point in the 
Lama in New York State or the New Jersey change cycle, are cleared through direct public 
Housing Finance Agency Programs and the like action and the low income inhabitants dispersed. 
-may represent more of a regrouping of extant While direct evidence of their movement patterns 
middle class elements within the city than new has, at best, been scanty, we would hypothesize 
comers to the city. Again, the Co-Op City case that stage 5 neighborhood residents would be 
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dispersed into stage 4 neighborhoods, some of 
whose residents would jump to stage 3 neighbor
hoods, and so on. Martin Anderson hints at the 
overall process as follows: 

The federal urban renewal program attempts to rebuild 
rundown areas of cities by feeding large subsidies of pub
lic money and government power into the normal opera
tions of the private market ... the law of eminent domain 
gives the state the power to appropriate private property 
for public use without the consent of the owner. Compen
sation must be given . 

Once the city has acquired title to the property, the 
process of urban renewal begins-"the people living in the 
urban renewal area are either forced to move or to rehabil
itate their homes, buildings are destroyed, the rubble is 
cleared away, new streets and lights and other public facil
ities are installed, the cleared and improved land is sold to 
the private developer by either direct negotiation with city 
officials or by competitive bidding .... 

The federal urban renewal program allows those in 
control of the operation of the program to change one kind 
of neighborhood into another kind by destroying the old 
buildings and replacing them with new ones. Naturally the 
new uses they choose for the cleared land-perhaps high
rent apartments instead of low-rent apartments, for example 
-are those they feel are desirable, from their viewpoint of 
what the public good is .. . government officials use tax
payers' money and the power of eminent domain to scatter 
residents of run-down areas of cities, demolish the build
ings they once lived in, and then guide the reconstruction 
according td aesthetic, social, and economic standards 
which they feel to be more suitable." 

Thus one could hypothesize that clearing 
those areas at the end of the neighborhood 
cycle would generate repercussions successively 
through the heirarchy of city neighborhoods, cre
ating a push factor hastening the decline of re
cipient neighborhoods. Moreover, the recreated 
neighborhood ecology in the cleared area may 
have the additional effect of regrouping the ex
tant middle class residents from neighborhoods 
subject to pressure of invasion. 

A replication of these effects, but to a lesser 
extent, would be the logical consequence of 
rental rehabilitation and code enforcement ef
forts. Rising rents may force a dispersion of 
lower income residents and forced expenditures 
may hasten the outmigration of remaining white 
owners. 

For a considerable number of the residents of the 
slum area, rehabilitation will mean an increase in monthly 
payments. Homeowners who do not wish to fix up their 
homes extensively, yet have enough money to do so, have 
two choices: 

1. They can sell their home and move. 
2. They can divert money from other uses and spend it 

on improvements. 

.. Martin Anderson, The Federal Bulldozer (Cambridge, Mass. : The 
M.I.T. Press, 1964). pp. 2-5. 
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For those people who are unable to afford the in
crease in monthly payments, there is no choice; they will 
be required to move. The local renewal agency has the 
power to seize the property, rehabilitate, and then sell it to 
some other private individual. In essence, the federal reha
bilitation program forces the property owner either to fix up 
or sell out. If the property owner is an occupant, he is 
forced to fix up or move out. For tenants the edict is pay 
more or move out. 

The problems created by rehabilitation are directly an
alogous to those created by the typical redevelopment proj
ect that acquires properties, destroys the buildings, im
proves the land, and then sells the land to other private 
individuals. The people who are required to move by reha
bilitation must, of course, move to a neighborhood that 
they can afford. This can easily lead to overcrowding and 
deterioration in the neighborhood to which they move." 

Broad Programmatic Synthesis 

This section, then, attempts to provide an 
overall conceptual framework of broad proc
esses induced by various program designs in al
ternative contexts. Efforts can be dichotom ized 
into central city and suburban foci and further 
subdivided into subsidized and unsubsidized cat
egories. Moreover, they may operate in both 
growth and no-growth contexts to different con
clusions. The overall effects of programs embed
ded within this typology of approaches probably 
can be subsumed under several general proc
esses. Many permutations of these processes 
conceivably would emerge under the specialized 
conditions, i.e., growth vs. no-growth, economic 
centralization or decentralization, migration, and 
other localized vagaries. We will briefly isolate 
more of the striking qualifications which must be 
made but in order to keep the task within man
ageable bounds we will keep the descriptions 
succinct. 

Central City 

Urban Renewal: The effects of urban renew
al-clearance and dispersal-have pushed low 
income residents into other neighborhoods of the 
city, generating successive moves throughout the 
neighborhood hierarchy, ultimately pushing mid
dle and upper class whites out of the city. The 
rebuilding of the vacated area into a new stage 
1 neighborhood is really a function of the 
growth/no-growth setting, which determines the 
marketability of the site for new residential con
struction. But the most significant externality of 
the program is the unplanned dispersion of low 
income site occupants to other neighborhoods
a push factor . 

.. Ibid., pp. 156-157. 



Rehabilitation (Rental) and Code Enforce
ment: These broad programmatic elements pro
duce effects analogous to urban renewal but to a 
markedly less degree. Associated with these 
programs are rent rises which, while returning a 
neighborhood from stage 3 to stage 2, for exam
ple, may push out the current low income resi
dents to surrounding areas. And in the no-growth 
context the marketability of the final product 
could be questionable, with substantial vacan
cies occurring. Aged white ethnics also could be 
forced from the area. 

Rehabilitation (Subsidized Ownership): This 
attempt to stem neighborhood decline provides 
an accelerated supply of cash buyers and a 
takeout mechanism for inner city whites and per
haps middle class blacks which enables them to 
suburbanize. While this represents a speedup of 
the filtering process, in no-growth contexts a 
faster decline of lower level neighborhoods may 
be fostered. 

Regrouping: New, large-scale projects, with 
or without subsidy, represent a pull factor. These 
programs represent a regrouping of extant mid
dle class elements within the city, perhaps ac
celerating the decline of older, more fragile 
neighborhoods. 

Suburban 

Any housing built in suburban areas usually 
forms a strong market competitor to the avail
able supply in central city neighborhoods. The 
direct effect on neighborhood decline becomes 
particularly a function of the economic strength 
of the CBD and the growth of the entire metro
politan region. But whatever the growth context 
of the suburban housing program, the partial 
vacuums left behind by the outmigration have 
enabled minority groups to filter up the housing 
ladder. Thus those bottom-of-the-line neighbor
hoods in stages 4 or 5 of the evolutionary cycle 
may lose their economic rationale in the extreme 
no-growth, or no-new-arriving subpopulation situ
ation. 

The Effect of Federal Programs on 
Neighborhood Decline: Specific 
Introduction 

This section will take a closer look at spe
cific Federal approaches by presenting an over
all inventory of programs and evaluating the 
effect of the broader program categories in 
terms of the neighborhood decline model which 

we previously constructed. The basic framework 
for examination attempts to cover a number of 
the key pOints made in previous sections of this 
document. 

1. Function within the neighborhood decline 
model 

2. Neighborhood focus vs. the housing unit 
3. Indications of change leading to interven

tion 
4. Spatial location considerations 
5. General threshold conditions 

These variables should serve as our model eval
uation criteria, yet key empirical evidence on 
many points of discussion is clearly lacking. This 
forces a more subjective, probabilistic evaluation 
to be made at times. Yet this limitation should 
not be binding, especially if one takes a closer 
look at what would comprise valid definitive evi
dence of the effect of a Federal program. 

Assume that a neighborhood can be ade
quately delineated. The neighborhood is not an 
isolated entity, but part of a broader whole 
within which it functions and interacts. What 
happens in the neighborhood is to some degree 
determined by events and changes of the whole 
(this is essentially what Smith means by "accom
modation"). Furthermore, many occurrences may 
be specific to the neighborhood, inputs such as 
levels of public services, migrations in, migra
tions out, new construction, and various capital 
flows. 

Thus the structure of a neighborhood is de
termined by a web of interpenetrating forces as 
well as its internal parameters. The introduction 
of a Federal program into this "subarea" of the 
city is just one more input variable operating 
concurrently. Can we validly attribute change 
only to this public action while the web of forces 
defining the neighborhood are in a continual 
state of flux? The only way to establish irrefuta
ble scientific evidence of the effect of a direct 
public input is a very vigorous methodology of 
evaluation. This would require a control group
an identical neighborhood affected by the same 
combination of forces and inputs. To assess the 
impact of Federal intervention, all the forces 
would have to be kept constant, or at least at 
the same level across both observations while 
the program package is added to one. Hypotheti
cally, the emerging -difference could be attributed 
to the Federal intervention. 

A controlled experiment of this nature is ob
viously impossible because of the dynamics of 
change of complex socioeconomic entities such 
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as residential neighborhoods. This is particularly 
so with respect to the time frame comprising the 
various programs, long periods during which 
many permutations and combinations of change 
are occurring. It appears, then, that less rigorous 
evaluations are essential, rather than being com
promises. In fact, probably no evaluation has 
been made according to the ideal model de
picted above. The available evidence of effect 
must be considered fragmentary at best. And 
reasoned evaluations are not an unrealistic alter
native. 

Catalogue of Programs 

The following exhibit is a partial catalogue 
of Federal governmental programs relevant to 
neighborhood evaluation and decline. Each of 
these is discussed in turn. 

Federal Programs 

The broad packages of programs are evalu
ated specifically with regard to the accompany

ing exhibit depicting Federal programs and 
neighborhood evolution. 

Housing conservation represents an attempt 
to focus on an entire neighborhood in either 
stage 2 or stage 3 of decline and upgrade it, re
spectively, to stage 1 or stage 2. Attention is on 
both the unit and its neighborhood setting. Ad
vanced indicators of areas requiring this type of 
action would perhaps be slight decreases in 
owner-occupancy, value, or rental relative to the 
larger municipality, and increases in minority 
group residency. In no-growth contexts, the 
outer rings of the city and the intermediate 
rental sectors would theoretically be the most 
useful spatial focus. Code enforcement has been 
the principal aid to conservation and has been 
considered as necessary to produce an envi
ronment conclusive to housing rehabilitation 
effortsY In fact, the President's Committee on 
Urban Housing observed that rehabilitation could 
be effected only in conjunction with a concerted 
public campaign to enforce housing, health 'and 
other codes.48 

Exhibit 11. Selected List C?f Intervention Packages 

Housing or 

Neighborhood 


Strategies 
Housing 
Conservation 

Housing 
Rehabi I itation 

(Continued on p. 1151 .) 

Program 
117 
Code Enforcement 
Program 

Title I 
Home Improvement 

Title I 
Urban Renewal 
Rehabilitation 

Government Programs 

Legislative Origin 
Section 117, Housing 
Act of 1949 (Public Law 
81-171), as added by 
the Housing and Urban 
Development Act of 
1965 (Public Law 
89-117) 

1934 National Housing 
Act 

1949 Housing Act as 
amended 1954 

Description 
Grants of up to two-thirds of program cost 
for municipalities over 50,000 population and 
up to three-fourths of program cost for mu
nicipalities 50,000 or under in population are 
made for planning and administering con
centrated code enforcement programs in de
teriorating, but basically sound, selected lo
cal areas. Eligible project expenses include 
administration, and public improvements, 
such as necessary streets, sidewalks, curbs, 
street lighting, tree planting, and similar'im
provement. Direct Federal 3 percent reha
bilitation loans, rehabilitation grants, and 
relocation payments are available. 
Insures loans made by private lenders to 
property owners who make home improve
ments in either single or multifamily dwell
Ings. 
Compensates either two-thirds or three
quarters of the eligible project costs in
curred by the local public agency adminis
tering an urban renewal rehabilitation pro
gram. Eligible project costs include public 
Improvements, surveying properties, and 
planning and implementing a code enforce
ment program. 

., This discussion is based on a review of code enforcement by 
David Listokin, The Dynamics 01 Housing Rehabilitation (New 
BrunswiCk, N.J.: Center for Urban Policy Research, 1973) . 

.. U.S. President's Committee on Urban Housing, A Decent Home 
(Washington, D.C.: U.S. Government Printing Office, 1969), 
pp. 105-106. 
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(Exhibit 11--Contlnued from p. 1150.) 
Housing or 

Neighborhood 
Strategies Program 

Housing 203k-220h 
Rehabilitation 
(Continued) 

312, 115 Programs 

235 

221h-235j 

221d3 
236 

502 504 Rural 
Housing Loans 

(Continued on p. 1152.) 

Government Programs 

Legislative Origin 

1961 Housing Act 

The 312 and 115 pro
grams were established 
by the 1964 and 1965 
Housing Acts respec
tively. 

1968 Housing Act 

The 221 hand 235j pro
grams were established 
by the Demonstration 
Cities and Metropolitan 
Development Act of 
1966 and the 1968 
Housing Act respec
tively. The 221 h pro
gram has been phased 
out and has been re
placed by the almost 
Identical 235j program. 

The 221d3 and 236 
programs were estab
lished by the 1961 and 
1968 Housi ng Act 
respectively. 
1968 Housing Act 

Title V of the 1949 
Housing Act 

Description 
Insures loans made by private lenders to 
property owners who make major improve
ments. Maximum loan amounts are $12,000 
per family unit ($17,400 in high cost areas) 
with a term from 5 to 20 years with a 7.5 
percent interest rate. The 203k and 220h 
programs differ only in that the latter can 
be used only in urban renewal areas. 
Both programs can be used only by owners 
of properties in urban renewal or intensive 
code enforcement areas; or by owners of 
properties deemed uninsurable because of 
physical hazards after an Inspection by a 
state FAIR plan. The 115 program grants up 
to $3,500 to owner occupants with incomes 
of $3,000 or less. Under the 312 program 
owner occupants of properties can obtain 
a $12,000 loan per dwelling unit ($17,400 in 
high cost areas) at a 3 percent interest rate 
and a maximum 20 year term. 
The 235 program provides interest subsidies 
on loans to families with Incomes not ex
ceeding 135 percent of the limits pre
scribed for admission to local public hous
ing for the purchase of new, existing or 
substantially rehabilitated houses. A Federal 
interest subsidy reduces the effective mort
gage interest rate paid by the moderate
income mortgagor to as low as one percent, 
but the mortgagor must pay 20 percent of 
his adjusted income for the mortgage pay
ments. 
Direct below-market interest rate loans are 
made to nonprofit sponsors for purchasing 
and rehabilitating properties. The properties 
are then sold to families with the same in
come limits as in the 235 program who can 
obtain long term (up to 40 years) mortgages 
with an interest rate as low as one percent. 

Nonprofit or limited profit sponsors can 
obtain long term (up to 40 years) low 
interest rate mortgages (as low as one per
cent) for rehabilitating multifamily housing 
to house moderate income families. 
Provides interest-free, seed money loans for 
nonprofit sponsors of new or rehabilitated 
housing for low or moderate income fam
ilies to cover preconstruction costs involved 
in planning and obtaining financing for a 
proposed project. The loans are repayable 
when the permanent mortgage proceeds be
come available as the costs they cover are 
generally included in mortgage financing. 
Both programs provide below market inter
est rate loans for the purchase or improve
ment of rural homes. 
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(Exhibit 11-Contlnued from p. 1151.) 

Housing or 

Neighborhood 


Strategies 


Housing 
Rehabilitation 
(Conti nued) 

Program 
223 (e) 

241 

Government Programs 

Legislative Origin 
Section 223(e), National 
Housing Act (Public 
Law 73-479), as added 
by the Housing and 
Urban Development Act 
of 1968 (Public Law 
90-448) 

Section 241, National 
Housing Act (Public 
Law 73-479), as added 
by the Housing and 
Urban Development Act 
of 1968 (Public Law 
90-448) 

Other programs, e.g., 221 (d)2, 221 (d)(4), that can be used for rehabilitation 
New 
Construction 

Public U.S. Housing Act of 
Housing 1937 (PubliC Law 

7510412), as amended 

236 See description under 
106 rehabilitation programs 
220 	 Section 220, National 

Housing Act . (Public 
Law 73-479), as added 
by the Housing Act of 
1954 (Public Law 
83-560) and as 
amended 

Description 

The Federal Housing Administration Is 

authorized to insure mortgages financing 

the repair or rehabilitation (as well as con

struction or purchase) of housing In older, 

declining urban areas where conditions are 

such that certain normal eligibility require

ments for mortgage insurance under a par

ticular program cannot be met. Normal eco

nomic soundness and economic life 

requirements In such areas may be waived, 

and decisions concerning location eligibil 

ity may be based on Individual merit and 

the need for housing for low- and moder

ate-income families. No property will be 

rejected for FHA insurance solely on the 

basis of Its being In an older neighborhood. 

Mortgages for housing eligible under this 

special program may be insured under any 

one of several FHA programs. The maxi

mum amount of the loan, the downpayment, 

and other mortgage terms vary according to 

the FHA proQram under which the mortgage 

is Insured. 

Supplemental loans may be insured by the 
Federal Housing Administration to pay for 
alterations, repairs, additions, or improve
ments to any multifamily housing project 
financed with an FHA-insured mortgage. 

as well as for new construction are listed below 

Financial and technical assistance Is pro
vided by HUD to local housing lluthorities 
to plan, build and/or acquire, own, and 
operate low-rent public housing projects. 
Federal annual contributions are made to 
cover the debt service on local authority 
bonds sold to pay for the development or 
acquisition of public housing. HUD financial 
assistance is also provided in the form of 
preliminary loans to the authority for plan
ning, temporary loans to build low-rent 
housing, as well as annual contributions 
subsidies. 
The local housing authority provides hous
ing in various ways-by construction, by 
rehabilitation of existing structures, by pur
chase from private developers or builders 
(the Turnkey method), and through lease 
from private owners-and then rents these 
dwellings to low-income families. 

Mortgages are insured by the Federal Hous

ing Administration on new (or rehabilitated 

homes) or multifamily structures located In 

designated urban renewal areas and In 

areas with concentrated programs of code 

enforcement and neighborhood develop

ment. Supplemental loans are insured by 

FHA to finance improvements that will en

hance and preserve salvable homes and 

apartments in designated urban renewal 

areas. 


(Continued on p. 1153.) 
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(Exhibit ll--Contlnued from p. 1152.) 
Housing or 

Neighborhood 
Strategies Program 

New 221 (d)(2) 
Construction 
(Continued) 

221 (d)(4) 

Clearance and 116 
Demolition 
Programs 

Urban Renewal 

Neighborhood Urban Renewal 
Improvement 

118 

(Continued on p. 1154.) 

Government Programs 

Legislative Origin Description 
Section 221 (d)(2), Mortgages bearing market interest rates are 
National Housing Act insured by the Federal Housing A~min
(Public Law 73-479), as istration to finance the construction, pur
added by the Housing chase, or rehabi I itation of one- to four
Act of 1954 (Public family homes. The mortgage amount on a 
Law 83-560) and as single-family home may be up to $18,000 
amended ($21,000 In high-cost areas-plus another 

$3,000 for large families). Families dis
placed by governmental action or by natural 
disaster may pay as little as $200 down on 
a single-family home. A 3 percent down
payment is required from others. 

Section 221 (d)(4), Mortgages on rental housing projects of 
National Housing Act at least five dwelling units are insured by 
(Public Law 73-479), the F.H.A. For new housing the mortgage 
as added by the amount may be up to 90 percent of esti
Housing Act of 1959 mated replacement cost up to an amount 

of 12.5 million dollars; for rehabilitated 
housing 90 percent of the sum of estimated 
repair costs and property value before re
pairs. This housing is intended for low
and moderate-income families, persons 
aged 67 years or over, and handicapped 
persons although there are no family In
come limitations or eligibility requirements 
for occupancy. 

Section 116, Housing Grants are made to pay up to two-thirds of 
Act of 1949 (Public Law the cost of demolishing structures which, 
81-171), as added by under State or local law, have been deter
the Housi ng and Urban mined to be structurally unsound, harbor
Development Act of ages of rats, or unfif for human living. 
1965 (Public Law 
89-117) 

The applicant must have an approved Work
able Program for Community Improvement 
and must show that the demolition pro
posed is on a planned neighborhood basis 
and will further the overall renewal objec
tives of the community. The local govern
ing body must certify that other available 
legal procedures to secure remedial action 
by the owners of the structures Involved 
have been exhausted and that demolition by 
governmental action is required. Relocation 
assistance and Federal relocation payments 
must be provided for Individuals, families, 
and businesses displaced by the demoli
tion. 

Title 1, Housing Act of Grants, planning advances, and temporary 
1949 (Public Law loans are made to help finance blight elim
81-171), as amended ination through land acquisition and clear

ing (as well as surveys and planning, re
habilitation of existing structures, new 
building construction, and the installation 
of public improvements). 
Technical and professional assistance for 
planning and developing local urban re
newal programs is provided. 

See above 

Section 118, Housing Grants are made to assist localities In tak
Act of 1949 (Public Law ing interim actions to alleviate harmful con
81-171), as added by ditions in slums and blighted areas. Gener
Section 514, Housing ally, these are areas for which urban re
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(Exhibit 11-Continued from p. 1153.) 


Housing or Government Programs 

Neighborhood 

Strategies Program Legislative Origin 
Neighborhood 118 and Urban Development 
Improvement (Continued) Act of 1968 (Public 
(Continued) Law 90-448) and as 

amended 

706 Section 706, Housing 
Act of 1961 (Public Law 
87-70) , as added by 
Housing and Urban 
Development Act of 
1965 (Public Law 
89-117) 

Title" Title II, Housing 
Amendments of 1955 
(Public Law 84-345), 
as amended 

Model Cities Title 1, Demonstration 
Cities and Metropolitan 
Development Act of 
1966 (Public Law 
89-754) 

(Continued on p. 1155.) 
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Description 
newal is planned in the near future but In 
which some Immediate public action Is 
needed until permanent action can be 

taken. 

The grant may be up to two-thirds (three

fourths for cities, other municipalities, or 
counties with a population of 50,000 or 
less, according to the most recent decen
nial census) of the cost of planning and 
carrying out programs which may Include: 
repair of streets, sidewalks, parks, play
grounds, publicly owned utilities and public 
buildings to meet needs consistent with 
the continued short-term use of the area; 
demolition of structures determined to be 
structurally unsound or unfit for human 
habitation; establishment of temporary pub
lic playgrounds on vacant land or cleared 
lots within the area ; collection, on a spe
cial basis of refuse (garbage and trash) 
and bulky junk as part of an area-wide 
clean-up campaign, street cleaning, and 
similar activities. 
Grants are made to expand community ac
tivities in beautifying publicly owned or 
controlled land in urban areas. These 
grants may be up to 50 percent of the 
amount the applicant Increases expendi
tures for beautification activities above the 
average amount of such expenditures for 
the preceding two years. The grant may be 
used for park development, upgrading and 
improvement of malls and similar public 
areas, street improvements, and the beauti
fication and improvement of other public 
places. The beautification activities must 
be capable of providing long-term benefits. 
Loans for up to 40 years and covering up 
to 100 percent of project cost are made for 
use In financing a variety of public works 
projects-street improvements, public build
ings (except schools), recreation facilities, 
or other public works. Loan aid under this 
program Is available only for those parts 
of a project not covered by aid provided 
under other Federal agency programs. 
Priority is given to applications of smaller 
communities for assistance in construction 
of basic public works. 
Grants are made and technical assistance 
is provided for cities to carry out compre
hensive programs attacking the social, eco
nomic, and physical problems of blighted 
neighborhoods in selected localities. Cities 
are required to use and coordinate existing 
Federal grant-in-aid programs and State, 
local, and private resources, and to involve 
neighborhood residents in planning, moni
toring, and evaluating comprehensive five
year plans. 
Grants may cover: (1) Up to 80 percent of 
the costs of planning and developing com
prehensive city demonstration programs; (2) 
up to 80 percent of the cost of administer



(Exhibit ll-Continued from p. 1154.) 
Housing or 

Neighborhood 
Strategies Program 

Neighborhood Model Cities 
Improvement (Continued) 
(Continued) 

Crime 
Insurance 

Fire Insurance 

703 

Government Programs 

legislative Origin 

Title XI, Housing and 
Urban Development Act 
of 1968 (12 U.S.C. 
1749 bbb-1749 bbb-21) 
as amended by Title VI, 
Housing and Urban 
Development Act of 
1970 (12 U.S.C. 1749 
bbb-1749 bbb-21) 

Title XII National 
Housing Act (12 U.S.C. 
1749 bbb-1749 bbb-21) 

Section 703, Housing 
and Urban Development 
Act of 1965 (Public 
law 89-117) 

Description 
ing the approved programs (but not the 
cost of administering any project or activity 
assisted under a Federal grant-in-aid pro
gram); (3) costs of projects and activities 
included in the approved programs, not to 
exceed 80 percent of the total non-Federal 
contributions required for all federally aided 
activities carried out in connection with the 
comprehensive Model Cities program. 
HUD conducts a continuing review to deter
mine whether crime insurance is readily 
available at affordable rates either through 
normal insurance markets or through a suit
able program adopted under State law. 
After August 1, 1971, if market review dis
closes that crime insurance availability 
does not meet the above requirements, 
HUD will make such insurance available 
through the facilities of the Federal Govern
ment or such other facilities as HUD may 
elect to utilize. Such insurance will be 
available only with respect to insurance 
property for which reasonable measures 
meeting standards established by HUD to 
prevent loss have been followed. HUD will 
determine terms and conditions of the In
surance including any deductibles and/or 
other restrictions and limitations. Eligible 
applicants may expect to apply for policies 
through local insurance agents and brokers. 
HUD provides reinsurance to insurance 
companies for excess losses in standard 
lines of property insurance coverage re
sulting from riots or civil disorders. Rein
sured losses are shared among the insur
ance companies, the States, and the Fed
eral Government. The sale of reinsurance 
is limited to those companies that cooper
ate with State insurance authorities in de
veloping and carrying out FAIR plans
statewide plans to assure property owners 
fair access to insurance requirements. 
Grants covering up to two-thirds of the de
velopment cost (three-fourths in designated 
redevelopment areas) are made to develop 
facilities to be used for neighborhood 
health, welfare, educational, cultural, social, 
recreational, or similar community service 
activities. 

Housing code enforcement is considered an 
essential spur to rehabilitation because its sanc
tions provide a "stick" to force landlords to im
prove their properties. MuniCipal code enforce
ment is expected to bolster an owner's attitude 
regarding the long term future of the neighbor
hood, thereby increasing the likelihood that he 
will rehabilitate his property. The President's 
Committee on Urban Housing concluded that 
code enforcement would instill confidence 

among private owners, investors, and lenders 
that neighborhood quality would improve.49 

Several examples bear out these expecta
tions. In the Harlem Park rehabilitation effort in 
Baltimore, code enforcement was used to force 
recalcitrant property owners to rehabilitate their 
properties; in fact, each rehabilitation area direc
tor was administratively responsible for enforcing 

•• Ibid. 
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Baltimore's housing code,50 and each rehabilita
tion area office had a housing inspection divi
sion. Similarly, the successful rehabilitation 
efforts in New Haven's Wooster Square and Dix
well neighborhoods were aided by strict enforce
ment of the municipal housing code. 

Even if an intensive code enforcement pro
gram were effectively implemented, the results 
might be disappointing. Confronted with an in
tensive code enforcement program, a property 
owner can follow a number of strategies. If he 
chooses to retain ownership, he can evade and 
delay enforcement, he can repair the property up 
to code standards, or he can improve it beyond 
code standards. He can sell the property to a 
private party. Or he can abandon his property. 
The effect of intensive code enforcement unfortu
nately has frequently been to encourage the 
choice of housing abandonment over the other 
possible owner strategies.51 

ment program forced owners of neighboring properties to 
make repairs.52 

Many property owners, however, find it financially diffi 
cult to make even code repairs because of the extreme dif 
ficulty in obtaining conventional financing . If they do obtain 
a conventional loan, it will often have a high interest rate 
and a short term. 

The governmental programs that can be used to fi 
nance code repairs are sometimes inadequate. The Federal 
115 program is limited to families with extremely low an
nual incomes-($3000 or below); the 312 program restricts 
refinancing; Title I loans have a high interest rate; and few 
lenders make 203k or 220h loans. If owners cannot obtain 
a liberal loan to finance code repairs, they will often be 
unable or unwilling to make such repairs. 

Scenario II: Selling the Property. A property owner 
confronted by a code enforcement program could sell his 
property without making improvements. In many urban 
neighborhoods, however, there may be a very weak market 
and demand for properties; in an intensive code enforce
ment area, they may be especially difficult to sell since 
any potential buyer will face the need to make immediate 
improvements. The tenants themselves may hesitate to pur
chase and rehabilitate their present dwellings because of 
the undesirability of owning properties in inner city neigh-

Exhibit 12 

Federal Programs and Neighborhood Evolution 


I I I I I I I IStage 1 Stage 2 Stage 3 Stage 4 Stage 5
I I I I I I I I 

t 4 f! 
Conservation 

New construction 
in vacant land or 

economic growth 

areas 

Listokin outlines 4 possible strategies: 

Scenario t: Making Improvements. A property owner 
confronted with code enforcement can meet housing code 
minimum specifications or even exceed them. William Nash 
cites an example of one Philadelphia property owner who 
extensively rehabilitated his property when a code enforce-

GO M. Carter McFarland and Walter K. Vivret, Residential Rehabilita
tion (Minneapolis: School of Architecture, University 01 Min
nesota, 1966), p. 227-229 . 

"See Jerome Rothenberg, Economic Evaluation of Urban Renewal 
(Washington, D.C.: The Brookings Institution, 1967), p. 244 
and A. H. Schaaf, Economic Aspects of Urban Renewal: 
Theory, Polley and Area Analysis (Berkeley: Real Estate Re
search Program, Institute of Business and Economic Research, 
University 01 California, 1960). 

J 

I 

Rehabilitation 

I 
Clearance and urban renewal 

borhoods. To absolve themselves from the legal obligations 
of ownership therefore, some property owners have sold 
their properties to a "straw man." 

Scenario III: Evasion. A strategy of evasion is, in fact, 
a widespread practice. If intensive code enforcement were 
implemented effectively such evasion could be sharply cur
tailed. Were the maximum court sanctions applied, property 
owners would find it expensive to continue violating the 
code. 

Scenario IV: Abandonment. Many urban property own
ers, pessimistic about the future value of their parcels, 
have chosen simply to walk away from their properties. In
tensive code enforcement, with its threat of stiff fines and 
even jail terms for violators, may often be "the straw that 
broke the camel's back" in leading owners to abandon 

., William Nash, Residential Rehabilitation: Private Profits and 
Public Purposes (New York: McGraw-Hili, 1959), p. 100. 
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their properties." Philadelphia's code enforcement program, 
for example, has been accused of "literally wiping out en
tire blocks where the intent of the city has been just the 
opposite-to revivify them." .. 

It has been suggested that the menace of owner aban
donment could be reduced if the municipality were to tem
per enforcement so it would not constitute an undue hard
ship on landlords. In other words, owners might be willing 
to rehabilitate their properties gradually if they had the as
surance full and immediate code compliance was not de
manded. 

Such a strategy of enforcement, however, may be polit
ically difficult to implement because tenants may accuse 
the municipal government of "cuddling slumlords." Further
more, there may be legal difficulties in enforcing only cer
tain provisions of the housing code. Finally, given the 
aforementioned depressed market and owner pessimism in 
many urban neighborhoods, even a tempered enforcement 
of a housing code in such areas may increase the aban
donment rate. 

Removal of the geographical restrictions and income 
limitations of the 115 and 312 programs has also been sug
gested as a deterrent to owner abandonment in the face of 
an intensive code enforcement program. Even if these fi
nancing programs were expanded, however, owners may be 
unwilling to bring their properties up to code standards be
cause they fear a rise in their property taxes or because 
they cannot sustain continued maintenance . and manage
ment of their properties." 

Rehabilitation programs represent more of a 
focus on the individual unit and not on the 
neighborhood. Structures characteristic of stages 
3 and 4 are to be brought back to conditions of 
stages 1 and 2, respectively. When in code en
forcement or urban renewal areas, the neighbor
hood focus is obviously an important element. In 
rental structures, the rising rents of this program 
may cause a dispersal of the initial occupants ul
timately affecting other neighborhoods, i.e. the 
acceleration of other neighborhood decline 
problems. 56 But the neighborhood of application, 
if the intervention is sufficiently concentrated, 
may realistically be revitalized if the area meets 
threshold and spatial conditions-a viable CBO, 
structurally useful nonobsolete buildings, and in
termediate rental contexts. Generally, the weaker 
the growth position of the region, the weaker the 
CBO focus, and the weaker the flows of new res
idents to the city, the more limited are the op
portunities for this package to reverse the trend 
of neighborhood evolution. 

., See William Nachbaur. "Empty Houses: Abandoned Residential 
Buildings In the Inner City," Howard Law Journal, Vol. 17, 
No.1, 1971, pp. 39-42. 

.. William Grigsby, "Economic Aspects of Housing Code Enforce
ment," The Urban Lawyer, Vol. 3, No.4, Fall 1971, p. 535. 

50 These strategies are taken directly from Llstokin, op. cit., ~ pp. 54-56. 
'" For an example see: Peter Rohrbach, "The Poignant Dilemma 

of Spontaneous Restoration," City, August/September 1970, 
pp. 63-68. 

A possible negative impact on specific 
neighborhood decline has been put forth by the 
United States Commission on Civil Rights. 

The Commission's survey of 235 houses revealed that, In 
most cases, the only attractive housing made available to 
minority families was located in "changing" neighborhoods. 
The sole alternative which real estate brokers offered mi
nority families was housing in ghetto areas, much of which 
was in poor physical condition. And many 235 buyers who 
have been trying to get out of similar ghetto neighborhoods 
which they consider unsafe, have chosen "changing" neigh
borhoods. 

In some of these "changing" areas, residents have op
posed the movement of 235 buyers into their neighbor
hoods. Disregarded by local counseling services, over
whelmed by the discriminatory separate housing market 
maintained by the housing and home finance industry, and 
ignored by FHA, they find themselves alone in attempting 
to stop the funneling of Section 235 buyers into their 
areas. 

They maintain that they are not trying to preserve all
white neighborhoods since their neighborhoods are already 
integrated. They are also not opposed to racial integration 
since, if they were, they would move elsewhere. Rather, 
they are concerned with upgrading the quality of their 
neighborhood and its facilities. They see the influx of large 
numbers of lower-income minority families as a threat to 
these efforts, leading ineVitably to neighborhood deteriora
tion and resegregation.·' 

So it may be possible that Section 235 reha
bilitation efforts would "tip" a transitional neigh
borhood and facilitate ultimate decline. This 
scenario is an ever-present possibility. 

But other outcomes clearly are possible. In 
an area of more advanced decay, there is always 
a chance of a project's being engulfed by the 
broader forces of decay.58 This does not always 
have to happen; the Camden Housing Improve
ment Project (CHIP) is a case in point.59 A fre
quent objective of housing rehabilitation spon
sors is for their efforts to serve as a catalyst to 
stimulate other homeowners in a neighborhood 
to improve the maintenance of their parcels. In 
the opinion of many CHIP homeowners, there 
has been a positive effect of property mainte
nance by non-CHIP homeowners. In fact, most 
viewed the overall rehabilitation effort as having 
a positive effect on improving their neighbor
hood. 

Often the success was due to the presence 
of the threshold conditions previously isolated. In 
a Boston example, the effect of CBO vitality and 
nonobsolete structures was pivotal. 

51 United States Commission on Civil Rights. Home Ownership for 
Lower Income Families (Washington, D.C.: U.S. Government 
Printing Office, 1971), pp. 74-5 . 

58 This was one of the findings of the Committee on Charter and 
Governmental Operations, Report on the Municipal Loan Pro
gram Blueprint lor Future (New York: The Council of the City 
of New York, February 1972). 

'9 Listokin, op. cit. 

I 
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"In the South End of Boston," says Wilfred Shepherd, 
"it was the Prudential Center that brought the neighbor
hood to life four or five years ago. Ten years ago, four
story buildings were worth $4,000-$5,000. Today, these same 
buildings, vacant, are worth up to $25,000, and renovated, 
they bring $75,000-150,000. The neighborhood has changed 
from low-income blacks to middle-income integrated. Most 
of the buildings are converted to owner-occupied two-, 
three-, or four-family buildings. The area now has become 
so popular that families are moving back into it from the 
suburbs." 

But the type of building can be important to success, 
says Walter Coletti. "A large undistinguished multifamily 
building, even after it's rehabbed, may not appeal to the 
affluent newcomers moving into brownstone revival areas. 
More than one rehabbed multifamily has gone into foreclo
sure because it couldn't attract the same kind of tenants 
that were flocking to smaller more charming buildings 
nearby." 

Harry Standel points out that nonprofit organizations 
may compete with builder/owners for property to rehab. 
"After the revival started in the South End of Boston, the 
tenants already living there realized that they had to get 
sponsors to provide low cost housing, or else they would 
be driven from the neighborhood. Now church groups are 
sponsoring the rehab of buildings under FHA 236. The end 
result is that moderate income tenants live in rehabbed 
buildings on the same block with upper-middle Income 
owners and tenants." 60 

Clearance and Urban Renewal represent a 
surgical approach to neighborhood decay-a 
neighborhood in the terminal throes of stage 5 
decay is removed, and a stage 1 transplant is in
serted. The focus of the overall package is on 
the entire neighborhood and all of its comprising 
elements, particularly the housing unit. The indi
cators of decay for the type of intervention are 
probably the most clear-cut, since the neighbor
hoods involved are either at the bottom of the 
citywide hierarchy or are spatially desirable for 
reutilization. The spatial location of this ap
proach has historically been in or adjacent to 
the CSD; therefore, its potential for residential 
neighborhood reconstruction is a direct relation
ship to the strength of the CSD; the latter is the 
main threshold condition. 

The externalities of this approach have been 
discussed previously. The relocation of the origi
nal inhabitants of an area can possibly acceler
ate the decline of the new areas of residence. 
The urban renewal reconstruction can also gen
erate a regrouping effect, drawing elements of 
middle class stability from aging, and declining, 
city neighborhoods. At the same time, a vigorous 
growth context may provide a real opportunity to 
create a new residential subarea with new resi
dents to the city. 

eo Michael Robinson, "Urban Rehabilitation : Are the Profits Worth 
the Risk?" House and Home, November 1972, pp. 68-72. 

New Construction: Public Housing, Section 
235, Section 236. New construction has as its 
obvious objective the building of a new stage 1 
neighborhood. Each of these categories of inter
vention is typically oriented to the housing unit 
per se, and only secondarily to the neighbor
hood. The spatial positioning of these efforts is 
clearly related to the overall metropolitan thresh
olds-that is, in no-growth contexts, a suburban 
focus for projects would severely weaken central 
city markets. As discussed earlier in the rehabili
tation section, recipient neighborhoods of fragile 
balance could possibly be tipped by such ap
proaches, if only through the generation of ram
pant negative feelings. Witness, for example, the 
still-raging Forest Hills controversy in New York 
City, where a dispersed public housing project is 
now under construction. The effect of this con
struction on the "neighborhood psyche" may, in 
reality, cause a net loss of middle class popula
tion to the city. 

It is not difficult to envision an analogous 
loss of confidence and security by neighborhood 
residents whose areas would be recipients of the 
latter two program elements listed above. Again, 
this could cause a tipping or decline of the re
cipient neighborhood if the area is transitional to 
begin with and the new development represented 
a decline in the current level of socioeconomic 
status. In contrast, if these programs are built 
entirely in deteriorated areas, they are suscep
tible to being overwhelmed by existing neighbor
hood conditions. If built in suburban territories, 
they have the potential of weakening inner city 
markets. So, many of the possible directions. of 
these programs level to substantial externalities. 
The best opportunity for success, it appears, is 
to couple these housing programs with overall 
neighborhood improvement strategies to insure a 
stable context-this would be the inner city ap
proach. For a suburban strategy in growth re
gions, adequate services to a completely new 
neighborhood must be insured. 

New Construction: Without a doubt, the 
largest housing subsidy is favorable tax treat
ment of homeowners. 

The murky provisions of the Internal Revenue Code 
contain the most important housing programs currently ad
ministered by the Federal Government. One program cost 
the Treasury $7 billion in 1966, and may well cost it $10 
billion today. It subsidizes nearly every homeowner in the 
United States. Other tax programs provide $270 million In 
additional benefits to most renters. Despite their cost and 
pervasiveness, these programs receive negligible scrutiny 
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within Government and except for occasional academic 
analysis, almost none from outside the Government.61 

The design of personal income tax deduc
tions encourages homeownership over renter
ship. It does this by making the tax bill of 
homeowners smaller than that of renters in other
wise similar circumstances. Being able to use 
mortgage interest and property tax payments as 
deductions for Federal income tax purposes sig
nificantly reduces the cost of housing for se
lected economic groups. 

Moreover, the relaxation of terms on home 
mortgages by lenders due to FHA and VA mort
gages makes homeownership more accessible 
and opens up tax benefits to many families. This 
has led, since World War II, to increasing free
dom of choice for the urban population, and ulti
mately led to the selection of the single family 
dwelling unit. Much empirical evidence has been 
gathered on this point. 6 2 

In any case, the choice can only be satisfied 
in suburban and rural areas. This has led to the 
increasing suburbanization of the American pop
ulation and the slackening of residential demand 
in the central city in the absence of sub~tantial 
migrations. The movement has left partial vacu
ums behind which have accelerated the move
ment of various city neighborhoods through the 
evolutionary cycle. 

Neighborhood Improvements: The need for 
a neighborhood focus in conjunction with the up
grading of housing is not solely a recent con
cept. Over 30 years ago, this idea was promul
gated: 

To wipe out existing slums and to check the spread of 
blight is a major goal of our housing programs. To reach 
this goal we must remove houses and clear areas of our 
cities which are beyond recall; we must restore to sound 
condition all dwellings worth saving. In this way, we can 
establish as healthy neighborhoods vast areas of our cities 
which are now blighted or badly threatened by blight. A 
piecemeal attack on slums simply will not work-occa
sional thrusts at slum pockets in one section of the city 

., Henry Aaron " Federal Housing Subsidies," Joint Economic Com
mittee, Congress of the United States, The Economics of 
Federal Subsidy Programs (Washington, D.C. : U.S. Govern
ment Printing Office , 1972), p. 571. See Also Henry Aaron, 
Sheffer and Subsidies (Washington, D.C.: The Brookings In
stitution, 1972) . 

•, For 	 example, see Theodore Caplow, "Home Ownership and 
Location Preferences In a Minneapolis Sample," American 
SOCiological Review, Vol. VIII, No.6 (December 1948), pp. 
725-730; Herbert Gans, "Urbanism and Suburban ism as Ways 
of Life: A Re-evaluation of Definitions," in Human BehavIor 
and Social Processes, ed. Arnold M. Rose (Boston: Hough
ton-Mifflin Company, 1962); Scott Greer and Ella Kube, "Urban
Ism and Social Structure," In Community Structure and 
Analysis, ed. Marvin Sussman (New York: Thomas Y. Crowell 
and Co., 1959); and Scott Greer, Urban Renewal and Amer
ican Cities (New York: Bobbs-Merrill, 1985), 

will only push slums to other sections unless an effective 
program exists for attacking the entire problem of urban 
decay. Programs for slum prevention, for rehabilitation of 
existing houses and neighborhoods, and for demolition of 
worn out structures and areas must advance along a broad 
unified front to accomplish the renewal of our towns and 
cities, This approach must be vigorously carried out in the 
localities themselves and will require local solutions which 
vary widely from city to city," 

Twenty years ago, this thrust was given ad
ditional emphasis. 

For maximum and assured success, action must be un
dertaken as a united community enterprise, based on a 
broad, carefully planned and therefore relatively costly pat
tern which embraces the district as a whole and each 
dwelling in it. If it is to be genuinely effective the pattern 
must be developed under experienced technical guidance; 
must include detailed recommendations for repair, moderni
zation, and embellishment, by the owners, of all residential 
units which need rehabilitation or architectural revision; 
must directly or indirectly provide a financing medium, eas
ily and cheaply available to those who cannot themselves 
supply the funds necessary to defray the cost of such re
pair and reconstruction, must deal with community prob
lems such as the opening and closing of streets, the estab
lishment of recreational areas, and the voluntary 
acceptance, by property owners, of those use and owner
ship restrictions not related to zoning and not usually cov
ered by ordinance which have so frequently been found to 
constitute actual benefits to the individual owner and his 
neighborhood; must devise barriers against infiltration by 
undesirable residents and encroachment and infection by 
contiguous substandard districts; must provide for traffic 
routing and regulation; must consider necessary extensions 
of school equipment and the adequacy of public utility and 
transportation facilities ; must plan landscaping for public 
and private spaces; and, finally, in both its initial and sub
sequent stages, must be administered under sympathetic 
and continuously energetic leadership. 

To residents of a rehabilitation area, public 
improvements and supporting facilities represent 
tangible evidence of the city's dedication in at
tempting to upgrade their neighborhood, Inves
tors under Federal rehabilitation programs ex
pect inputs from the city, particularly public 
facilities, Vacant abandoned buildings can affect 
efforts to carry out a rehabilitation program suc
cessfully, particularly because adjacent owners 
find difficulties in securing fire insurance and re
habilitation financing, Spot clearance then be
comes a vital adjunct to a rehabilitation pro
gram. Moreover, municipal services must be 
restored to adequate levels, particularly sanita
tion programs. A host of other ancillary services 
are necessary to provide the underpinnings for 
neighborhood stabilization. 

There has been little evidence that these 
programs have generated any externalities or 

., Federal Home Loan Bank Board, Waverly-A Study In NeIgh
borhood Conservation (Federal Home Loan Bank Board, 1940), 
p. 5. 
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negative effects on neighborhood decline. They 
may comprise necessary, but not sufficient, ele
ments for raising a neighborhood from stages 4 
or 3 to stages 2 or 1, respectively. Obviously, the 
spatial area of application and threshold condi
tions are essentially set by the housing programs 
they are designed to act in conjunction with.a. 

Further Discussion: Perhaps one of the most 
significant limitations of the various Federal 
packages is the lack of an explicit recognition of 
the web of interdependencies tying the various 
residential neighborhoods of the city together. 
This conceptualization of a broader overall 
whole comprising a series of linked parts tied to
gether by broad processes was a clear assump
tion of the early literature on neighborhood 
change. Inputs into anyone neighborhood may 
cause readjustments to take place throughout 
the remainder of the neighborhoods of the city.! 
Furthermore, in taking this point of view, t~e 
concept of suboptimization becomes relevant. 
That is, by focusing the criteria to be optimized 
on a specific area, the encompassing whole may 
not be helped; it may, in fact, be severely 
harmed. Thus it may be important to keep in 
mind the effect of anyone program on the entire 
city, and not merely on the specific area of ap
plication. 

Moreover, even the attempt to optimize a 
whole neighborhood was not the explicit attempt 
of a number of programs. Concern was with the 
housing unit per se, and not the broader envi
ronmental setting within which the unit was im
mersed. In a number of approaches, however, 
the-re -was a,1" explicit recognition of the fact that 
neighborhood improvements are a vital adjunct 
to housing programs. In any case, these points 
should be kept in rrind as future program de
signs are formulated. 

Interventions in the Decline Process 
Introduction 

To this point, we have examined the various 
theories of neighborhood change, attempted to 
isolate basic processes and indicators of 
change, and synthesized the stages of neighbor
hood evolution and the key levels of decline. 
Using this base as a theoretical framework, we 
have evaluated the effects of Federal programs 
on neighborhood decline. Using this same classi

.. All of these functions of neighborhood Improvement hava been 
cited by M. Carter McFarland and Walter K. Vivret. Residen
tial Rehabilitation (Minneapolis: School ot Architecture, Uni
versity of Minnesota. 1966). 

fication scheme, this section of the report will 
examine and suggest a broad series of housing 
and community development interventions which 
specifically relate to the different states of de
cline. 

This section is divided into three main parts 
of unequal length. The first discusses levels of 
neighborhood viability and the early warning sys
tem, specifically with the objective of potentially 
operationalizing the concepts for use as policy 
tools. Neighborhood decline and Federal inter
vention are the subject of the next section-the 
detailed format is set down in the beginning of 
that examination. This is the most extensive ele
ment of the section. Finally, the various govern
mental roles and levels of intervention are con
sidered. 

Levels of Neighborhood Viability: An Early 
Warning System 

The end product of the evaluation of the 
neighborhood decline literature in the previous 
sections of the report was a synthesis of the var
ious conceptions of levels of neighborhood vital
ity. For the purposes of the preceding investiga
tion, the following stages of evolution were 
assumed: 

Stage 1: Healthy-Viable-Single Family Homes 
or Higher Density Communities 
Stage 2: Transition-Incipient Decline 
Stage 3: Downgrading-Decline Clearly Under
way 
Stage 4. Thinning Out-Acceleration Into Late 
Stages of Decline 
Stage 5: Renewal-Nonviable, Heavily Aban
doned 

The literature is ,richer in concept than it is 
in detailed predictive indicators. The historian 
and the urban philosopher can be satisfied with 
long term" trends. Those in public policy, how
ever, require much more in the way of the time 
dimension, and more clearly specified precise in
dicators. In order for this scheme to be opera
tionalized for future .HUD usages, a more rigor
ous methodological basis must be formulated. 

The work conducted under HUD auspices in 
Newark is a first cut at providing the key 
indicators of empirical evidence leading to the 
development of predictors of decline. Work 
along these lines is an essential complement to 
the development of a classification scheme that 
will permit the appropriate choice of housing 
and community development interventions. 
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Required Characteristics of an Advanced In
dicator System: For the purposes of broad na
tional overview, it is essential that any system of · 
advanced indicators be structured in universally 
available data. A particular series, specific to 
only one community, may be of great value and 
great interest to that community, but it cannot 
provide the kinds of measuring sticks which sup
port the foundation of broader strategies. Our 
key here, therefore, is the use of census data, 
employment data, and the like to provide this ty
pology and advanced indicator system. This does 
not exist as of the moment. It is obvious, how
ever, that we are well on our way toward this 
goal. Proper calibration of the basic algorithms 
developeEl 'fl-#le-NeW8fk- eff0rt-{and Appendix B 
particularly) can be undertaken in relatively short 
order. Our present state of the art, subject to 
this development, runs after the facts of life. By 
the time we have identified the area of incipient 
blight-given the time lapse in the application of 
ameliorative programs-the scene may be al
tered beyond recall. 

Exhibit 12. Employment and Population Shifts 
(Numbers in Thousands) 

A. Employers on Nonagricultural Payrolls, by Region
1960-1970 

NUMBER 1960 1970 
Nort~east 15,613 18,599 
North Central 15,837 19,949 
South 13,243 20,318 
West 8,336 11,786 
PERCENT OF TOTAL 
Northeast 2-9.4 26.3 
North Central 29.9 28.2 
South 25.0 28.8 
West 15.7 16.7 
Source: Calculations based on Table 47, U.S. Department 

of Labor, Bureau of Labor Statl.tlcs, Handbook of 
Labor Statistics, (Washington, D.C. : Government Print
Ing Of/ice, 1972), p.- 104. 

B. Population Distribution, 1960 and 1970 
NUMBER 1960 1970 
Northeast 44,678 49,041 
North Central 51,619 56,572 
South 54,973 62,795 
West 28,053 34,804 
PERCENT OF TOTAL 
Northeast 24.9 24.1 
North Central 28.8 27.8 
South 30.7 30.9 
West 15.6 17.1 
Source: u.S. Bureau of the Census, U.S. Census of Popula

tion: 1970, Number of InhabItants, Final Report (PC 
(1)-AO, United States Summary. 

Within the same context, it is very clear that 
the appropriate level of governmental interven

tion is much larger than can be effectively impli
mented by HUD alone. The basic levels of 
employment opportunity which determine popula
tion trends on a regional base, for example, are 
well outside the jurisdiction of that department. 
Observe for example, the following exhibit on 
trends of employment, and with them, population 
on a national base (see Exhibit 13). Certainly, 
unless this basic shift in the role of the North
east is taken into account, it is impossible to ac
count for the particular seriousness of the urban 
crisis in that area and the stages of neighbor
hood decline. There sl mpfy IS not enough basic 
growth in the region to support both the great 
expansion of tne suburbs and also the, basic 
vigor of the central city. To whatever degree the 
former is augmented by subsidized programs or 
government guarantees of one kind or another, 
clearly the central city must suffer. The situation 
is alleviated somewhat in the midwest, but even 
there we have particularized shifts of develop
ment which result in similarly impacted areas, 
particularly that characterized by Detroit. In the 
South and West, the levels of growth have been 
much more substantial, and fiscal capacities of 
the cities, given their relatively substantial geo
graphic bases, are less tried. There are some 
uneasy intimations, however, that even in that 
sector the central core of the cities is beginning 
to take on the Northeast syndrome. 

What this means in terms of an operational
ized approach, then, is not only a system of ad
vanced indicators of neighborhood decline, but a 
broader typology of cities and metropolitan areas 
classifying them as to their broader function 
within the national urban system. Initial stages of 
this approach have been taken at the Center for 
Urban Policy Research, yet substantial work still 
must be done to provide a finished tool with 
which to work on specific public policy.65 

Neighborhood Decline and Federal 
Interventions 

This section will use the neighborhood clas
sification system, which we have discussed at 
length, to view a series of suggested housing 
and community development interventions as 
they specifically relate to the different states of 
decline. To initiate this task, recent proposals of 
Frank Kristof will be critically examined. This 
provides us with the takeoff point for our 
broader discussions of the matching of programs 
to specific neighborhood types. 66 Underlying the 

•• See James W. Hughes, op. cit. 

.. Specific attention is directed to nonviable stage 5 neighborhoods. 
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above interface must be the determination of 
central city goals and governmental policy, par
ticularly since the possibility of a suburban slow
down is ever-present. Each of these areas of 
concern is discussed in turn. Finally, a series of 
broad considerations must be taken into ac
count. Thus our focus shifts to the consideration 
of municipal inputs, the function of housing al
lowance programs, and public housing. All of 
this leads to the basic question of the proper 
level of governmental intervention, the task of 
the next section. 

The Kristof Redirection: One overall conclu
sion which often is reached regarding the totality 
of Federal housing efforts is that after 20 years 
of urban renewal and large flows of housing in 
recent years, the vast expenditures and re
sources expended were largely unsuccessful in 
dealing with the high rate of deterioration and 
abandonment of housing in the central cities. In 
essence, the processes which were isolated in 
our previous review of the dynamics of neighbor
hood decline and evolution have been altered 
minimally by Federal efforts. This may have been 
a result of their being designed in isolation from 
a theoretical framework of these broader forces 
of neighborhood change. Specifically, this was 
the opinion expressed in last year's Housing 
Goals Report: 

Historically, federal housing programs have been struc
tured by statute without sufficient regard to their impact on 
the physical and social environment of the communities in 
which they operate. Instead, the programs were structured 
to facilitate the construction or transfer of a particular 
house, apartment, or subdivision by providing mortgage in
surance and/or subsidy. Thus, the federal housing agency's 
concern typically stopped at the lot line of the particular 
property under review. 

This narrowness of program concern has had a number 
of consequences which are becoming increasingly clear. 
Because of the cumulative impact of many ad hoc actions, 
federal housing programs over the years have contributed 
to rapid suburbanization and unplanned urban sprawl, to 
growing residential separation of the races, and to the con
centration of the poor and minorities in decaying central 
cities. While housing programs have contributed to these 
problems and in many cases intensified them, it is impor
tant to' emphasize tIlat they did not cause them. The 
causes stem from the complex interaction of population mi
gration, community attitudes and prejudices, consumer pref
erences, local governmental fragmentation, and the impact 
of other federal programs such as urban renewal and the 
highway programs.·' 

In essence, Kristof agrees with this analysis, 
concluding that the failures of housing programs 
in central cities 

01 President's Fourth Annual Report on National Housing Goals, 
House Document No. 92-319, June 29, 1972, p. 32. 

are attributable to a wide array of underlying causes. New 
housing does not and cannot deal with poverty, unemploy
ment, racial separatism and social disorganization, charac
teristics that increasingly have become associated with 
central city problems. The Pruitt Igoe experience in 51. 
Louis decisively has demonstrated this facl.°' 

Acceptance of the reality of this statement would 
seem to dictate an approach to housing beyond 
the shelter package per se. This is just the re
direction Kristof suggests, by recommending the 
division of Federal Housing subsidy program ex
penditures into roughly three parts-(1) commu
nity development funds; (2) housing production 
subsidies; and (3) family housing assistance pay
ments. Allocations to each of these categories 
would be variable in order to adjust to local va
garies. 

Community Development Funds: These 
funds form the keystone of this approach, both 
in cities and employment growth areas. 

City Orientation: Community development 
funds are visualized as noncapital funds support
ing neighborhood preservation and revitalization 
services. Consider expense budget funds with a 
commitment of 10 to 20 years; they could be ini
tiated at the time rehabilitation or new construc
tion was carried out, thus they are used in con
junction with housing production subsidies and 
family housing assistance payments. Community 
development funds would be used in neighbor
hood preservation areas, then, to augment cur
rent services and to occupy and employ neigh
borhood youth, whose unprogrammed activities 
may contribute to neighborhood decline. An ac
knowledged parallel is made to the more suc
cessful model cities efforts (restoring the func
tion of the staging areas as viewed by Ylvisaker 
in our earlier review). Thus neighborhoodwide 
stabilization in terms of social programming and 
basic services is viewed as a vital adjunct to 
basic housing programs. The phrase has come 
easier than its reality, however. 

Employment Growth Areas (Suburban): 
Funds applied to those areas would appear to be 
designed to buy off suburban municipalities, 
through use of monies to provide "infrastructure 
capital" and as "impact funds" to compensate 
for tax losses borne by the communities con
nected with subsidized housing for moderate and 
low-income families. "Since growth areas nor
mally supply a full complement of market price 
sales and rental housing, all three types of basic 

.. Frank Kristot, "The Role of State Housing Finance and Develop
ment AgenCies in Future Federal Housing Programs," a paper 
presented to the American Real Estate and Urban Economics 
Association and the Federal Home Loan Bank System, Wash
ington, D,C" May 17-18, 1973. 
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funds would come into play to provide a leaven
ing of moderate and low income families who 
furnish low-paid service or blue-collar workers 
for such areas.... Again the expense budget 
type of funds would have to be contracted for 
some period." 69 

Housing Production Subsidies: These would 
take the form of overhauled Sections 235 and 236 
programs. In essence, the basic objective is vol
ume production by providing a minimal subsidy 
per unit, hoping to affect the supply side of the 
market by inducing the construction of units 
which otherwise might not be built. The narrow 
subsidy provided would indirectly be influenced 
through the filtering process. 

In central city reconstruction areas. this approach further 
will have the interesting effect of providing new housing to 
the economically upward mobile segment of the community 
rather than to its lowest income groups. This will have an 
upgrading affect on the housing of such areas and will 
eliminate the historically debilitating effect of stamping 
slum reconstruction areas as the permanent preserve of net 
low-rent. public housing available only to low-income 
families.'· 

Family Housing Assistance Payments: These 
would permit low income "housing-poor" fami
lies to move from substandard housing to subsi

dized new or rehabilitated housing or in stand
ard existing housing in the private market. Use 
of family assistance payments in the latter would 
be restricted to housing surplus areas where 
owners of standard housing are having difficulty 
in finding tenants able to afford the rental levels 
necessary to insure proper maintenance of the 
parcel. 

But the most important element of the pack
age for the task at hand is the tying of commu
nity development funds to the brick and mortar 
of the housing programs. Thus the strategy is to 
deal with the neighborhood as a whole, realizing 
the limited effect of housing by itself as a lever 
of neighborhood change. 

Moreover, to tailor these efforts to the local 
context, it has been suggested that this overall 
package be dispensed by State Housing Finance 
Agencies. This would enable the Federal Admin
istration to divest itself of detailed management 
of its housing subsidy programs. This also might 
shift the burden of determining in detail what 
kind of housing programs the funding would sup
port, i.e., modifications not legislated by Con
gress which are required by the local situation. 
The most important element of the shift, as pre-

Exhibit 13. Synthesis of Neighborhood Stages of Decline 

MODEL l' Stage 1 Stage 2 Stage 3 Stage 4 Stage 5 
Single Family Transition Downgrading Thinning Out Renewal 

Houses 
MODEL 22 Healthy-Viable Incipient- Decline Clearly Acceleration Non-Viable 

New Thriving Decline Underway into Late Heavy 
Areas ; Stages of Abandoned 

Old Stable Areas Decline 
MODEL 3 3 9 Early Evidence 7 Build ing Deteri 5 Building Deteri- 3,2 Building 

of Building and oration (mixed oration (sub- Delapidation 
Neighborhood substantial and stantia I struc- Deterioration 
Deterioration obsolete struc tures and (obsolete 

tures, neighbor neighborhood structures, 
8 	Building Deteri hood deficien deficiencies) neighborhood 

oration cies) deficiencies) 
Structures 4 Building Deteri

6 	Building Deteri oration and 1 Building 
oration and Dilapidation Delapidation 
Di lapidation (obsolete (frame 
(substantial structures) structure) 
structure) 

Kristof Strategy Urban Renewal 
Non-Intervention 

Source: ' Edgar Hoover and Raymond Vernon. Anatomy 0/ a Metropolis (New York: Doubleday Anchor. 1962). 
2 Public Affairs Counseling, HUD Experimental Program For Preserving Declining Neighborhoods: An Analysis 0/ the 

Abandonment Process (San Francisco, Calif.: Public Affairs Counseling, 1973). 
3 Between Promise and Performance, Community Renewal Program, the City of New York, December, 1968, p. 74. 

e. Ibid., p. 8. 
7' Ibid., p. 12. 
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sented, is the emphasis away from the depend
ence of the public agency upon private initiative 
to propose acceptable development. Staffs, at 
present, fend off inordinate amounts of useless 
or improper proposals. Instead, the model pro
posed-a State public benefit development cor
poration-envisions a more active role to initiate 
proposals directly, assuming direct responsibility 
by the public agency for planning and program
ing. 

Interpretation Within the Theoretical 
Framework: The broader scope of this proposal 
can be examined within the framework of the ac
companying exhibit. It appears that this strategy 
is targeted mainly for stage 2 and 3 neighbor
hoods with the specific objective of upgrading 
them to stages 1 and 2, respectively. Implicit 
within the package is the essential ~r i teoff of 
neighborhoods which have reached 4 and 5 in 
the evolutionary cycle, since the subsidy per 
housing un it would be too high to recreate a 
functioning housing market in these areas. Be
cause a minimal subsidy and maximum produc
tion form the underlying strategy, a policy of 
nonintervention/benign neglect in essence be
comes the main dynamic-filtering for the lower 
economic groups is the scheme for improving 
thei r shelter needs. 

Inner City Focus: The main client group tar
geted by this proposal is the upwardly mobile 
sector of the lower income groups. The reper
cussions of this decision have relevance to a po
tential externality evident in previous housing 
packages. In the discussion of the 235 program, 
it should be recalled, the introduction of these 
units and their occupants was seen as a poten
tial threat for tipping a frag ile stage 2 transi
tional neighborhood. By cutting the subsidy and 
drawing a higher economic tenant, the proposal 
under consideration ameliorates this possibility 
to a degree. Moreover, the strong emphasis 
given to community development funds may also 
turn out to be a significant factor in stabilizing a 
viable neighborhood ecology. 

The latter funds are also important when the 
intervention is geared toward areas whose decay 
is firmly entrenched-advanced stage 3 neigh
borhoods, for example. A possibility isolated pre
viously was the minimal impact the reconstruc
tion of a portion of the housing units of such 
neighborhoods would have on the overall matrix 
of decline, and the maximum impact the decline 
forces would have on these housing units. Only 
through the use of community development 
funds can this situation be reversed-the hous

ing packages would hopefully not be over
whelmed by the overall neighborhood decline. 

This still leaves unaided the bottom line 
stage 4 and stage 5 neighborhoods. These would 
require complete renewal if market threshold 
conditions suggest a reuse, i.e., vigorous CBD, a 
growth context, and other base parameters dis
cussed earlier. If these thresholds do not exist, 
then neglect and abandonment become an al
ternative strategy. 

Suburban Focus: The recognition exists of 
the reorientation of American social and eco
nomic life to the suburbs (see Appendix A). This 
scheme sees a need to satisfy housing needs for 
the blue collar and other lower economic occu
pations not otherwise taken care of by the 'cur
rently operating housing market. Increasingly, 
this means a minority group focus. Again with 
the objective of maximum production and mini
mum subsidy, a "creaming" strategy is em
ployed, draining urban areas of their most prom
ising households. In no-growth urban contexts, 
the effect on central city housing markets would 
be traumatic. An acceleration of suburbanization 
leaves filtering as the mechanism to provide the 
lower economic strategy's shelter needs. Ulti
mately, this approach then causes the same af
fect as the general suburban scenario discussed 
previously-an overall increase in the evolution
ary decay of the system of neighborhoods. 

Matching Programs and Neighborhood 
Types: While the above proposal provides a 
starting pOint, a more explicit linkup of public 
policies and stages of decline must be made. 

The Nonviable Neighborhood: The concept 
of the nonviable neighborhood is not a novelty. It 
is essentially the descendant of the experience 
of the private market embodied for generations 
in areas which were simply redlined, by banking 
institutions, home improvers, and the like. The 
guilty recognit ion by our society as a whole of 
the unfairness that sometimes characterized the 
sweep and choice of these areas, which came to 
the fore in the late 1960's, swept away not merely 
the prejudices of the previous generation but 
also some of the basic wisdom in terms of the 
facts of life in nonviable neighborhoods. It is es
sential that we recoup the latter while firmly re
sisting the former elements that have victimized 
significant elements of our citizenry. 

The methodology toward identifying such 
areas has been approached earlier in this paper. 
The characteristics of such neighborhoods now 
are all too evident. Specifically, they are neigh
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borhoods of high gross vacancy rates-although 
few of the vacancies may truly be useful and us
able by normal standards. Typically it is an area 
of shrinking population, of high welfare occu
pancy, possessing all of the negative attributes 
of. urban America-crime rate, disease, etc. It is 
the home of those people who have no choice. 

In no way should this simply be synony
mized with an area of any specific ethnic group's 
occupancy. While this zone of coming abandon
ment may largely be o'ccupied by minority 
groups, certainly not all areas which are simply 
occupied by equivalent ethnic groups partake of 
this characteristic . It is a great tribute to our so
ciety that, in abandonment, the bottom of the 
barrel areas are losing population. It proves that 
the filtering down mechanism and all of the 
other machinery of public and private housing 
are delivering alternate facilities for former occu
pants of core areas. What is required here is 
much more in the way of clearance mechanisms. 
It is absolutely shocking that we now have a 
number of cities which will for greater or lesser 
stretches of time simply run out of demolition 
money. Both Chicago and Newark have been in 
this circumstance within the past year. 

Bulldozer clearance is required for areas 
which are radically thinned out. The prevalence 
of fires, of abandoned structures serving as a 
club house for a variety of antisocial activities, 
makes this an essential to protect both the re
maining occupants of the area as well as periph
eral sections of the city. For the moment, then, 
there may be little in the way of ultimate use for 
the land cleared by such operations. It is a way, 
through sales at giveaway prices to speculators 
who have no intention of building anything, that 
preservation be considered as a potential land 
bank for future redevelopment which (again, 
given some of the conditions outlined under the 
suburban slowup section) may come upon us 
much sooner than we presently realize. HUD, in 
this particular setting, should develop a series of 
model codes to permit fast, efficient taking of 
clear title by local governmental jurisdictions of 
such troubled parcels in order to facilitate ac
tion. This kind of effective takeout mechanism, 
particularly if coupled with relocation of individu
als who are living in semivacant structures and 
crumbling accommodations, can serve to gener
ate increased market vigor within those units 
and peripheral areas which will experience a 
stronger housing demand as a function of taking 
out the slack. These are not areas in which com
plete neglect can be viewed as benign. Their 

poisonous impact is difficult to exaggerate on 
peripheral areas.71 

It is zone four, the area on the edge of ab
rupt population decline, which perhaps has the 
least clearcut set of strategies attached to it. 
Typically, in terms of location, this is a high risk 
situation for rehabilitation. Similarly, transfer of 
ownership to new minority group holders may be 
good for society, but probably not very good for 
the holders themselves, given the limited poten
tial of this area for revitalization in terms of 
housing values. The levels of subsidy required to 
bring planned unit developments under a much 
expanded title seven, and embark on major de
velopments which compete with older facilities, 
the entire approach towards the central city 
would have to be altered. The present population 
drain on the central city is no longer one merely 
of middle class whites, but also of their minority 
group equivalents. Given the basic format of re
gional patterns discussed earlier and the sub
stantial diminishment of population migration 
from the south, we are essentially dealing with a 
closed environment. If we add more places to sit 
down to our game of musical chairs, really more 
and more of the facilities are going to be vacant 
-the number of players simply is not expanding 
commensurately with the level of accommoda
tion. 

Goals of the Central City: If we assume a 
straight line projection of the trends that have 
dominated our society in the years since World 
War II, it is quite evident that they include a sub
stantial diminishing of central city population and 
traditional economic activities. Certainly, this ex
trapolation is subject to a broad host of govern
mental programs and policies as well as the 
envi ronmental factors mentioned above. But if 
for the moment this scenario is maintained, then 
the basic target of HUD strategy cannot be regen
eration so much as it is ensuring continued liv
ability. Regardless of the validity of the scenario, 
certainly for the next generation our central cities 
and much of their gray areas will continue to be 
a residence place of a very substantial number 
of people. There is far less glamour and cer
tainly far less visibility of success in a mainte
nance program than in a regeneration one. This 
does not, however, diminish the importance of 
the former. Maintaining the basic housing stock 
is an absolute sine qua non, therefore. Coupled 
with this must be a continuous pruning mecha

71 See specifically the data on fires and abandoned buildings in 
Sternlieb and Burchell, op. cit. 
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nism. In this last regard, the combination of code 
enforcement and selective clearance and recom
paction of population is required. 

Our society is changing and evolving in a 
fashion which has made the housing accommo
dations offered Americans the envy of the world. 
What is required here is an orderly approach to 
this transition which will make those who choose 
to live in the central city or for the moment are 
not houseable in alternate accommodations via
ble. We have no clear cut goal to optimize here. 
Is our program one of stabilizing neighborhoods, 
possibly at the cost of blocking the upward mo
bility to better facilities of those people emerging 
from the core? Or do we prefer to provide con
tinuously new facilities for the more fortunate in 
our society and house poor groups through the 
process of filtering upward? 

Certainly, the choice of stability-making 
mechanisms-i.e., rehabilitation, code enforce
ment, and the like-vs. new housing production 
-the 235 and 236 programs and equivalent-are 
rivals here. But they are only rivals if we do not 
comprehend both housing and neighborhood via
bility as part of a complete system. It is the pace 
of transition which is the key function that gov
ernment must effect. We simply do not have 
mechanisms that will permit the kinds and pace 
of neighborhood transitions which have taken 
place and still insure the viability of infrastruc
ture and housing amenity that the new entrants 
are seeking. We are presently in the process in 
central city, USA, in which neighborhoods do not 
"change," but rather are drowned. 

Broad Gage Factors: Not only must long 
range program goals be considered, but the 
pace at which these goals are effected. 

The Suburban Siowup: More vital to the 
health and stability, if not recovery, of the cen
tral cities, may be the increased difficulties of 
both building and living in suburbia. The drive 
toward increased infrastructure requirements and 
withdrawal of broad expanses of land from the 
market as part of the Green Acres/Environmental 
Control issues are increasing development costs 
in new areas very substantially. This, in turn, 
obviously should benefit housing and other de
velopmental sites in the central city. In addition, 
it is entirely possible that as a function of the 
energy criSis, the rate of new car acquisition
the growth of two-car families and the like, 
which makes suburbia as we know it possi
ble-will have reached its peak. DOllar-a-gallon 
gasoline may have more of a rejuvenerative im
pact on the central city than all of urban renewal 
and model cities put together. Again, these are 

issues which are very central to the effective im
plementation of HUD policies-but which are 
largjly out of its grasp. 

Municipal Inputs as a Reassuring Ritual: In 
discussing the function and throughput of Fed
eral programs it is essential that their psycholog
ical as well as their economic impact be noted. 
These programs have become very important 
measuring sticks as to the concern of society for 
a particular group. And this is over and above 
the effective level of minimally accountable re
sults which the programs may generate. A hous
ing program, therefore, provides not only hous
ing, but also assurance that the broader level of 
SOCiety is concerned. There is also the level of 
jobs which are specific to these programs and 
which may be enjoyed by local reSidents, if at a 
rather considerable discount. Third, specifically 
in housing, the last half dozen years, particu
larly, have seen the growth of a rather large 
number of minority rehabilitation and construc
tion firms whose future depends upon such pro
grams. While these several factors may be very 
distant from the nominal text and goal structure 
as defined for legislative purposes; they are nev
ertheless very important. Appropriate concern, 
therefore, on the part of policymakers is required. 

The Function of Housing Allowance Pro
grams: The bulk of governmental intervention in 
the housing sphere has been on the supply side 
of the equation. Currently under consideration is 
much more in the way of a program for demand 
augmentation through housing allowances or 
guaranteed incomes in one form or the other. 
These latter programs are based on the belief 
that giving the poor more housing dollars will 
permit them to use their own market judgments 
in securing better housing amenities, i.e., mov
ing from Stage 4 and 5 neighborhoods up to 
Stages 2 and 3 or, alternately, getting landlords 
in the former areas to so improve their parcels 
as to compete effectively for new tenantry. 

There are several weaknesses in this scena
rio-or, at the very minimum, alternate results 
which should be explored. Primary among these 
is the fact that landlord behavior is a function 
not merely of immediate return but of future ex
pectation; for example, if I improve the building, 
not only can I get a better rent roll out of it but 
ultimately I can sell the building or, at a very 
minimum, remortgage the building in order to se
cure the improvement dollars back. 

In Stage 4 and 5 neighborhoods, based on 
substantial work in New York and limited explo
ration in other areas, our problem is currently a 
crisis of landlord confidence in the future. ,This 
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tends to make one highly cautious of the regen
erative capacity of housing in these areas based 
strictly as a function of more rent dollars avail
able. Secondly, there is the problem of an abrupt 
flight of people who are presently in areas 4 
and 5 but highly desirous of getting out of them, 
which might tend to endanger substantially the 
viability of sounder peripheral areas. 

Again, it is not merely the end goal of pro
grams that must be viewed , but also the pace at 
which these goals are achieved . A pace that in
volves wholesale changes in a very short period 
of time may have extremely deleterious effects, 
even though the process involved is one which 
could be quite salubrious over a longer period Y 

Public Housing: The base upon which public 
housing was advanced in the thirties was the 
concept that good housing was the keystone to 
the resolution of all of the problems of the poor, 
be they crime, disease, or jobs. The disillusion 
with the results parallels the changing occupancy 
characterist ics of the residents. Public housing 
initially was essentially for the working class 
poor, not welfare recipients. As late as 1960, 
only 12 percent of all New York City public 
housing residents were on welfare. 7 3 It has 
since climbed to well past the 20 percent mark. 
And this seems to have been paralleled else
where in the country. The results of this process 
have meant that new public housing units can be 
conceptualized as a form of drastic neighbor
hood change. This is exemplified by the massive 
project of housing people of lower socioeco
nomic status which is interjected into a declining 
area. The latter may still have preserved at least 
the illusion as well as sometimes the reality of a 
higher class of residency. The effects are still 
somewhat controversial. While much has been 
made of the Pruitt Igo experience and the hor
rendous quality of life that has surrounded some 
of the .monolithic housing projects of the cities, 
there has been to the best of ou r knowledge lit
tle in the way of a national survey of the impact 
of public housing on peripheral realty. Judgment, 
therefore, must be reserved on this crucial fact. 
Clearly however, when there is an abrupt varia
tion in tenantry characteristics to previous popu
lation in an area, the process is not too dissimi
lar from that cited earlier in Kansas City under 
the 235J program. This deleterious effect both in 

72 On the mig ration factor, see George 'Stern/ieb and Bern ard P. 
Indik, The Ecology 01 Welfa re (New Brunswick, N.J. : Trans
action Books, 1973) in which the ch ief improvement asked by 
a sample of 412 welfare families in New York wh en questi oned 
about their housing was-to get out of the neighborhood. 

"Ibid., p. 71 . 

terms of living conditions within public housing 
and also to the citizen receptivity to public hous
ing even in core areas, was augmented by the 
abrupt shift in the requirements as to tenancy 
characteristics which were instituted in 1968. Up 
to that time, fairly stringent tenant screening pro
cedures had been followed. Subsequent to that 
time, depending upon the individual housing au
thority , much of these have been done away 
with . The results in concentrating problem fami
lies have been quite substantial, based on lim
ited case studies . Again the pOint should be 
stressed that to the best of our knowledge there 
is no systematic national survey of the second
ary impacts of such construction. 

Governmental Levels of Intervention 

Where in the Multilayered Governmental 
Structure that Characterizes American Life 
Should the Various Levels of Intervention be 
Placed? The broad indicators noted earlier 
should be utilized as a basic sorting mechanism 
for programs which either are clearly going into 
areas in which success has a high order of 
probability, or those which have a high danger 
content. In the latter case, it is the local level of 
government-state or municipal-which essen
tially should be required to show cause why 
Federal funding or interventionary mechanisms 
should be utilized. A show cause order is not an 
absolute negative. It says rather that the burden 
of proof is on the requesting agency. 

Certainly, given the present statistical state 
of the art , the net of data that can be secured, 
and the typologies of neighborhoods that can be 
developed, are far from foolproof. Governmental 
authorities therefore should be open for excep
tions, but only for very clear and explicit rea
sons. 

In an earlier exhibit , regional vacancy rates 
were shown for housing. As is evident from that 
exhibit, the level of accommodation varies very 
substantially through the country. Equivalent 
data can be secured showing the enormous dif

- ferences in the costs of providing housing ac
commodations and infrastructure support. The 
housing problem is no longer amenable to de
tailed national action, even when those programs 
have a variety of exceptions for the high-cost 
areas and the like. We need much more in the 
way of specific programing for specific cities and 
specific municipalities, within the broad analysis 
of payoffs as identified by national growth poli
cies and the type of municipal typology outlined 
above. 
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Put in simpler terms, HUD should no longer 
be in the retail business. Rather, it should be the 
local municipalities, possibly under a broad 
State mandate and direction, that should have 
the key responsibility for specific project choice 
and development. Regardless of this mechanism, 
however, the basic rules of the game determined 
by experienced and probable projections of pay
offs must be adhered to if an effective level of 
successful throughput is to be engendered. 

Appendix A 
The Forces of Location Change 

In order to assist the evaluation of neighbor
hood change and its various paradigms, it is de
sirable to review the broader aspects of urban 
spatial structure. This appendix will thus look 
into the more important processes which affect 
the locational choices of the various economic 
activities of the metropolis. Such elements have 
strong implications for aging residential neigh
borhoods, and form the bounding environment 
within which their functions are defined. While 
space does not permit an exhaustive account of 
these processes, we hope to highlight those of 
importance in altering the context of several of 
the neighborhood models presented in the main 
sections of this reporU" 

On both theoretical and emprical grounds, 
urban analysts have reached a general consen
sus on the validity of the crude model of urban 
spatial structure shown in Exhibit A-1. In this 
paradigm, the basic driving force shaping and 
conditioning urban growth is the spatial location 

H The discussion and impressions presented in this appendix have 
been put together from a number of sources. the most Impor
tant of which are: Regina Armstrong , The Office Industry: Pat
terns of Growth and Location (Cambridge, Mass.: The MIT 
Press, 1972); H. James Brown, et ai., Empirical Models of 
Urban Land Use: Suggestions on Research Objectives and Or
ganization (New York : National Bureau of Economic Research, 
Inc., 1972) ; Daniel Creamer, Is Industry Decentralizing? (phila
delphia: University of Pennsylvania Press, 1935); Edgar Hoover 
and Raymond Vernon, Anatomy of a Metropolis (New York: 
Doubleday and Company, Inc., 1962); John Kain, "The Distri
bution and Movement of Jobs and Industry," James Q. Wilson, 
editor, The Metropolitan Enigma (Washington, D.C.: Chamber of 
Commerce of the U.S., 1967); John Kain, "Housing Segrega
tion, Negro Employment, and Metropolitan Decentralization," 
Quarterly Journal of Economics , May 1968, pp. 175-197; John 
Kain and John Meyer, "Transportation and Poverty," The Public 
Interest, Winter 1970; Robert Leone, "Location 01 Manufacturing 
Activity in the New York Metropolitan Area" (unpublished Ph.D. 
dissertation, Yale UniverSity, 1971); John Meyer, John Kain, and 
Martin Wohl, The Urban Transportation Problem (Cambridge, 
Mass.: Harvard University Press, 1965); Raymond Struyk and 
Franklin James, The Patterns and Processes of Manufacturing 
Employment Location Change in Four Cities (New York: National 
Bureau of Economic Research, forthcoming); and Raymond 
Vernon, The Changing Economic Function of the Central City 
(New York: Committee for Economic Development, 1959). 

of employment activities-particularly those not 
directly serving households. Although jobs and 
housing exhibit many interdependencies, there 
are large sectors of employment, particularly 
manufacturing, w~ose location is determined 
with little regard for the distribution of 
housing.75 Both the absolute shifts and differen
tial growth rates of such employment facilities 
have great significance for a region as a whole 
and, in particular, its residential patterns. Thus it 
is worthwhile to look at the factors determining 
the locational tendencies of the dynamiC eco
nomic sectors. 

Exhibit A-1 

The Basic Structure of Regional Land Use Models 

(1 ) (2) 
Employment Population 
projections projections 

(3) (4) 
Employment Population 

spatial spatial 
allocation allocation 

+: : 

IL ________________________________________ ________l. 

Manufacturing employment, and its growth 
and shifts, has immense particular importance 
for a region's overall structure--thus we will first 
explore this economic sector and try to establish 
what determines its location. Office and white 
collar employment activities are then subject to 
a corollary analysis. Locationally following these 
various economic activities is the residential 
population, the third element to be examined. Fi
nally, retail and service activities, which tend to 
be population serving, are considered. 

,. An alternative scenario to firms locating primarily for economic 
reasons, with people following to minimize commuting time and 
cost, has been made. It is argued that people have a natural 
preference for open space and privacy and thus decide to lo
cate economic activity to suit these preferences. "There is 
some indication that prior to World War II, the pattern of 
commuting from suburb to central cities resulted in a relatively 
low concentration of jobs in the suburbs, and that after the 
war jobs were moved closer to places of reSidence, to the 
extent they could be. As a result, a correction took place and 
jobs grew faster than population in the suburbs." David L. 
Birch, The Economic Future 01 City and Suburb. 
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Manufacturing 

A cluster of interdependent, yet analytically 
separable, locational forces underlie the deci
sionmaking of manufacturing establishments. By 
looking at these parameters and their locational 
impact, we should be able to identify, with rea
sonable agreement, those spatial areas suscepti
ble to growth and decline in manufacturing 
employment. Reviewed in order are the re
quirements for space, changing transportation 
dependencies, communication restraints, external 
economies, and land price. Each of these factors 
operates to generate centralizing and/or decen
tralizing tendencies. 

Space: A prime consideration in the location 
of manufactu ring activities is the space required 
for the basic manufacturing operation, a con
straint which itself is governed by a host of fac
tors. The most important of the latter is the basic 
technological change of manufacturing routines 
-it is more and more desirable and economical 
to place operations on a continuous flow-auto
matic materials-handling basis. The most efficient 
building configuration to enclose such operations 
is the single story plant. The basic criteria for 
such plants is the minimization of internal struc
tural restraints-the production layout is optim
ized and the building is wrapped around it. The 
shape of tbe building is thus determined by the 
manufacturing process; a 1-story plant is invaria
bly the cheapest solution. In fact it is often tech
nologically and economically prohibitive to fit 
modern materials-handling processes into older 
multistory plants. 

Consequently, inner city factory structures 
may generally be classified as obsolete for mod
ern production arrangements. Such basic char
acteristics as their multifloored nature, severe in
ternal restraints in terms of basic supporting 
structural elements-i.e., columns, ceiling 
heights, etc.-and limited floor space restrained 
by block size, render the building obsolete be
fore the factory wears out. Attempts to modify or 
expand such facilities often run into severe diffi
c.ulties. Many city plants, erected when zoning 
regulations were quite permissive, were located 
within and adjacent to residential areas. Expan
sion into these areas presently represents a very 
difficult zoning problem. Were such a problem 
overcome successfully, further difficulties would 
be generated by the number of small parcels 
into which many city blocks are divided. This re
quires dealing with many parcel owners, result
ing in the possibility of gouging by the last hold
out. In total, attempts to modify inner city 

facilities can become ensnared by a host of diffi
culties. 

We have then, several interrelated factors 
influencing the space required by manufacturing 
operations-technological change in basic manu
facturing processes, the basic building format re
quired, and obsolete inner city facilities whose 
modification is constrained by zoning and real 
estate conditions. The confluence of these fac
tors is a tendency toward locational preferences 
for the outer undeveloped edges of the metropo
lis and against restrained central city locations. 

Transportation: The search by manufactur
ing concerns for space is conditioned by their 
need to assemble component materials and to 
distribute final products both efficiently and 
cheaply. Consequently the early manufacturing 
centers of this Nation developed around water
side locations to hold down transportation costs. 
The urban developments so spawned became 
the terminal points for the subsequent develop
ment of the railroads. Laid out to serve existing 
nuclei, the railroads reinforced the original pat
terns of location. In our older urban areas today, 
one can see ancient industrial structures located 
along the junction of rail and water transporta
tion facilities. 

As spurs were eventually built out from the 
main rail lines, many manufacturing activities 
were freed from waterside locations. Conse
quently, many facilities were allowed to spread 
out from the old cities into surrounding towns. 
This trend toward freedom from locational con
straints received a further boost from the subse
quent advancement of automotive and truck 
transportation, which provided a flexible means 
of transporting bulky goods short distances. The 
disadvantage of locating away from railroad lines 
and harbor piers was correspondingly reduced. 

The impact of this evolution in transporta
tion technologies was and is widespread. First of 
all, it provides new freedom to select a site. Sec
ond , the growing dependence on trucks and cars 
accentuates the disadvantages of obsolete cen
tral city street layouts. The lack of off-street 
loading docks and ancillary parking facilities 
added to the presence of pervasive traffic 
congestion on city streets works to the disadvan
tage of manufacturing complexes situated in 
aging urban centers. The transportation revolu
tion has thus generated the need for horizontal 
space about the manufacturing operation; the in
tersection of the factor with the horizontal space 
required by the building itself defines a loca
tional force of dispersion and decentralization. 
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Communications: The communications revo
lution sets in motion a number of implications 
for locational decisionmaking, while at the same 
time, unaffecting other long term considerations. 
Of the former, newer technological innovations, 
such as instantaneous computer linkups for in
ventory and production control, establish both 
centralizing and decentralizing tendencies. The 
functional activities of an industrial firm no 
longer have to be located in close proximity to 
one another. Each function can be placed at its 
optimal spatial location. With improved communi
cation and transportation, these locations can be 
fairly well dispersed; there is no real need to 
have headquarters or control functions adjacent 
to their manufacturing operations. This may lead 
to a centralizing of control functions and to a 
decentralizing of manufacturing functions. 

This specialization by function may not 
mean, however, that there will be centralization 
of control functions within a given urban area; it 
may mean the strengthening of major cities at 
the expense of lesser ones. 

Specifically, recent advances in communication, the 
rapidity of air travel, and the growth of electronic data 
processing appear to make district offices less necessary 
relative to central or national offices. In short, technologi
cal progress has made greater centralization both possible 
and desirable in office and managerial control functions .. . . 
As a result medium-size and, particularly, large-size met
ropolitan areas may be adding central office functions at 
the expense of smaller ones,'" 

The implications of this phenomenon for smaller 
metropolitan areas are both obvious and omi
nous. Many functions with a tendency to central
ize may bypass the small cities for the urban 
giants. For example, the six big cities of New 
Jersey, with ' perhaps the exception of Trenton, 
all lie within the commutersheds of either Phila
delphia or New York City, both adjacent to their 
borders; those functions desiring a central loca
tion most likely will gravitate toward them at the 
expense of New Jersey's urban centers. 

The second and more conventional impact 
of communication demands is the need for face 
to face communications, particularly by the con
trol activities of manufacturing organizations and 
their services. Such needs and demands are 
best met by a central location. 

Communication requirements also act as a 
central izing force for manufacturers of unstand
ardized products-such products are created 
by a process of consultation between customer 
and manufacturer. The apparel and garment in

70 Meyer, Kain, and Wo~l, op. cit., p. 18. 
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dustries, uncertain in terms of fashion, are the 
textbook illustrations of this situation . Through
out the process of creation, production, and 
sale, there is a constant requirement for speedy 
personal interchanges. Furthermore, there is a 
close interrelationship between communication 
needs and external economies, i.e., a reliance as 
much as possible on outside suppliers to main
tain maximum flexibility in product. This interde
pendency is examined more closely in the next 
section. But this phenomenon may be in opera
tion only in the largest urban centers. 

In total, then, communication processes 
work as both decentralizing and centralizing 
forces. The overall effect is more complex due to 
the dominant metropoli usurping many of the 
functions which could centralize in lesser cen
ters. Overall, then, communication factors most 
likely lead to a general decentralization effect 
and a decline in the urban centers. 

External Economies: Another major parame
ter affecting the location of manufacturing activi
ties involves the need to take advantage of 
external economies. Particularly, small plants 
depend upon the use of facilities and services 
"external" to themselves due either to product 
uncertainty or the lack of cash typical of em
bryonic firms. External economies-i.e., rental 
space, services, component products and proc
esses, labor, and materials-have historically 
been located in dense central ized locations. 
Small plants would find rental space there and 
due to their inherent uncertainties, be able to 
purchase many of their components and proc
esses rather than internalize them. This supposi
tion has led directly to the "incubator" hypothe
sis of such service pools spawning new industry, 
which would consequently lead to a centralized 
location of new firms. As such firms mature and 
their products become standardized, they would 
become subject to the conventional locational 
factors of space, transportation, and communica
tion reviewed above. The external economies of 
a central city location can be internalized with 
growth and size. 

But many of the external economies pre
viously found only in central urban areas are 
rapidly becoming available also in suburban de
centralized locations. The traditional assumptions 
regarding the urban core's incubator function 
may be losing validity. If this is the case, then 
the locational forces generated by external econ
omies may be counterbalancing. 

Labor: Historically, manufacturing operations 
required a substantial workforce comprising un
skilled labor. This need dictated a central city 10



cation, where the appropriate assemblage of 
personnel would be achieved. As industry moves 
to new automated processes, a smaller, higher
skilled work force is required at the same time 
as lessened dependence is placed on unskilled 
employees. Thus an urban locational constraint 
is removed, replaced perhaps by the need for 
automobile accessibility and parking for the 
more affluent, skilled labor force. 

Furthermore, labor troubles may be amelio
rated by moving to noncentral locations. Well-es
tablished unions are the' general case in built-up 
urban centers while they may be the exception 
in rural and suburban locations. Such a supposi
tion would give rise to an impetus for dispersion 
of manufacturing firms experiencing labor diffi
culties. Adding these two factors together indi
cates that the labor factor may be evolving into 
a decentralizing force. 

Land Price: The interaction of land price 
with the other locational parameters, and its ef
fect, has been the subject of much analysis, the 
most eloquent of which was made by Moses and 
Williamson.77 Their model suggests that the lo
cation choice of an establishment relative to the 
metropolitan core is determined by a land price 
gradient, which declines with distance from the 
core; and an input (of labor, materials, communi
cations, etc.) price curve, which increases with 
distance from the core. Force toward decentrali
zation is produced by either a (1) movement of 
the land price gradient upward; or (2) movement 
of the input price gradient downward. The intro
duction of the motor truck and automobile 
served to reduce the input price gradient relative 
to the land price gradient. Both innovations de
creased the cost of moving away from centrally 
located facilities in terms of the intermetropolitan 
transport of nonlabor inputs and output; and of 
moving away from core area concentrations of 
labor. 

Manufacturing technology, as reviewed in 
our earlier analyses of space requirements, and 
worker transportation needs, generating a de
mand for parking, tend to make manufacturing 
establishments more land-intensive, thus tending 
to raise the land price gradient, and conse
quently, moving locations away from the core. 
Thus land costs and their interrelationship with 
other puissant location parameters point toward 
a decentralizing force. 

77 Leon Moses and Harold Williamson. Jr., "The Location of Eco
nomic Activity in Cities," American Economic Review, May 
1967, pp. 211-222. 

In total, the major implication of the preced
ing analysis of the technological and economic 
forces affecting manufacturing locations is that 
there is less and less reason for manufacturing 
operations to be located in major urban centers. 
The introduction of new production techniques 
and the shift in transport modes appear to facili
tate the withdrawal of manufacturing activities to 
lower-cost open sites at the edges of urban 
areas. In fact the ideal location seems to be 
along circumferential freeways encircling the 
built-up suburban areas of major cities, particu
larly the first band of uninhabited land. At such 
locations, ease of access is provided to skilled 
labor forces while prestige and advertising value 
are facilitated by freeway visibility. Thus new pe
ripheral bands of high private-vehicle accessibil
ity circumscribing the city beyond the developed 
environs appear to be the metropolitan locational 
preference for this industry. 

Office and White Collar 

Many of the forces affecting the location of 
manufacturing facilities are also active consider
ations in the locational decisions of office and 
white collar facilities. And they tend to operate 
in an analogous fashion. In this section, then, 
brevity is possible concerning factors already ex
amined in depth. To be considered are communi
cation restraints, transportation, technological 
change, and prestige and environmental prefer
ence. 

Face-to-Face Communication: In terms of 
headquarters functions and the office el ite, face
to-face interchange is the only adequate means 
of communication for upper level staffs. If techni
calor consulting advice is required in special
ized areas, access to such services is necessary. 
Delicate negotiations and complex evaluations 
cannot be entrusted to the telephone or the 
mails. Executives, among competing and cooper
ating fi rms, must depend on face-to-f.ace consult
ations. Geographic concentrations of facilities 
and people make such activities easier to under
take. Hence, major urban centers have tradition
ally satisfied this requirement best-thus the 
need for face-to-face interchanges has generally 
tended to be a centralizing force. Moreover, 
whatever the location decisions for such func
tions, they affect the location of the specialists 
who service the office elite. 

Transportation: Many of the centralizing 
tendencies of face-to-face communication are 
counterbalanced by transportation difficulties. 
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With many commuter rail and bus systems in 
flux, the entry and exit into major urban centers 
is both more difficult and detested by the major 
segment of white collar employees. Moreover, in 
the case of cities in New Jersey, for example, 
both Philadelphia and New York City are more 
accessible by public transit than are any of the 
State's urban centers, putting the latter at a dis
tinct locational disadvantage. 

Whatever the state of local transit, both the 
executive and secretary would most likely prefer 
automobile commutation. The development of 
widespread car ownership by young women in 
the 1960's removes another public transit re
straint for a centralized location. Employee com
mutation preferences, then, may form a powerful 
decentralization force. Also not to be overlooked 
is the claim that decentralizing office functions 
are drawn toward the residential location of the 
chief executives who desire a short journey to 
work. 

Technological Change: Many changes in 
bookkeeping and electronic data processing 
technologies replicate the effects exerted on 
manufacturing on white collar and office func
tions. Routinized or standardized functions, if 
self-contained, can be peeled off from the main 
operation and situated at a more optimal spatial 
location for that function. Such standardized 
functions have face-to-face communication ties 
and therefore can be decentralized. This follows 
the pattern of manufacturing locational tenden
cies in terms of standardized vs. nonstand
ardized processes. 

Another technological change which interre
lates with labor force requirements makes itself 
evident in the so-called bookkeeping industries. 
For example, insurance companies need to main
tain extensive files and records. Historically, they 
have depended on large forces of semiskilled 
clerks; thus large insurance firms depended 
upon a downtown location. With the advent of 
electronic data processing, the need for mass 
pools of such labor was obviated. With the trend 
toward widespread automobile ownerShip, all 
types of labor can be recruited at noncentral lo
cations. 

The sheltering of such processing equip
ment and its operators parallels that required of 
basic manufacturing operations-it can be most 
efficiently and cheaply accomplished at decen
tralized locations where the space needs of hori
zontal configurations can be satisfied. Further
more, it is also a force favoring the regional 
office over the district office, and the national 

office over the regional office. So even if techno
logical innovations are a force toward decentrali
zation, then it may at the same time also gener
ate locational tendencies toward the major urban 
regions at the expense of areas of lesser extent. 

Prestige and Environmental Preference: 
Vital considerations less susceptible to precise 
economic evaluations involve notions of image 
or prestige, and environmental preferences. Prior 
to World War II, the central city was the only 
conceivable location for the headquarters of a 
major firm-the classical monuments to the cor
porate establishment were so located. In the 
postwar period, however, the image of the city, 
to say the least, has tarnished, while the notion 
of suburb has come to connote prestige and 
glamour. Such a psychological force has even 
impacted New York City, where the image of the 
firm at the pinnacle of power and class is trans
ferring to rural decentralized locations. Prestige 
appears to be attached to a facility nestled in 
the countryside or a site highly visible from a 
highway. 

Underlying such feelings may be the envi
ronmental deterioration of the city, both physi
cally and socially. Crime, and the fear it engen
ders, justifiable or not, takes its toll on company 
morale. Security becomes a major problem in a 
nonisolated structure. These conditions lead to 
the desire for a noncentral location where the fa
cilities can be isolated and tight control on ac
cess and egress instituted. This confluence of 
prestige and environmental preference forms a 
not insignificant force for decentralization. 

The white collar and office locational param
o eters of face-to-face communication , transporta
tion, technological change, and prestige and 
environmental preferences have important im
plications for metropolitan areas. First of all, 
for those office functions desiring a central loca
tion, because of face-to-face commun icationre
quirements and other centralizing forces, the 
minor cities have little to offer in comparison to 
the urban giants-both in terms of accessibility 
by public transit and in urban services and 
amenities. This reflects the general tendency en
gendered by communications technology-the 
growth of large cities at the expense of lesser 
ones. 

Decentralizing tendencies still predominate, 
however. The environmental, prestige, and auto
motive accessibil ity characteristics of those 
areas located in the outer ring portions of these 
metropoli should work to generate high rates of 
white collar and office growth. 
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Residential Location 

It has been assumed by model builders that 
the above economic activities are the driving 
forces shaping the location of other sections of 
the metropolitan system, particularly the residen
tial distribution of the population. In other words, 
people tend to follow jobs. However, many fac
tors tend to affect the distribution of households 
about the locus of employment. In the main, 
these factors are those of decentalization, rein
forcing the impetus derived from the locational 
tendencies of both manufacturing and white col
lar office functions. For simplicity, we have di
vided these forces into two categories, technical 
and economic, and household preferences and 
the environment. 

Technical and Economic: The transportation 
revolution engendered by the automobile has ob
viously made it possible to live in dispersed lo
cations. Previously many restraints were posed 
by transit systems-commuter railroad, streetcar, 
subways, and buses. Mass production techniques 
have created a product available to most house
holds. The result has been the technical feasibil
ity of household location decisions unencum
bered by public transit considerations, except in 
particular cases. The basic restraint appears to 
be individually imposed, and that is an overall 
acceptable time limit for the journey to work. 

While the automobile has made it techni
cally feasible to decentralize, rising incomes and 
public policy have made it economically feasible; 
the latter in terms of providing the basic road in
frastructure and of establishing government
guaranteed mortgages. In the case of the former, 
rising personal income has made it feasible to 
purchase both suburban homes and private 
means of transportation. Thus, technical and 
economic advances appear to generate residen
tial processes whose impact is dispersion. More
over, there is no evidence of any counteracting 
force which would lead to centralization, i.e., a 
technologically improved building system capa
ble of producing advanced high density residen
tial configurations or a radically improved trans
portation innovation which would provide an 
alternative to the automobile. Particularly in the 
case of the former, technology has not produced 
high density living space which is cost-equiva
lent to low density suburban alternatives, nor 
has a buffer between households been satisfac
torily implemented that is technically equivalent 
to simple spatial separation. Building codes 
specifying limits to noise transmission between 

adjacent apartments are a rarity in this country. 
If they were widespread, however, the cost of 
multiple family dwellings would obviously be 
higher. 

Household Preferences and the Environ
ment: The last discussion above is of the utmost 
significance. There is no denying the basic de
sire of American households for the single family 
house and the accompanying external space. 
While it is typically argued that this type of ac
commodation is mainly a function of the space 
needed by child raising families, there may be a 
growing trend toward childless couples and even 
singles preferring a single family dwelling. While 
planners have condemned the sprawl resulting 
from the proliferation of suburban houses..and its 
impact on the environment, the current ecologi
cal concern has, paradoxically, created a de
mand, by younger households particularly, to 
own land and a house. The trends in such pref
erences all pOint toward further decentralization 
and suburbanization. 

Other notions of environmental considera
tion abound. Deteriorating and aging central city 
neighborhoods, particularly those with congested 
streets caused by obsolescent patterns of off
street parking for multifamily structures, do not 
appear to be headed toward resurgence, at least 
in the near future. Fear of crime, dissatisfaction 
with the schools and general services, and mani
fold pollution lead to the general negative image 
of a city address. For the vast middle class, the 
only satisfactory image is a home in suburbia. 
Moreover, to an increasing extent, suburbanites 
will not be in-migrants but will have been born 
suburbanites. While they may move between 
suburbs, their origin will still be suburban when 
viewed from a national scale. A generation is 
emerging that has been completely detached 
from the central city. 

All of these matters are, of course, interpen
etrated by class and race. Rural newcomers to 
the cities have been, in the last four decades, 
both poor and racially / ethn ically identifiable. 
Their entrance into a neighborhood has evoked 
the exit of the former residents to the suburbs, a 
general phenomenon subjected to widespread 
scrutiny and analysis. Lower income manufactur
ing and clerical workers have replicated the mi
gration patterns of upper middle class manage
ment, settling near their suburban work places. 
In response to these overall shifts, even most 
new apartments are situated in suburban areas, 
accessible by major highways from most employ
ment opportunities. 
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Minority groups are increasingly isolated in 
the central cities and excluded from the subur

banization process except to the inner suburbs. 

Such concentrations of minorities not only im


. pact the residential location decisions of core 

workers and the potentialities of upper or middle 

class residential renewal,78 but also the locational 

decisions of economic activities which can fUnc

tion in dense core areas (office, retailing, serv

ices, etc.) . In short, all of these undercurrents 
lead to residential decentralization tendencies, a 
phenomenon which is so widespread that it re
quires little documentation. 

The major implication of the above discus
sion is that the residential distribution of the 
population is generally shaped about employ
ment facilities which are forming peripheral 
bands of economic activity circumscribing the 
built up environs of metropolitan regions. Resi
dential development is favored not only within 
the suburban territory inside of the circumferen
tial freeways, but is also spurred in the vast un
developed lower cost spaces beyond it. Thus, 
areas along the economic growth bands, both in
side and outside the belt corridors, and areas 
along radial corridors external to the circumfer
ential freeways will more and more become the 
favored location for residential development. 

Retailing and Population Serving Industries 

The basic locational determinant of popula
tion serving activities is the location of the 
population they are designed to serve-service 
activities traditionally have followed their mar
kets and located at the point of maximum pur
chasing power. The latter condition is usually 
satisfied at the location of maximum consumer 
accessibility. Thus the directional growth flow of 
such activities appears to be to thesurburbs, 
along high speed highways accessible to major 
suburban population concentrations. The auto
mobile, increasing per capita income, as well as 
absolute population growth, has made this retail 
shift possible. The CeD becomes increasingly re
mote to the major concentrations of population 
and purchasing power. 

Certain technological considerations rein
force this tendency toward dispersal. The shifting 
techniques of warehousing, distribution technolo
gies, and transport have placed older city opera

78 The earlier conception of rebuilding urban centers with high 
rise apartments was a flawed one. The high rise apartment 
dweller represents the atypical American family and com
prises an extremely small market sector. See Chester Rapkin 
and William G. Grigsby, Residential Renewal in the Urban 
Core (Philadelphia: University of Pennsylvania Press, 1960). 

tions at a distinct operating disadvantage. It is 
more and more desirable to physically separate 
pedestrian, personal vehicle, and delivery traffic. 
This cannot be done in downtown locations de
signed according to obsolete technical parame
ters. Changing merchandising techniques and 
the need for massive parking facilities required 
by the shopping population all but dictate a de
centralized highway location, 

Spatial preferences of other population
serving activities have similarly ominous implica
tions for old central cities, one of the most 
important of which is the shift from passenger 
trains to the airlines. City-to-city travelers, who 
previously took a short trip downtown to the rail 
terminal to board the train, now find it more con
venient to drive to the outlying airport for longer 
trips or to drive directly for shorter ones. The 
consequent demand for hotels and restaurants in 
downtown areas shrinks while the demand ex
pands along surburban freeways or outlying city 
areas near the principal airports.79 This evolu
tion of intercity transport modes has conse
quently added to the decentralization of these 
population-serving facilities. Recognizing these 
basic trends, Amtrak is attempting to locate sta
tions at the outer city edges and abandon exten
sive and expensive downtown terminals. Again, 
this works toward the economic and cultural de
cline of older cities. 

Also important are local consumer industries 
which service both specialized and generalized 
markets-these activities span a continuum run
ning from legal services to movie theaters to 
bakeries-and which typically follow their mar
kets. As we have seen from the preceding analy
sis, most of these markets are or have been sub
urbanizing. Counties where the previously 
examined sectors and residential activities are 
locating will also be expected to expand and de
velop their population-serving industries. 

In the first four sections of this appendix, 
we have looked at the factors determining the 
locational tendencies of the major economic and 
residential delineations of the metropolis through 
their differential growth rates in New Jersey 
counties. This framework of locational parame
ters makes it possible to establish the potential 
areas of growth and change and to evaluate the 

7. Newark Airport and its recent redevelopment provide a running 
documentary of this change-motels and hotels are proliferat
ing along Route 1, the main access road to the airport , while 
the downtown Newark hotels are being converted to office 
space or are abandoned. See George Sternl ieb and Robert 
BurChell , Residential Abandonment: The Tenement Landlord 
Revisited (New Brunswick: Center for Urban Policy Re- : 
search, 1973). 
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current reasonableness of the basic models of 
neighborhood change. 

Summary 

In this section we have reviewed the 
broader aspects of urban spatial structure; gen
erally, we have looked at the basic processes 
underlying the growth and change of different 
spatial areas of the metropolis. Specifically, four 
analytically distinguishable economic sectors 
were examined in terms of the individual factors 
determining their locational tendencies. 

In the model paradigm, the spatial location 
of manufacturing employment is the basic driving 
force shaping and conditioning urban growth. 
The technological and economic forces affecting 
manufacturing locations generate less and less 
reason for such operations to be located in 
major urban centers. The introduction of new 
production techniques and the shift in transport 
modes appear to facilitate the withdrawal of 
manufacturing activities to lower cost open sites 
at the edges of urban areas. Thus new periph
eral bands of high private vehicle accessibility 
circumscribing the city appear to be the metro
politan locational preference for this industry. 

In terms of white collar and office employ
ment, the locational parameters of face to 
face commynication, transportation, technological 
change, and prestige and environmental prefer
ences have important implications for metropli
tan areas. First of all, for those office functions 
desiring a central location, because of face-to
face communication requirements and other cen
tralizing forces, the secondary cities have little 
to offer in comparison with the urban giants both 
in terms of accessibility by public transit and in 
urban services and amenities. 

However, decentralizing tendencies work to 
the economic benefit of almost all metropolitan 
suburbs. The environmental, prestige, and auto
motive accessibility characteristics of those areas 
located in the outer ring portions of most 
metropolises should work to generate high rates 
of white collar and office growth. 

The third sector-the residential distribution 
of the population-is generally shaped about 
employment facilities which are forming periph
eral lands of economic activity circumscribing 
the built up environs of urban complexes. Resi
dential development is favored not only within 
the suburban territory inside of the circumferen
tial freeways, but is also spurred in the vast un
developed lower cost spaces beyond it. Thus 
counties along the economic growth lands, both 

inside and outside the belt route corridors, and 
counties along radial corridors external to the 
circumferential will more and more become the 
favored location for residential development. 

The basic locational determinant of popula
tion-serving activities, the last economic sector 
to be examined, is the location of the population 
they are designed to serve-service activities 
traditionally have followed thei r markets. 

Appendix B 
Neighborhood Delineation 
Methodology 
Introduction 

Up to this point we have focused on neigh
borhoods without in fact expending any effort to 
provide an adequate definition of the term. In the 
literatu re that was reviewed previously, there 
was more than a limited attempt to isolate this 
basic concept. 

In the course of time every sector and quarter of the 
city takes on something of the character and qualities of 
its inhabitants. Each separate part of the city is inevitably 
stained with the peculiar sentiments of its population. The 
effect of this is to convert what was at first a mere geo
graphical expression into a neighborhood, that is to say, a 
locality with sentiments, traditions, and a history of its 
own ." 

Underlying this definition was the work of the 
Chicago ecologists with the concept of "natural 
areas," defined as territorial units whose unique 
characteristics-physical, socioeconomic, and 
cultural-result from the operation of the ecologi
cal and social processes which we previously re
viewed. 

All of these break the city up into numerous smaller 
areas, which we may call natural areas, in that they are 
the unplanned, natural products of the city's growth. Rail
road and industrial belts, parks and boulevard systems, riv
ers and rises of land acting as barriers to movements of 
population tend to fix the boundaries of these natural 
areas . .. . In the competition for pOSition the population is 
segregated over the natural areas of the city . Land values, 
characterizing the various natural areas, tend to sift and 
sort the population . At the same time segregation reem
phasizes trends in values. Cultural factors also playa part 
in this segregation, creating repulsions and attractions. 
From the mobile competing stream of the city's population 
each natural area of the city tends to collect the particular 
individuals pre-destined to it. These individuals, in turn, 
give to the area its peculiar character. And as a result of 
this segregation, the natural areas of the city tend to be
come distinct cultural areas as well-a "black belt" or a 
Harlem, a Little Italy, a Chinatown , a " stem" of the "hobo," 
a rooming-house world, a "Towertown," or a "Greenwich 

.. Robert E. Park, Human Communities (New York: The Free Press 
of Glencoe, 1952), p. 17. 
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Village," a "Gold Coast," and the like-each with its char
acteristic complex of institutions, customs, beliefs, stand
ards of life, traditions, attitudes, sentiments, and interests. 
The physical individuality of the natural areas of the city is 
re-emphasized by the cultural individuality of the popula
tions segregated over them. Natural areas and natural cul
tural groups tend to coincide. A natural area is a geograph
ical area characterized both by a physical individuality and 
by the cultural characterisitcs of the people who live in it.81 
(Emphasis added.) 

While planners have provided a more pre
cise definition of a neighborhood in terms of 
specific sizes and tributary areas surrounding an 
elementary school, it is probably most preferable 
to keep the concept less rigid, and more in 
keeping with the "natural area." The quantitative 
procedures recommended to isolate homogene
ous neighborhoods are not based on absolute 
size but the degree of internal uniformity across 
social, economic, and structural parameters. Fur
thermore, the processes which generate these 
areas do not require a consensus of opinion, 
just the acceptance of the existence of distinct 
'1eighborhoods irregardless of the processes giv
ing rise to them. 

With this ambiguous definition at hand, how 
do we approach the city or metroplis with the 
prospect of carving out valid neighborhood 
areas? Fortunately, much of the work of quantita
tive urban geographers of the past decade was 
concerned with just this very question. They 
were also interested in larger-scale problems of 
the same nature, i.e., dividing a superregional 
area into homogeneous subregions. The task 
was the same in both cases and the developed 
techniques were thus independent of scale. Thus 
we will first view the general case of quantitative 
regionalization before specifying the parameters 
necessary to isolate neighborhoods of the city. 

The General Regionalization Procedure 

The basic regionalization (classification or 
grouping) procedure is to establish the relevant 
properties of the objects to be classified and 
then to use these properties to assign the ob
jects into classes. More specifically, classifica
tion, in the sense used here, is undertaken in 
reference to measurements made on the prop
erty rather than ~y reference to the existence or 
nonexistence of the property per se. Thus we are 
not grouping, for example, on the basis of a 
yes-no presence of a nonwhite population, but 
the percent of the total population that is non

"H. W. Zorbaugh, "The natural areas of the city," PubIs. Am. 
Social. Soc. 20 (1926), 188-97. Reprinted in G. A. Theodorson 
(ed.), Studies In Human Ecology (Evanston, III., 1961), pp. 
45-8. Quotation from laller, pp. 48-7. 

white. In general, then, to group objects on a 
quantitative base we require: 

1. A set of objects, kl' k2' . . . kn, to be 
grouped. 

2. A set of relevant attributes or properties, 
Pl , P2 , • •• Pm. 

3. A set of measures, xij ' on the properties 
of the objects. 82 

We then have an n by m matrix, X, made up 
of the Xjjs: 

p P • • • • Pm 

k, Xll X'2 • • • • • x'm 

k2 X21 

Objects 

kn xn, 

The basic problem of quantitative classification 
involves searching this matrix for measures of 
appropriate groupings. The procedure most com
monly employed is the minimization of within
group variance on the measures and the maximi
zation of between-group variance. 

In order to follow this procedure, it is neces
sary to estimate the distance-often termed 
the taxonomic distance~between two objects 
as they are measured on the m variables. 
Conceptually, the m variables we are using 
to classify form an m dimensional space in which 
each object is located. What is required, 
then, for classification is a measure of the dis
tance between the objects as they are located in 
that m dimensional space-this is a problem of 
multidimensional scaling.83 

The specific grouping algorithm suggested 
uses a generalized distance function based on 
within"group variance. For each possible pairing 
of objects, the means for each of the attributes 
is calculated and the sum of the squared devia
tions from the means computed. The pairing of 
objects which has the minimum value on this lat

82 David Harvey, Explanation in Georgraphy (New York: 51. Martins 
Press, 1969), p. 339. 

sa Ibid. 
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ter calculation is assumed to form a class. If, for 
example, we have the following situation of 4 ob
jects (k) with measures on each of 3 properties 
(p) 

Properties 
Pl P2 'Pa 

kl 2 3 4 
k2 3 4 3 

Objects k3 4 3 3 
k4 4 3 2 

a first step would involve pairing objects kl and kz 
and computing the means and squared deviations 
for each of the properties. 

Properties 
Pl P2 Pa 

k1-k2 

mean value 2.5 3.5 3.5 
kCk2 squared 

deviation .25 (.5) .25 (.5) .25 (.5) L = .7 

This procedure is repeated for all possible 
pairings (groups) 

Pairing Sum of squared deviations 
kck2 .75 
k2-ka .50 
ka-k4 .25 
k2-k4 .75 
kck• 2.00 
kcka 1.25 

In this sample, ka and k4 have the most similar 
variable profiles as measured by the sum of 
squared deviations and therefore are clustered 
together to form a homogeneous group, defined 
by the mean values of the pairing. The proce
dure is then repeated with kJ objects using this 
new pairing as a new object; the procedure is 
thus repeated until only one object or group re
mains. 

This clustering procedure does not have a 
unique single analytical solution; it does, how
ever, produce a unique hierarchy of groups, at 
the base of which each observation is consid
ered a group unto itself, while at the peak all the 
observations are clustered into one general 
group. As the hierarchy is ascended, generality 
is progressively gained while definition is pro
gressively lost. At each level of the hierarchy a 
measure of the total error introduced by the ad
ditional grouping is presented, facilitating the 
selection of the level of grouping for the particu
lar task at hand. It is by virtue of this error term 
that a decision is made on the logical number of 
homogeneous groups that actually exist, since 

the major increment in error increase occurs 
when homogeneity within a group is lost. 

The Neighborhood Application 

In order to approach our goal of neighbor
hood delination, we must define the objects to 
be grouped. At one scale of analysis, we might 
have used the individual household as our basic 
element. But because the census resources do 
not isolate the attributes of such individuals, we 
must turn to a more complex element as a surro
gate, i.e., a group of homogeneous individuals. A 
reasonable approximation is contained within a 
census tract, a spatial entity comprising a homo
geneous grouping of people with documented 
socio-economic attributes.B4 

With census tracts as the major observa
tional units to be grouped to form neighbor
hoods, it is then necessary to determine the set 
of attributes defining the census tracts and sub
sequently to obtain the associated measures on 
these attributes for each tract. 

From the basic census resources, a host of 
variables are available for each unit of observa
tion. However, no matter which specific variables 
(attributes), say m in number, are selected, their 
patterns of covariation will overlap. Thus "when 
several variables display a single pattern of con
comitant variation it is desirable to eliminate the 
redundancies, isolate this pattern and use it in 
the analysis instead of the several variables to the 
more fundamental r basic patterns." 85 This is 
accomplished generally through the use of a 
principal components factor analysis with rota
tion according to the varimax criterion. The vari
max rotation does not affect the hierarchy of 
groups which will be yielded from the cluster 
analysis. 

The resulting components or factors serve 
as the set of attributes or properties for the set 
of objects (tracts) that are to be grouped. For 
each component (or attribute) there exists a 

.. Census tracts are small areas into which large cities and ad
jacent areas have been divided for statistical purposes. Tract 
boundaries were established cooperatively by a local com
mittee and the Bureau of the Census. and were generally de
signed to be relatively uniform with respect to population 
characteristics, economic status, and living conditions. The 
average tract has about 4,000 residents. Tract boundaries are 
established with the intention of being maintained over a long 
time so that comparisons may be made from census to census. 
I n the decennial censuses, the Bureau of the Census tabulates 
population and housing information for each census tract. 
The practice of local agencies to tabulate locally collected 
data by tracts has increased the value of census tract data 
In many areas. 

85 Brian Berry, "A method for Deriving Multi-Factor Uniform 
Regions," Prezgfad Geograficzny, t. xxxiii Z, 2 (1961) 263. 
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(Exhibit B-l-Gontinued)
Exhibit B-1. Analytical Scheme 	 total within-groups 

Data 
Flow 

1. 	Data 
Sources 

2. 	 Coded 
Raw Date 

3. 	 Transgen
eration 
Programs 

4. 	 Principal 
Compo
nents 
Factor 
Analysis 
Program 

5. 	Hierachi
cal 
Grouping 
Analysis 
Program 

(Continued above) 

Printed 
Output 

Raw Data 
List 

Transgen
erated 
Data List 

Means and 
Standard 
Deviations 

Correlation 
Matrix 
Eigenvalues 
and Eigen
vectors 

Factor 
Matrix 
Orthogonal
Rotated 
Factor 
Matrix 

Factor 
Scores 
Successive 
Groupings 
of Spatial 
Units. From 
n groups to 
1 group. 

Summary: 
Computational 

Procedure 

m socio-economic 
attributes of n spatial 
units formed into 
n X m raw data 
matrix." n X m raw 
data matrix repro
duced (punched) 
on computer cards. 
BMD-09S: b Trans
generation Program : 
converts size data 
to percentages. 
Output both printed 
and entered on 
tape (for BMD-03M 
input). 
BMD-03M: C Factor 
Analysis Program 
Data input via tape 
of transgenerated 
data: The means 
and standard de
viations are a by
product of the com
putation of the 
correlation matrix. 
From this m X m 
matrix, the program 
performs a principal 
component solution. 
The resulting m X r 
factor matrix is ro
tated via the varlmax 
criterion so that 
each factor is stated 
in terms of those 
few variables with 
which it is most 
highly correlated. 
The measure of 
each factor on each 
spatial area is com
puted and presented 
as an n X r factor 
score matrix, which 
is printed and 
punched out on 
cards. 
Program H-Group: 
Given a set of n 
spatial areas meas
ured on r aifferent 
characteristics this 
grouping procedure, 
on the basis of pro
file similarity (factor 
scores), utilizes the 

variation as the 
function to be 
minimized! 

• U.S. Bureau of the Census, U.S. Census of Population. 
b W. J. Dixon, ed., BMD Biomedical Computer Programs 

(Los Angeles: University of California, 1968), pp. 421
430. 

c Ibid., pp. 169-185. 
d Donald J. Veldman, Fortran Programming for the Behav

ioral Scientist (New York : Holt, Rinehart, and Winston, 
1967). Chapter 12, especially pp. 308-317. 

measure on each tract known as the factor 
score. The matrix of these component or factor 
scores is known as the factor score matrix (n x 
r) 	 and it locates each tract in an r dimensional 
Euclidean space. The information presented in 
this matrix forms the basis for the grouping of 
the tracts, a taxonomic problem which can be 
undertaken with a version of cluster analysis for 
hierarchical grouping (H Group).86 This program 
is 	a variant of the general regionalization tech
nique discussed earlier. This entire methodologi
cal procedure is presented in Exhibit 8-1. 

The number and scope of the basic input 
variables is limited only by time and resources. 
In 	the general case, through, whatever the num
ber of variables, they will be collapsed into be
tween 5 and 9 factors. 

8a A requirement that clustered observations must be contiguous 
is an option of this program. 
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9 Housing Production 


Evaluation of a Proposed Shallow 
Subsidy Rental Housing 
Production Program 

By Sheldon L. Baskin 
Housing Attorney 

Introduction 

The objective of this paper is to evaluate a 
proposed shallow subsidy rental housing produc
tion program (RHPP) from the point of view of 
the housing developer, the lender, the investor, 
and the marketing and management functions. 
The approach will be first to describe the pro
posed program, then to analyze it from the point 
of view of each of these actors in the develop
ment process. There will, of necessity, be some 
duplication-for example, the management and 
marketing effects of the subsidy will be of great 
interest to the developer. Therefore, certain as
pects that are discussed with regard to the de
veloper, for example, may be only noted in pass
ing, or omitted entirely, when discussing market
ing. 

Also, since the RHPP is not formulated in 
detail-and is, in fact, presumably still open to 
final determinations on many points-the paper 
will attempt to discuss some of the benefits and 
liabilities of aspects of the program that are not 
yet determined. 

The objective of the RHPP is to produce 
more housing than would otherwise be produced 
as long as the need for additional units exists. 
The justification is the community's need for ad
ditional dwellings up to the point where a decent 
dwelling unit exists for every family. The pro
gram is intended to reduce the shortage of de
cent housing units by enabling private 
developers to build for markets that would not 
exist without the program. Unlike present pro
grams, the RHPP is not a subsidy to bridge the 
gap between what the developer must receive to 
produce new dwellings and what the poor can 
afford to pay. 

The main feature of the program is its use 
of the subsidy as a lever to widen the market. It 

is aimed in particular at young, mobile individv
als and households, although it would be avail
able to all tenants. The program is designed to 
retain the basic checks and balances of the mar
ketplace, and, by dissolving the distinction be
tween subsidized and nonsubsidized develop
ments, to minimize the need for Federal 
regulation and supervision. 

The RHPP is structured so that it can be 
supplemented by State and local subsidies that 
have explicit community development objectives. 
The RHPP itself is meant to be neutral with re
spect to issues of community development. 

The RHPP would be available to initial ten
ants in new units whether or not they were in
sured by the Federal Government. The dollar 
amount per unit would be substantially smaller 
than existing programs, and the percentage of 
fully subsidized units in any project would also 
be a fraction of the current total. 

The subsidy would be available only for oc
cupancy of new buildings and only to the initial 
tenant. The beneficiary of the subsidy would be 
required to pay at least 20 percent of his income 
for rent. The subsidy would not exceed 20 per
cent of the rent on 20 percent of the units in the 
project. Projects eligible for the subsidy would 
have to have rents equal to or less than the rent 
of a well-designed and well-managed middle in
come unit in the locality. 

The Department of Housing and Urban De
velopment (HUD), with the advice of local hous
ing experts, would set maximum fair market 
rentals for each housing market, taking into con
sideration both local housing costs and. the size 
and type of the dwelling. The subsidy would be 
available to all developers of new units within 
the maximum rents. When the units were ready 
for occupancy, the developer would certify to 
HUD that his rents were at or below the amounts 
set and would receive a commitment for a full 
subsidy of 20 percent of the average rent for 20 
percent of his units. The developer would be 
free to distribute this amount any way he chose. 
If the average rent for the development were 
$250 per month, he could reduce rents for 20 
percent of the units by $50 each, or all of the 
units by $10 each, or any other combination or 
permutation, so long as 

• No unit subsidy exceeded 20 percent of 
that unit's rent. 

• The subsidy was used for moderate-rent 
units. 

• The tenant-beneficiary spent 20 percent 
or more of his income on rent. 

~. -- - - -- ~ ~-
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The developer would choose the tenants and 
present an income certification to HUD. 

The landlord would not have to use the sub
sidy funds available to him. Under the plan, he 
would be free to rent without the benefit of the 
subsidy to anyone and at any rent. The rent on a 
unit would be fixed only as long as a subsidized 
tenant lived in the unit; an unsubsidized tenant 
could be charged any rent. Furthermore, the 
"fixed" rent would be adjusted annually on a 
marketwide basis to take into account changes 
in operating expenses. Once the tenant moved 
out, the subsidy would no longer be available to 
that extent for the project. 

In order to limit further the cost of the pro
gram to the Government, there could be a time 
limit on the number of years for which the sub
sidy would be available even to the initial tenant. 
In any case, the cost of the subsidy program to 
the Government would be related to the number 
of years the initial tenant lived in the project, 
and the number of years until the tenant's in
come was sufficiently high to reduce or eliminate 
the subsidy on the basis of paying 20 percent of 
his income for rent. 

The remainder of this paper will discuss this 
proposed program from the point of view of the 
various individuals, firms, and institutions in
volved in the housing development process that 
would be most affected by the program. 

The Developer 

A. Where would the program be used? By 
its terms, the subsidy would be available to any 
new nonsubsidized multifamily rental develop
ment. Therefore, it would be unavailable to de
velopers of Section 236 and rent supplement and 
public housing leased projects but would be 
available to all other new projects: 

1. Conventional: It would probably be 
used by all conventional developers, except 
where the following factors were involved: 

a. Luxury developments where the rents 
are too high to qualify for the program. 

b. Snob appeal projects, where, even 
though the subsidy might be available techni
cally, the developer chooses not to use it in 
order to upgrade the image of the project. 

c. Administrative burdens: Some devel
opers would decide that the paper work would 
be too great. Incomes have to be checked and 
reported to the government, and other accurate 
records would have to be kept. 

d. Ignorance: Some developers might 
not know about the program and how to make 
use of it. 

e. Ideology: Some developers might re
fuse to make use of the money because of a 
free-market or anti-Government bias. 

f. Some developers might prefer not to 
make any disclosure to the Federal Government 
and therefore might not participate. 

g. Some developers might not need it, 
i.e., where initial leasing is very strong. 

h. Many developers might not use the 
subsidy if its use required affirmative marketing, 
equal opportunity, prevailing wages, and other 
such HUD requirements. 

2. 221 (d)(4): Virtually all developers of 
FHA Section 221 (d)(4) projects would use the 
subsidy, since most of the objections listed for 
conventional housing are either totally inapplica
ble (e.g., they are already subject to HUD re
quirements, reporting, etc.) or greatly attenuated 
(e.g., they are already dealing with the 'Federal 
Government). 

3. State Housing Authority: Virtually all 
such projects would use the program, although 
in a few cases it might be waived if it meant 
dealing with HUD as well as with the State 
agency. If the State agency were given the funds 
to administer, then probably everyone would use 
it. Also, the State agency might require the pro
gram to be used in order to reach lower income 
people with the market rate units and in order to 
help the feasibility of the project. Combined with 
the low interest rate, and in some cases real es
tate tax subsidies, State projects would then 
have a real advantage over competition, espe
cially if the subsidy were figured on the basis of 
20 percent of the entire project, no matter how 
many units were eligible for the Section 236 sub
sidy. 

4. Section 236: The subsidy would not be 
available for these projects. 

B. What are the incentives and disincentives 
to the developer from each of the programs, and 
how would these be affected by the programs? 

1. Incentives: The incentives to a devel
oper of rental housing fall into the broad catego
ries of land profits, fees for services, and a de
velopment profit and/or an investment. In this 
regard, it is useful to distinguish between a 
builder/developer who may develop a project 
primarily in order to create a contractor's fee for 
his building company; a developer/investor who 
develops a project in order to own it and have 
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the benefits of an investor; and a "pure" devel
oper, not a builder or an investor, who will sell 
most or all of the equity to investors. 

The pure developer will hope to have a 
profit after syndicating or entirely selling the 
project, over and above his cost of development 
and other expenses for which he may be liable 
pursuant to the sale or syndication. A related ap
proach involves sale of most of the immediate 
benefits, but retention of a residual interest in 
the project. 

If the developer does not sell or syndi
cate, he will be expecting tax shelter, cash flow, 
and equity appreciation, just like any other 
investor. He may also expect to earn fees for 
services-e.g., marketing, managing, and insur
ance-although he is equally likely to contract 
out for these services. 

2. Disincentives: The developer of new 
rental housing is faced with an investment of 
time, effort, and/or capital, and the risk of unex
pected liabilities and expenditures during the 
construction, initial leasing, and later operation 
of the project. The extent of each will depend on 
the terms of his financing and his syndication. 

The earlier in the development process 
the developer brings in investors, when the risk 
is greater, and the more money the developer 
raises from investors, the more equity and pref
erences the developer must give up and the 
more risk he may have to undertake in terms of 
guarantees to investors. In addition, the devel
oper may have a cash investment in the project 
measured by the total construction cost of the 
project, the cost of carrying and financing 
charges, and the amount of marketing expendi
tures and early operating deficits, minus the 
mortgage amount and the amount of equity 
raised from investors. These factors may be in
terrelated, since the full amount of the investor's 
contribution may not be forthcoming until a cer
tain level of income is reached. In addition, the 
developer may agree to be responsible for later 
operating deficits or even distributions to the 
investors. He also may be personally liable for 
some or all of the mortgage financing. 

The developer is faced with a series of 
risks that tend to decline as the project moves 
farther along in the development process and a 
greater amount of money is invested in it. 

a. The most serious risk is the risk that 
the project will not get built at all. Legal prob
lems, environmental requirements (flood control, 
drainage, sanitary sewer, water, etc.), planning 

and zoning disputes, lawsuits, and a variety of 
other factors may prevent construction after a 
considerable expenditure of time and money. 
Thus the developer may suffer a substantial loss, 
unless he is lucky enough to be able to sell the 
land at a profit-more likely he will suffer a loss 
on the land, since the development plan cannot 
be implemented. 

b. Even after the project is in construc
tion, rising labor and material costs, strikes, etc., 
may considerably increase the cost and change 
the economics. Late completion can increase 
carrying charges considerably. Even though 
financing is committed, if it is tied to money mar
ket rates, the total cost may be well in excess of 
projections. 

c. Third, if initial leasing is slower than 
projected, additional advances of mortgage 
money and investors' contributions may not be 
forthcoming, and operating deficits incurred by 
the developer during this period may be substan
tial. 

d. Finally, even after the project is 
completed and occupied, recent experience 
shows that inaccurate real estate tax estimates, 
rising expenses of all kinds (including real estate 
taxes), and a decline in demand from any of a 
number of sources may lead to inability to pay 
debt service requirements and thereby to fore
closure of the mortgage on the property. De
pending on the terms of the financing and syndi
cation, part or all of the loss may fallon the 
developer. 

3. The Effect of the Program: The RHPP is 
effective in reducing only the third of these four 
areas of risk. It may even add to the fourth risk, 
since it will make newer projects more competi
tive in the future. By contrast, the Section 236 
program will reduce the third risk, and will re
duce the fourth risk at least on the income side. 
It may increase the first risk, due to local objec
tions to such projects. It will also have an effect 
on the second risk, but the effect will vary, de
pending on the availability of a mortgage in
crease to cover increased costs. State agency 
programs will affect the developer's risks in the 
same direction as the Section 236 program, but 
to a lesser degree in most cases. FHA or State 
agency financing generally will have the effect of 
reducing the cash investment of the developer, 
as compared to conventional finanCing, regard
less of whether or not a subsidy is involved. 

As stated, the pOint at which the RHPP is 
most relevant is the initial operating deficit. To 
the extent that developers are realistic about the 
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potential exposure during the period between 
completion of units and occupany of those units, 
the program should be a substantial incentive to 
building. 

The program gives the developer a maxi
mum of flexibility in devising a market strategy. 
A review of Table 1 shows different possible 
uses of the 20 percent subsidy. Example #1 is 
for an assumed unsubsidized 100 unit project 
with a one-year rent-up period, with rentals dis
tributed approximately evenly throughout the 
year. This is, of course, unrealistic, if only for 
the reason that most localities have rental "sea
sons." However, it serves adequately for pur
poses of illustration. 

The figures show that, based on the as
sumed rent-up pattern (and assuming each unit 
is rented for the entire month in which it is 
shown as rented), the total income for the year 
for the project would be $161,500. For purposes 
of illustration, assume that the cost of debt serv
ice, operating expenses, and marketing expenses 
for the year is $250,000. On this assumption of a 
conventional project with a one-year rent-up pe
riod and no subsidy, the developer would incur a 
deficit of about $90,000 during the rent-up pe
riod. Assuming a syndication for $250,000 and a 
minimum equity requirement from the developer, 
in addition to his developer's fee of $40,000, the 
$90,000 would constitute more than 40 percent of 
his projected profit from the development. 

The other examples in Table 1 illustrate 
various uses of the proposed subsidy program. 
Example #2 assumes that the entire subsidy is 
used for 20 percent of the units, and with this 
rental discount (i.e., a $250 unit would rent for 
$200) all 20 of these units would be rented in the 
first month, and the remaining units would be 
rented at the same rate (8 or 9 per month) as in 
the unsubsidized example. As shown, a total of 
$213,000 would be taken in instead of $161,500, 
cutting the deficit from $90,000 to about $40,000. 
In addition, a great deal more money would be 
coming in in the earliest months, which has an 
additional value. 

The other examples make the assumption 
that a 4 percent rent decrease would be spread 
across all 100 units and the entire project would 
be rented in 8 months instead of 12 ($250 apart
ments renting for $240-Example #3) or 40 per
cent of the units would be reduced 10 percent 
($250 units renting for $225, but the remaining 
units would be rented over the entire 12 month 
period-Example #4), or 40 percent of the units 
would be allocated a 10 percent reduction, and 

the remaining units would be rented at the same 
monthly rate as in the unsubsidized example. 
(Example #5.) These various assumptions would 
produce income for the year ranging from 
$211,000 to $247,750; on the latter assumption, 
the deficit would be virtually eliminated. 

In addition, the $250,000 of operating ex
penses might be decreased by the faster rent-up 
because total marketing expenses should be less. 
Also, in cases where the rent does not in
clude heat, faster rent-up puts the heating ex
pense on to the tenant sooner. 

Another major advantage of the faster 
renting would be that any rental achievement re
quired for funding the final amount of the perma
nent mortgage or for syndication contributions to 
be due would be accelerated. 

Even if the 20 percent were spread over 
all the units, reducing rents by only 4 percent, 
this would be the equivalent of a saving of about 
7 percent in construction costs, assllming that 
debt service attributable to development of the 
project is equal to somewhat more than half of 
the total project expenditures. The subsidy does 
not, however, encourage sloppy cost control in 
development, since the subsidy is not large 
enough to give the development a free ride in 
the competitive ren'tal market. Tight cost controls 
will still be rewarded by an additional edge on 
the market. But if the subsidy is looked at as 
equivalent to a 7 percent savings in construction, 
it is hard to see how any developer could con
sider that insignificant. 

C. Assuming, then, that the RHPP gives a 
real and significant incentive to the developer, is 
it possible to quantify the actual production ef
fect of the program? The decision as to the num
ber of units to build is not made by the devel
oper alone, but is also determined by what 
lenders will approve: 

1. Conventional: If a developer or lender 
would be confident in developing 100 units with 
a one year estimated rent-up period without a 
subsidy, then, assuming that applying the entire 
subsidy to 20 percent of the units would be con
sidered to guarantee quick rental of those units, 
the subsidy should make the lender comfortable 
in developing at least 125 units. If the site were 
considered so good that renting would be almost 
automatic with a 10 percent rent reduction, 160 
units could be built, 64 of them subsidized to the 
extent of 10 percent, and the remaining 96 
rented in less than the originally projected one
year period. And the quicker renting of the sub
sidized units would improve the economics for 
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Table 1. Alternative Uses of Proposed Rental Housing Subsidy: 100 Unit Project 

CUMULATIVE MONTHLY CUMULA
NUMBER NUMBER INCOME @ TIVE 

MONTH RENTED RENTED $250/DU.lMO. INCOME 

1 8 8 EXAMPLE #1 2000 2000 
2 8 16 4000 6000 
3 9 25 6250 12250 
4 8 33 8250 20500 
5 8 41 10250 30750 
6 9 50 12500 43250 
7 8 58 14500 57750 
8 8 66 16500 74250 
9 9 75 18750 93000 

10 8 83 20750 113750 
11 8 91 22750 136500 
12 9 100 25000 161500 

1 28 28 EXAMPLE #2 7000 7000 
2 8 36 9000 16000 
3 9 45 11250 27250 
4 8 53 13250 48500 
5 8 61 15250 55750 
6 9 70 17500 73250 
7 8 78 19500 92750 
8 8 86 21500 114250 
9 9 95 23750 138000•10 5 100 25000 163000 

11 0 100 25000 188000 
12 0 100 25000 213000 

1 12 12 EXAMPLE #3 3000 3000 
2 12 24 6000 9000 
3 13 37 9250 18250 
4 12 49 12250 30500 
5 12 61 15250 45750 
6 13 74 18500 64250 
7 13 87 20750 86000 
8 13 100 25000 111000 
9 0 100 25000 136000 

10 0 100 25000 161000 
11 0 100 25000 186000 
12 0 100 25000 211000 

1 25 25 EXAMPLE #4 6250 62500 
2 25 50 12500 18750 
3 5 55 13750 32500 
4 5 60 15000 47500•5 5 65 16250 63750 
6 5 70 17500 81250 
7 5 75 18750 100000 
8 5 80 20000 120000 
9 5 85 21250 141250 

10 5 90 22500 163750 
11 5 95 23750 187500 
12 5 100 25000 212500 

1 28 28 EXAMPLE #5 7000 7000 
2 28 56 14000 21000 
3 9 65 16250 37250 
4 8 73 18250 55500 
5 8 81 20250 75750 
6 9 90 22500 98250 
7 8 98 24500 122750 
8 2 100 25000 147750 
9 0 100 25000 172750 

10 0 100 25000 197750 
11 0 100 25000 222750 
12 0 100 25000 247750 

NOTES: Ex. #1: No sudsidy; Ex. #2: 20 percent rent reduction for 20 units; Ex. #3: 4 percent rent reduction for 100 units; Ex. #4: 
10 percent rent reduction for 40 units-1st assumption; Ex. #5: 10 percent rent reduction for 40 units-2nd assumption. 
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the entire project during the rental period. How
ever, there are other constraints that might not 
allow the number of units to be increased to this 
extent: 

a. The zoning might allow only 100 
units on the site, and no other nearby site may 
be available to the developer. 

b. Other govern mental approvals may 
be lacking for additional units, such as EPA per
mits. 

c. There may be a lack of available 
mortgage funds, that is, if the lender-or all 
lenders-are rationing funds, then only 100 units 
may be able to be built, even though the market 
would warrant more. 

d. Similarly, equity funds may not be 
available, even if the subsidy makes the invest
ment look attractive. Economic recession may 
dry up funds for investment in real estate, or ad
verse publicity may have a similar effect, or, 
more importantly, passage of "tax reform" legis
lation could result in equity capital flowing into 
areas other than the development of rental hous
ing. 

e. A shortage of labor or materials 
might limit the number of units that could be 
built. 

Furthermore, to the extent that the RHPP, 
together with whatever other factors are at work 
in the local housing market, creates a surplus of 
housing, the subsidy will at some point not be 
sufficient to make the project feasible. For exam
ple, if the rent-up period on the market rate units 
stretches out to 2 years because of market 
conditions, then the project may not be feasible 
even with the subsidy, or the subsidy may be 
used to make 100 units feasible, instead of some 
increased amount. 

This result is, of course, purposely built 
into the program. It is a production program, and 
it is not meant to encourage production where it 
is not necessary, i.e., where there is an oversup
ply of housing. However, this factor must be 
taken into account in trying to quantify the effect 
of the production program. 

2. Section 221 (d)(4): The effect would be 
approximately the same as described for conven
tional developments. The FHA would presumably 
take into account the subsidy in their market 
studies. 

3. State Housing Authorities: The impact 
of the RHPP would depend in part on whether 
the subsidy would be available for 20 percent of 

all units or only for 20 percent of the unsubsi
dized units: The amount of the subsidy could be 
computed based on the total number of units in 
the project, even though it could not be used for 
any unit for which a Section 236 or rent supple
ment subsidy was in effect. For a project with a 
subsidy for one-third of the units through Section 
236, this would allow the 20 percent subsidy to 
be spread over two-thirds of the units, producing 
a discount of about 6 percent on these units. 
Even if the subsidy were calculated on 20 per
cent of the unsubsidized units only, the 4 per
cent reduction could be added to a reduction of 
approximately 10 percent in rents due to the 
lower interest rates on mortgages made by the 
State. 

The "market rate" units for these State 
projects would then be 12 percent t6 16 percent 
below conventionall¥ developed units and would 
thereby be in an excellent competitive position. 
In fact, especially in locations where such proj
ects would be entitled to real estate tax advan
tages, the cumulative effect of these subsidies 
would be to reach somewhat lower income ten
ants-those between the rent supplement and 
Section 236 tenants and the "market rate" ten
ants, who now have only a small advantage over 
conventional rents. This would be of considera
ble help to State agencies in achieving their 
housing objectives, and would allow a full spec
trum of incomes, eliminating the income gap that 
now exists. 

A typical State project might then end up 
with 20 percent low income tenants (rent supple
ment), 20 percent moderate income tenants 
(Section 236), a further 24 percent middle in
come tenants whose rent would be about 20 per
cent below the market instead of 40 percent 
below the market (RHPP rents) and 36 percent 
"market rate" tenants at perhaps 10 percent 
below conventional market rate rents. 

The RHPP could therefore be a very pow
erful incentive to the development of feasible 
State agency projects and could lead to more 
developers seeking State agency funding despite 
limited return. 

4. Section 236: The RHPP would have no 
effect on the production of Section 236 projects, 
since these are determined by the amount of 
subsidy funds appropriated by Congress. The 
RHPP would not cut into the Section 236 market, 
nor could the subsidy be added to the Section 
236 subsidy. Therefore, it would neither increase 
nor decrease production of these units. 
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The Permanent Lender 
A. Who is the lender under such a program? 

1. Conventional: The lender is usually a 
financial institution such as a savings and loan, 
savings bank, or insurance company. Less fre
quently, a pension fund, real estate investment 
trust, foundation, etc., might make a permanent 
mortgage loan on housing. In a small but grow
ing number of cases, the loan might have a pri
vate mortgage guarantee. 

2. 221(d)(4) : The same lenders might 
make Section 221 (d)(4) loans with FHA insur
ance. Also, the Federal National Mortgage Asso
ciation (FNMA) will frequently be the permanent 
lender, purchasing from the Government National 
Mortgage Association (GNMA) where the tandem 
plan is applicable. 

3. Section 236: The lender could be the 
same as for conventional or Section 221 (d)(4) 
loans, but generally the ultimate permanent 
lender is FNMA, purchasing from GNMA, which 
absorbs the permanent mortgage discount. 

4. State Housing Authority: The perma
nent lender is the State agency itself, which 
raises money to make the loans by issuing the 
tax exempt bonds. 

5. RHPP: Use of the RHPP would not 
change the type of lender for the program. 

B. Processing : In most cases, processing of 
FHA insured loans is done by a mortgage com
pany for a 2 percent fee. The processing work 
can be extensive. In the case of conventional 
loans, mortgage companies also frequently do 
the much simpler processing, although borrow
ers may sometimes go direct to the lender. Pro
cedures differ among State agency programs, 
but since the State agency is a direct lender, the 
developer will very often deal directly with the 
agency. In all cases, it would appear that the 
RHPP would be set up in such a way that nei
ther the mortgage company nor the lender would 
be involved in any additional processing in order 
for the project to take advantage of the subsidy. 
This would presumably be a matter between 
HUD and the developer. 

The lender might, however, want to insure 
by some procedure or legal documents that the 
developer did qualify for the subsidy and would 
take advantage of it, since the lender should feel 
more secure with the subsidy. Indeed, if the pro
gram is effective in increasing housing produc
tion, it will be at least in part because lenders 
give the subsidy some weight in their loan un

derwriting; having done so, they would want to 
be sure the subsidy was available when needed. 

C. Incentive: Different lenders make loans 
for different purposes. Private lenders are moti
vated by an opportunity to make a profit, con
sistent with safety of their depositors' or policy
holders' funds. Most institutional lenders also 
have some need to match their investments to 
their obligations, whether to depositors, policy
holders, or shareholders. The lender will usually 
profit from the basic interest payment, discount 
points to increase the effective interest rate, 
processing, commitment, and standby fees, and 
in some cases a share of the gross income or 
net income from the property. 

FNMA, GNMA and State housing authorities 
all must buy or make loans in such a way as to 
support themselves, but they have motivations 
beyond the profit motive. GNMA, as a Federal 
Government agency, has as a goal the provision 
of better ' housing throughout the country, espe
cially for low and moderate income families. 
State housing agencies are generally created to 
provide better housing throughout their states, 
especially for low and moderate income families. 
FNMA, although technically privately owned, is 
charged with an obligation to help to maintain 
the flow of funds into housing, to promote an or
derly residential mortgage market, and to other
wise support housing production. 

In every case, the RHPP subsidy, by improv
ing the feasibility and marketability of the project 
to which the lender is committed, should 
improve the position of the lender at no cost or 
inconvenience to the lender. Therefore, lenders 
should be expected to encourage participation 
by developers. 

D. Risks: The risk of the lender varies 
somewhat from program to program: 

1. Conventional: The permanent lender 
has the risk that over the term of its loan income 
will not be sufficient to cover all expenses in
cluding debt service, the owner will not want to 
or be required to or be able to make up the dif
ference, and a subsequent foreclosure will not 
recover the remaining mortgage balance plus ex
penses and accrued interest. The interim lender, 
on the other hand, has an exposure based on 
the ability of the developer to complete the proj
ect and to meet whatever income or other condi
tions are put on the funding of the permanent 
loan, which repays the interim lender. Even if the 
permanent lender requires the achievement of 
some income level prior to funding the perma
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nent loan, problems can develop later because 
of rising expenses, or because of falling income 
due to declining neighborhoods, loss of local 
employment, overbuilding and resulting competi
tion from new buildings, etc. 

2. Section 221 (d){4): The same risks are 
involved in a 221 (d){4) as in a conventional proj
ect, but the lender is insured against loss by the 
Federal Housing Administration. The FHA, there
fore, assumes much of the role of a lender in re
viewing the possible risks following from its 
commitment. 

3. Section 236: This is the same as a 
221 (d){4) in terms of the lender's exposure and 
the FHA insurance. In both cases, however, the 
lender does have some relatively small risk of 
loss involved in the timing of any transfer of the 
mortgage to FHA, as well as a loss of time and 
effort on the part of its personnel. 

The economic risks in a Section 236 proj
ect are different from a 221(d){4). In a good loca
tion, the marketing risk is vastly diminished, but, 
especially in a bad location, the risk of unex
pected and rising expenses is much greater. 
There is also a risk that approval by FHA of rent 
increases will not be timely enough to keep up 
with rising expenses. 

4. State Housing Agencies: Most of these 
projects are a mix of units subsidized with Sec
tion 236 funds and market rate units that are 
slightly below the going market rate for conven
tional projects. The risk for the total project may 
be greater because the project may have a tend
ency to be in a location that would be marginal 
for a conventional development. 

5. RHPP: The RHPP subsidy in a conven
tional project has a similar effect to the lower in
terest rate in a State housing authority project. 
Compared toone State agency, for example, the 
RHPP subsidy during the time it is fully in use 
would have an impact on the market rate units 
equal to about one-half of the State agency in
terest rate saving. As has been discussed, the 
subsidy should have a fairly significant effect on 
the risk on the income side in the early years, 
i.e., during the initial leasing period. This is gen
erally the period of greatest risk for the con
struction lender if the take-out is based on rental 
achievement, and for the permanent lender if the 
loan is disbursed prior to break-even occupancy. 

There could be a negative factor intro
duced by the RHPP subsidy, though. The very 
reason for the reduction of risk for the rent-up 
period, i.e., the ability of the new units to com
pete with about equal rents with units built a few 

years earlier, makes the RHPP project subject to 
much stiffer competition from new RHPP projects 
in the future. And this competition comes most 
strongly at the time at which the RHPP subsidy 
tenants are moving out and the apartments must 
be rented at the full market rate. 

This might be particularly important to a 
permanent lender who agreed to fund the perma
nent loan on the basis of rental achievement or 
the reaching of a break-even point, only to find 
itself with a project that cannot be rented at 
market rates and that is in competition with new 
developments which have available the RHPP 
subsidy. This might lead to permanent lenders 
conditioning their permanent funding on stiffer 
requirements, thus eliminating one of the impor
tant advantages to the developer of the RHPP 
subsidy. 

The Equity Investor 
A. A somewhat different type of investor is 

attracted by different types of projects. 
1. Conventional: Investors in convention

ally financed housing are generally interested in 
a balance between cash flow, tax shelter, and 
residual value. At times in the past, such inves
tors anticipated that rapidly increasing rents 
would make possible an early refinancing which 
would give them their money back. However, 
with the changing economics of apartment oper
ation and the current practice of long lock-ins 
and high prepayment penalties by mortgage 
lenders, this prospect is generally remote for a 
new development. However, investors do look for 
long-term value, as well as the more immediate 
cash and income tax benefits. 

2. Section 221 (d)(4): Section 221 (d)(4) in
vestors are a little more oriented toward tax 
shelter and somewhat less toward cash flow and 
residuals than investors in conventional develop
ments. The long mortgage term and very small 
initial amortization, as well as the heavy fees 
and carrying charges during the construction pe
riod, build up the tax benefits for the Section 
221 (d)(4) investor. FHA "rent formula" regula
tions do put some limit on rents and, therefore, 
on return. 

3. Section 236: Section 236 investors are 
generally interested primarily in tax shelter. They 
largely discount the prospect of even the limited 
cash flow, and they usually totally discount re
sidual values. 

4. State Housing Agencies: Investors in 
State housing agency projects do not have quite 
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as substantial tax shelter benefits as investors in 
FHA projects, and the cash flow is limited by 
statute. However, they may have some greater 
hope for residual value than Section 236 inves
tors. 

The investors are usually wealthy individu
als, although sometimes high tax bracket corpo
rations, trusts, or estates may invest in new 
housing development. Public limited partnerships 
have recently been set up to channel the invest
ment of smaller investors into new housing and 
to pass the tax benefits back to such investors. 
Individual investors tend to be corporate execu
tives, businessmen with their own businesses, 
and professional people in the broad sense (doc
tors, lawyers, accountants, real estate brokers, 
stockbrokers, et al) . 

B. The RHPP subsidy should make the 
investor more willing to invest since it reduces 
his risk in the crucial early years. A discussion 
of the added incentive to the developer would 
apply, for the most part, to the investor. How
ever, to the extent that the investor is interested 
in tax shelter, he is even more sensitive to the 
economic viability of the project in the early 
years, since a foreclosure results not only in loss 
of investment, but also in "recapture" of tax 
benefits previously enjoyed. 

C. The RHPP subsidy would tend to improve 
the cash return to the investor in the early years, 
depending on what the arrangement is with the 
developer regarding initial operating deficits, 
cash flow to the investors, and other terms of 
the agreement. 

D. If the RHPP subsidy works as projected, 
it would reduce income tax losses for the inves
tor to the extent that rental income increased 
without a corresponding increase in expenses. In 
addition, marketing expenses and perhaps some 
other early expenses might be decreased, 
thereby further reducing the deductible tax 
losses from the project. This is true only to the 
extent that the cash deficit is decreased or the 
cash flow increased. A dollar of cash is worth 
more to any investor than a dollar of tax loss, 
but in many cases the added income will only 
reduce the developer's obligation to carry the 
project, whereas the decreased tax loss will re
duce the total benefit to the investor during the 
development period. In return, he would have 
only the advantage that it would be less likely 
that the project would go into default or that the 
developer would come to the limited partners for 
additional contributions to keep the project alive. 

E. As discussed, the program would in
crease the investor's safety and reduce his risk, 
even if it did cost him something in tax benefits. 
Even where the developer has guaranteed rent
up and all associated expenses, this is little con
solation to the investor if the rent-up period is so 
long and the operating deficit so great that the 
developer goes broke. So the program does re
duce the risk to the investor no matter what the 
agreement provides as far as responsibility for 
initial and later operating deficits. 

In contrast to a State housing authority or 
Section 236 project, however, the RHPP subsidy 
runs out in a very short number of years. As 
pointed out above, implementation of the RHPP 
might actually have the effect of increasing the 
investor's risk in later years. The Section 236 
and State housing authority arrangements, on 
the other .nand, involve 40 year commitments, so 
the rent discount continues as long as the mort
gage is on the project. 

Presentation of the benefits of the RHPP by · 
the developer to the investor may be difficult. 
The rent-up period is something of an "intangi
ble" in the presentation of an investment to a 
potential investor. It is usually not very well de
tailed in the offering documents and is often en
tirely ignored. Or it is just assumed that the units 
will be occupied as completed . The investor is 
likely to get involved in the question only in the 
sense of a general assessment of "will it rent," 
and involved in detail only if a market study is 
presented and an estimate of the rent-up period 
made. Even in such a case, the actual figures 
and projected operating deficit may not be re
lated to the projected rent-up period. To the ex
tent that this is true, the availability of the RHPP 
subsidy will not enable the developer to project 
better operating figures in the early years, since 
he has either ignored the question or assumed 
the best possible rent-up situation already. How
ever, the RHPP subsidy would probably be used 
effectively by the developer in a general way by 
making note of its availability and perhaps de
scribing how he intended to use it and indicating 
that it would have a positive effect on renting. 

Management and Marketing 

A. Marketing 
1. Conventional: Marketing of conven

tional apartments is very competitive. What can 
or must be done will depend on the entire local 
housing market, the particular neighborhood, the 
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size and phasing of the project, and the market
ing program and budget and staffing. Continued 
re-renting after substantially full occupancy has 
been achieved is easier because fewer apart
ments are on the market at anyone time, and 
because people have an investment of one kind 
or another in their apartment and it is worth 
something for them not to have to move. Re
renting depends a great deal on how satisfied 
the existing tenants are with the project, its up
keep, management, services, maintenance, etc. 
Where tenant satisfaction is very high, the proj
ect is much easier to keep full. 

2. Section 221{d)(4): Marketing is just as 
competitive as conventional projects. Better 
financing reduces the debt service constant, but 
the FHA minimum property standards and higher 
processing and carrying charges build up the 
costs so that rents of 221 (d){4), are about com
parable to conventional rents. However, the de
veloper and manager of the 221 (d)(4) has more 
Government requirements to deal with, and must 
adapt the marketing program to the HUD affirma
tive marketing guidelines. To the extent that this 
requires more preplanning, it may help to insure 
the success of the marketing program, although 
it may also require more time, effort, and ex
pense at an early, risky stage of the project, and 
much of the effort may ultimately be wasted. 
Re-renting would involve the same factors as a 
conventional development. 

3. Section 236: Marketing of Section 236 
projects depends very much on their location. 
Good suburban locations, for example, generally 
rent up before completion of construction. An 
inner city location with a high-rise building for 
which exception limits are necessary, on the 
other hand, may have rents that are too high for 
the neighborhood, even though they are 40 per
cent below the rent that would be necessary to 
support the project without the subsidy. Most big 
city Section 236 projects, however, have less 
trouble maintaining high occupancy than they do 
with other operating problems. Some Section 236 
developments have had renting problems in 
smaller housing markets, very depressed metro
politan areas, or unsafe neighborhoods. The re
quirement that tenants pay at least 25 percent of 
their income is a serious deterrent to renting. 
Government requirements for the marketing pro
gram are even more extensive than for a Section 
221 (d){4) development. 

4. State Housing Agency: Marketing for 
these projects depends to a large extent on the 
percentage of subsidized units. Where 100 per

cent are subsidized, it is more like Section 236. 
Where 50 percent or less are subsidized, the 
marketing problems are very similar to conven
tional developments, with an edge on the market 
due to the lower interest rate and because the 
subsidized units should rent very rapidly in a lo
cation in which the unsubsidized units will rent 
at all. In a good location, these projects should 
do better than a Section 236 project because 
they generally have more amenities and have 
less of a subsidy stigma. However, where such a 
project is put in a location that would not sup
port a conventional project, the small advantage 
that the State agency project has in its "market 
rate" units may not be enough to make the units 
marketable. 

Renting and traffic reports, affirmativE;l 
marketing requirements, and other governmental 
regulations and procedures will vary from State 
to State, but in most cases will be similar to 
HUD requirements. 

5. RHPP: As indicated by Table' 1, the 
RHPP subsidy should have a measurable impact 
on marketing. In addition, it should allow some 
saving in marketing expenditures because of 
faster rent-up. There will be some extra book
keeping, reporting, credit reports, etc., Qut when 
used with a conventional project, the total 
amount of such extra work will be far, far less 
than required by existing Government subsidy 
programs, or even simply Government mortgage 
insurance programs. 

Use of the RHPP subsidy will present a 
number of judgment problems relating to market
ing. These will be of at least two kinds: 

a. Allocation: If the program comes into 
widespread use, personnel will develop expertise 
relating to the best method of allocating avail
able subsidy funds. The size, type, and location 
of the project, the target market, variations in 
the units (view, size, number of bathrooms), and 
even the structure of the finanCing of the project 
may affect the most desirable allocation of the 
subsidy for the particular development and the 
particular developer. 

The illustrative examples in Table 1 are 
all based on underlying assumptions as to the 
rate of market absorption of unsubsidized units 
and of units subsidized to varying degrees. The 
optimum allocation of the available subsidy 
funds by the developer will depend on his 
choosing assumptions that turn out to be in ac
cord with reality. For example, if he estimates 
that a $10 per unit reduction applying to all units 
will cut the marketing time by one-third, and in 
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fact it turns out that a reduction of only $10 has 
only a negligible effect on the marketing time, 
then he has wasted his subsidy. He would have 
been better off to have applied all of the subsidy 
to 20 percent of the units, for example, since 
there is a much greater certainty that a $50 per 
unit reduction on those units would have at least 
some effect on marketing. 

Similarly, should the developer "save" 
his subsidy funds until well along in the initial 
leasing process, so that he can apply the sub
sidy to the apartments which are hardest to rent, 
or should he use them immediately to produce 
the quickest possible occupancy and income? 
The RHPP subsidy, therefore, presents a market
ing opportunity, but it will require judgment and 
expertise in order to make the best of that op
portunity. 

b. Favoritism: As with any subsidy for 
which there is a greater demand than available 
funds, the developer or the marketing firm has 
control over a valuable, scarce resource. Of 
course, the funds must be used within the legal 
limits of the program, which will be much less 
stringent for the RHPP than for existing subsidy 
programs. But there will presumably be no legal 
provision in the program that would prevent the 
controlling person from giving the maximum 
amount of subsidy first to h-is relatives and then 
to his friends before the general public. There is 
no such prohibition in the Section 236 or rent 
supplement programs, where racial or other such 
discrimination is the only limit on the owner's 
discretion in assigning the benefits of the sub
sidy. Presumably, the developer would be able to 
engage in such favoritism in the RHPP, although 
since it is both of limited duration and in a much 
smaller amount than existing subsidy programs, 
the inequity of such favoritism is somewhat mini
mized. On the other hand, of course, since it 
would be available to all new projects instead of 
just HUD subsidized projects, and since income 
limits will be much higher, there will be many 
more possibilities for such favoritism. In some 
cases, the developer may find that this control is 
a liability, since he may have to choose among 
applicants and disappoint some. Finally, to the 
extent that the developer gives the maximum 
subsidy to a preferred person, he has that much 
less subsidy to spread to other units, and thus 
he takes the chance that he might, in fact, suffer 
financially from this favoritism . 

There should be little or no negative im
pact because of the "subsidized housing" label , 
both because the subsidy is so small and be

cause all projects, even nongovernmental proj
ects, will be eligible (unless rents are at luxury 
levels) . 

As far as re-renting, the RHPP subsidy 
will no longer be available, but the project will 
be no worse off than if it had not used the sub
sidy. However, it will be worse off than if the 
RHPP had never been passed. It will be compet
ing against new developments which still have 
the subsidy available to them, so in that respect, 
re-renting will be harder for all existing projects 
in that they will be somewhat less competitive 
with newer projects using the subsidy. 

B. Management 
1. Conventional: Given comparable exper

tise and experience, a management company will 
generally be able to do a better job of manage
ment where a project is full with a waiting list 
than where a project has a large number of va
cancies. This is not only because there is simply 
more rental income available to provide mainte
nance and services, but also because it is easier 
for management to be highly selective in the 
choice of tenants and to enforce strict manage
ment rules on penalty of eviction if there are 
people on the waiting list eager to reoccupy any 
vacant apartment. Were there are vacancies, 
there is great pressure to rent apartments to 
people who are more transient, to more than one 
family per apartment, and to adopt other renting 
practices that will increase maintenance expen
ses, delinquencies, and turnover. 

Therefore, anything , such as the RHPP 
subsidy that improves initial leasing is likely to 
have some favorable impact on management. 

2. Section 221 (d)(4): The comments for 
conventional housing would apply equally in the 
221 (d)(4) case. The major difference is that HUD 
is now requiring elaborate management plans at 
an early stage of processing of the loan. There
fore, as with preplanning of marketing, the devel
oper must put in more time, effort, and perhaps 
expense in an early, risky stage of the project, 
and some or most of this may be wasted, even if 
the project is built. However, it is hoped that the 
result will be more planning and an earlier start 
on management problems. 

3. Section 236: The relationship between 
demand for apartments and management is even 
stronger in a Section 236 project, where the ten
ants have lower incomes and in some cases a 
considerable capacity for damaging the entire 
development. The greater the demand for the 
subsidized apartments, the easier it is for man
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agement to keep out bad tenants and to provide 
a high level of services. 

4. State Housing Agency: The relationship 
of management to marketing is similar to the 
above types of projects. 

5. RHPP: As described above, the subsidy 
should allow management to be more selective 
in initial renting, and should therefore assist the 
project management. 

After initial renting, however, vacancies 
will have to be re-rented at market rents. It 
makes no difference whether the tenant moving 
out is a subsidized tenant or an unsubsidized 
tenant. The project will resemble a conventional 
development from the management standpoint 
f rom that time on. The only advantage it will 
have is the carryover of the good initial tenancy 
that may have been made possible in part by the 
RHPP subsidy. 

The subsidy could, of course, result in a 
somewhat lower income tenancy and therefore 
possibly more management problems. However, 
even if there is a relationship between tenant in
come and management problems at low and 
moderate income levels, it is highly unlikely that 
any such relationship exists at the levels served 
by the RHPP subsidy. For example, it is doubtful 
whether one should expect more management 
problems from a tenant with a $10,000 income in 
a given apartment than a tenant with a $12,000 
income. The major factor at this level, and to a 
large extent at lower levels as well, is care on 
the part of the rental agent in selection of ten
ants, rather than the absolute income level of 
those tenants. 

There would be an additional management 
burden imposed by the income certification and 
recertification requirements that would be a part 
of the HHPP. Marketing and management per
sonnel would have to be trained to screen appli
cants, qualify them, and keep them qualified (or 
adjust the subsidy) after occupancy. They would 
also have to be trained to raise the subsidy 
question diplomatically on initial leasing, and to 
deal with problems that might arise during occu
pancy when some tenants become aware that 
they are paying more rent than others, especially 
if both would qualify for the subsidy but only one 
has been given the advantage of it by manage
ment. These additional administrative burdens 
should be reflected in management fees. In the 
case of FHA projects, to a greater extent in lim
ited distribution cases than in cases where profit 
is controlled only indirectly through the rent for
mula, HUD must take these burdens into account 

either through higher percentage or flat rate 
management fees, or through additional fees for 
certification and recertification of incomes. The 
enormous proliferation of HUD management re
quirements with no corresponding increase in 
management fees over the past two years gives 
little hope that HUD will recognize these addi
tional requirements in management fee calcula
tions. Similarly, in private arrangements made 
without governmental control , owners are reluc
tant to pay for the additional services required of 
management where Government subsidies are 
involved. The result is that the management is 
often given to firms that either underestimate the 
burdens of these requirements, especially for 
new programs, or simply assume that they can 
be sloughed off. The RHPP is perhaps designed 
to add as little to these burdens as could possi
bly be expected by a Federal Government sub
sidy program, but it would nevertheless add to 
an already difficult management situation. 

The program seems to have a built-in in
centive for the developer to seek out long-term 
tenants for the subsidy. The project would there
fore have the benefit of the subsidy for a longer 
period of time. However, this is not really differ
ent from normal renting procedure-if a project 
could be rented up with tenants who would not 
leave for at least five years, the project would be 
much better off than with a 50 percent annual 
turnover. Whether a subsidized or unsubsidized 
tenant leaves, the apartment has to be re-rented 
at market rates anyway. 

Management may be more concerned with 
the rent control aspect. The program will involve 
a maximum rent above which units will be ineli
gible for the subsidy. The maximum rents will be 
adjusted periodically by HUD, but experience 
with existing subsidy programs indicates that 
these increases allowed by HUD may not be suf
ficient to keep up with increased expenses. 
Thus, from a management point of view, develop
ers must be satisfied that HUD will be up to 
date in allowing increases to keep up with in
creased real estate taxes and inflationary in
creases in other expenses. This would apply 
both between the beginning of construction and 
initial leasing and during occupancy. 

To the extent that HUD does allow these 
increases, tenants with fixed or declining in
comes will experience rent increases that will 
absorb a larger percentage of their incomes. 
This might create additional management prob
lems. Again, it is no different from the effect of 
any other rent increase, except that all recipients 
of the RHPP subsidy will be paying at least 20 
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percent of their incomes in rent from the begin
ning. Also, these people will have fairly moder
ate incomes. Therefore, increases will be borne 
with greater difficulty. 

The effect of this rent control will not be 
as serious as with existing subsidy programs 
such as Section 236, since only a limited number 
of units will be involved and only for a limited 
time. As each subsidized unit is re-rented, the 
new tenant will not have the benefit of the sub
sidy and the rent control will no longer apply. 

The expectation of inflation must be taken 
into account in assessing the RHPP. To the ex
tent that inflation is considerable during the pe
riod of initial tenancy, re-renting should not be 
difficult, since newer projects as well as older 
projects should be getting higher rents at that• point. In the meantime, the RHPP has eased 
clearance of the initial leasing hurdle. On the 
other hand, to the extent that there is considera
ble inflation, it will be more difficult to keep rent 
on rent-controlled units in line with increasing 
expenses. 

It will be of considerable importance to 
management to be sure that the subsidy will be 
available when units come on line. Some form of 
commitment procedure will probably have to be 
made part of the program, enabling lenders and 
developers to have a firm legal assurance that 
program funds will not be cut off between the 
time they begin to build and the time of comple
tion of construction. 

Conclusion 

Discussions of the RHPP with developers 
and lenders proved to be inconclusive. Fi rst of 
all, people actually involved in the housing de
velopment process tend to be both busy and ori
ented to the "here and now." They are not likely 
to spend a great deal of time on abstract or the
oretical questions. When a new program is 
passed, they can be expected to look into it to 
decided whether they can do better developing 
land they control under the new prog ram than 
under other alternatives. Even then, it often 
takes several years for a new prog ram to catch 
on, or, conversely, for developers to catch on to 
a new program. When the Section 221 (d)(3) BMIR 
Program was passed in 1961 , profit-motivated 
developers looked at the 6 percent maximum re
turn and went back to unsubsidized develop
ment. Only a few developers saw the potential in 
the program, and most development under Sec

tion 221 (d)(3) was by nonprofit sponsors in the 
early years. During the tight money crisis in 
1966, however, build'ers turned to Section 
221 (d)(3) for financing when other sources were 
cut off. With this impetus, expertise began to de
velop in how to produce housing at a profit 
under the Section 221 (d)(3) program. 

On the other hand, when Section 236 was 
passed, its similarity to the then successful Sec
tion 221 (d)(3) program engendered considerable 
developer interest and competition for available 
funds. It was only when loans began to be proc
essed that the real complexities of the program 
and the differences from 221 (d)(3) became evi
dent, and it was only after projects were Eluilt 
and occupied that the most serious weaknesses 
of the program (such as the requirement that 
tenants pay 25 percent of their income in rent) 
and their consequences became clear. 

The foregoing is not meant to downgrade 
the necessity of careful analysis of proposed 
housing programs-quite the contrary, since, for . 
example, some of the problems of the Section 
236 program could have been anticipated by 
more careful consideration of the program in its 
formulative stage. The real point is that there is 
a limit to how far such analysis can go in pre
dicting developer reaction to a new program, 
and it also highlights the limited usefulness of 
asking developers whether the program is attrac
tive to them. 

Even after they are using it, developers may 
not real ize the extent to which they are affected 
by a program. For example, if use of the subsidy 
simply becomes a matter of course where in
comes of prospective tenants would otherwise 
fall a bit short, the subsidy could have an overall 
impact on the rental market that will result in an 
increase in the production of rental housing. The 
developer may be basing his increased produc
tion on the rental market as a whole, without 
distinguishing the effect on that market of the 
RHPP subsidy. 

Short of actually becoming involved in a 
specific project where the effect of the subsidy 
must be analyzed, the reaction of devalopers 
and lenders to the program tends to be on the 
level of "it is an interesting approach," and com
ments of that kind. The discussion frequently 
then goes off on questions of the social utility of 
the program, particular biases of the developer, 
etc. 

On the other hand, the program does not 
seem to excite substantial hostility from the 
building and financial community, such as has 

= 
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been aroused by all of the deeper subsidy pro
grams at one time or another. There is some 
skepticism as to whether the government ought 
to be involved in the housing market at all, at 
least aside from guaranteeing mortgages. There 
is some question as to whether such a program 
is needed, i.e., is not the housing problem really 
at the low income end of the market? And, of 
course, it is difficult to judge the program in iso
lation. It would be part of a total scheme for pro
viding a decent home, etc., for all Americans. 
Therefore, it is difficult to judge its impact with
out knowing what the State and municipal role 
will be, whether the Federal Government will 
provide housing allowances, income mainte
nance, new subsidy programs, or a continuation 
of old programs. And if there are housing allow
ances or income maintenance, at what level will 
they be supported? 

Both developers and lenders, in many cases 
based on experience in dealing with the Govern
ment, are very concerned with how great the ad
ministrative burden of the program will be, on 
whom it will fall, and, if on private parties, to 
what extent they will be compensated for taking 
on this extra burden. Even though the RHPP may 
be better than most subsidy programs in this re
gard, if the program is adopted, it must be struc
tu red ina way that deals satisfactorily with these 
concerns. 

Developers will be concerned with the appli
cation of the Davis-Bacon prevailing wage laws. 
In some parts of the country the benefit of the 
subsidy would be outweighed by the extra con
struction cost required to comply with Davis-Ba
con if it were made applicable to the RHPP. The 

extent to which this is a factor will vary signifi
cantly from one area of the country to another. 
Determination of whether Davis-Bacon will apply 
will be one of the significant economic and polit
ical decisions to be made in connection with the 
RHPP. 

The effectiveness of the RHPP must be 
judged, among other criteria, on the basis of its 
efficiency in terms of increased production. 
Since the subsidy, contrary to current project 
subsidies, will be available for all projects, much 
of it will go for units that would have been built 
anyway. Like the investment credit, the extent to 
which the subsidy is simply a windfall to devel
opers and tenants and does not produce a bene
fit to the economy in terms of increased produc
tion is almost impossible to determine. However, 
it is a factor that cannot be ignored in evaluating 
the program. 

If a short conclusion can be stated, it would 
be that the proposed shallow subsidy rental 
housing program could be an important incentive 
to rental housing production as part of a coordi
nated set of Government-backed housing pro
grams that deal with problems other than those 
ior which the RHPP is designed. Once the pro
gram is adopted and structured, by its nature it 
can be adjusted either at different times or even 
by regions to encourage greater or lesser pro
duction simply by changing the formula for com
puting the amount of subsidy for each project. 
Assuming that the program could be adopted in 
such a way as to retain this flexibility, it should 
be seriously considered as a partial solution to 
the housing problems of the country. 
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Evaluation of a Proposed 
Elderly Condominium Program 

By Sheldon L. Baskin 
Housing Attorney 

Introduction 
The objective of the program proposed here 

is to produce more housing than would other
wise be produced as long as the need for addi
tonal units exists. Its justification is the commu
nity's need for additional dwellings up to the 
pOint where a decent unit exists for every family 
and individual. The program is intended to con
tribute to the elimination of the shortage of de
cent housing units by enabling private builders 
to build for markets that would not exist without 
the program. Unlike present programs, this is not 
a subsidy to bridge the gap between what the 
builder must receive to produce new dwellings 
and what the poor can afford to pay. 

The main feature of the program is its use 
of the subsidy as a lever to widen the market. In 
this case, maximum leverage is obtained by fit
ting the subsidy to the needs of the elderly. The 
program retains the basic checks and balances 
of the marketplace and, by dissolving the distinc
tion between subsidized and nonsubsidized de
velopments, it minimizes the need for Federal 
regulation and supervision. 

Because the proposed production program 
is national in character, it is neutral with respect 
to issues of community development. The pro
posed subsidy is designed so that it can be sup
plemented by State and local subsidies that have 
explicit community development objectives. 

The elderly comprise a substantial segment 
of the housing problem that present programs 
attempt to address. Ifan appreciable portion of 
these households could be served by a less 
costly program, substantial savings would be 
generated. One of the expected problems of a 
housing assistance program is the limited availa
bility of appropriate large units for large families. 
A program that induced older households to 
choose new, smaller units would make older and 

larger units available for younger families. This 
would be one of the advantages of serving the 
elderly market. 

The problem is that the elderly comprise a 
market with stable or decreasing incomes. The 
theory of the Proposed Elderly Condominium 
Program (PECP) is that although the elderly have 
decreasing incomes, in many cases they have 
substantial savings which in most cases will con
sist of equity in a home. Nearly two-thirds of eld
erly couples and persons own homes (debt-free, 
in the vast majority of cases), but are faced with 
rising real estate taxes, rising maintenance 
costs, and the inability to care for a large home 
as they grow older. Thus, their homes are likely 
to fall into disrepair. The PECP is designed to 
solve this program by making this housing, inap
propriate for the elderly, available to younger 
families living in overcrowded apartments un
suited for rearing children. 

The PECP would be open to all elderly 
households moving into newly built condomini
um un its and residing there for at least 9 
months of the year. The condominium unit could 
be in a development built exclusively for the el
derly, or could be in a development open to all 
ages. For pur~oses of this program, an elderly 
household would be defined as one whose head 
was 55 years of age or older. 

The program is based on the assumption 
that condominium living is well suited for elderly 
occupancy, since each household owns its own 
unit and a proportionate share of common space 
and can make mortgage arrangements to suit its 
economic situation; at the same time, mainte
nance services are provided, so that the elderly 
person can do as little as his physical circum
stances or inclination requires, although in mc;>st 
cases he could also do more if he had the de
sire and ability. 

On the assumption that the elderly would 
have substantial funds for down payments, the 
subsidy in the PECP is tied to the nondebt serv
ice components (that is, taxes, insurance, and 
operating expenses) of housing cost, rather than 
to debt service, as in the present section 235 
program. A debt service subsidy works to the 
disadvantage of those who take as low a mort
gage as possible. 

Furthermore, to insure the resident pays a 
fair share of his expenses, the subsidy would 
apply only when such housing costs exceed 15 
percent of household income. In addition, to in
sure that owners do not take a free ride on such 
housing costs, the subsidy would be further lim
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ited to 50 percent of the first $500 of such non
debt service costs, 25 percent of the second 
$500, and 10 percent of any amount between 
$1,000 and $1,500. In addition, if the program 
were still thought to subsidize expenses to too 
high a level, a final limitation might be imposed 
that would eliminate from consideration all such 
expenses in excess of $1,500 per year. 

The Builder/Developer 

A condominium development is a multifamily 
development more like a rental project than a 
single family home project, from the develop
ment standpoint. A substantial commitment must 
be made at the beginning to construct at least a 
phase of the en.tire development, and, therefore, 
considerable financing and preplanning are re
quired. Also, the complexities of condominium 
ownership require more extensive legal work, 
much of which is still unfamiliar because of the 
relative newness of the condominium concept. At 
the pOint at which the proposed elderly condo
minium program (PEep) comes into play, how
ever, the condominum development is more simi
lar to a single family homes development-that 
is, in the marketing phase. The incentive to the 
developer is entirely in the difference between 
the sales price and what it costs him to produce 
the condominium, including land, site work, the 
construction cost of the buildings, carrying 
charges d~ring construction including financing 
fees and mortgage interest, legal, architecture 
and other professional fees, and sales and mar
keting expenses. There is no continuing interest 
in the project on the part of the developer, al
though some property developers have a prop
erty management capability and will provide 
property management services during the sellout 
period, and in some cases beyond. The PEep 
will promote additional production of condomin
iums if it is effective in increasing condominium 
sales, or at least if it appears to developers to 
be an effective method of increasing sales. There 
are two somewhat different ways to approach 
the effect of the subsidy: 

A. On the most direct level, the impact of 
the program would be felt in increased sales. 
That is, persons who otherwise would not be in
terested in buying a condominium or who would 
not qualify for whatever mortgage they needed 
without the subsidy, would become purchasers 
with the subsidy. This would increase condomin
ium sales and therefore encourage developers 

and lenders to develop more condominium hous
ing suitable for the elderly. 

Faster sellout of new projects will encour
age developers to build more condominiums of 
all kinds, and the analysis of these successful 
developments in market studies conducted on 
behalf of lenders will encourage lenders to make 
construction funds available and to commit to 
permanent loans for proposed condominium de
velopments. Thus, the subsidy can have an effect 
on production, whether or not developers make 
an elaborate analysis of the figures and a de
tailed examination of the program. 

B. The other approach is to make a closer 
examination of the numbers. This should give a 
better idea of how much the PEep will, in fact, 
increase the market for smaller condominium 
units. 

As an example, the following figures illus
trate a typical situation: 

Price of Unit $ 18,000 
Downpayment 11,000 
Mortgage 7,000 
Income of Purchaser 3,567 
Annual Expenses of Unit 880 
Actual Subsidy (PEep) 345 
Net Expenses Payable by Owner 535 
Mortgage Payments (8 Percent, 25 Years) 648 
Total Annual Unit Owner Payments 1,183 
Percent of Income 33 

The assumption here is that a typical new 
one-bedroom unit can be produced at a selling 
price of $18,000 and that the purchaser would 
more than likely be a family with an elderly head 
of household that sold its old house. It is as
sumed that it had $11,000 available from the 
sale of its house as a down payment on the 
condominium, and additional equity from the sale 
was used, if necessary, to payoff other out
standing obligations (automobile, appliances, 
etc.). Under FNMA guidelines, total annual hous
ing costs plus other credit obligations cannot ex
ceed one-third of family income, so the family 
would qualify for the $7,000 mortgage. An elderly 
family with Medicare and no further financial ob
ligations to children might well be able to allo
cate this proportion of its income to housing 
costs. . 

In order to qualify for the mortgage without 
the program subsidy, the family would have to 
have an income of about $4,500. For this typical 
situation, then, the subsidy increases the poten
tial market for the unit by the number of elderly 
individuals and families with incomes between 
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approximately $3,500 and $4,500, so the increase 
in the market is significant. 

The program is somewhat ineffective, how
ever, in protecting a family at this income level 
against future increases in real estate taxes and 
other expenses. For example, if annual expenses 
increased from $880 to $1,000, the family with its 
presumably constant $3,567 income would have 
to absorb 75 percent of the increase, or an addi
tional $90 per year. This might dissuade the fam
ily from purchasing, or the lender from making 
the loan, where housing costs are already such 
a high percentage of income. The same family, 
of course, would also be exposed to annual in
creases in housing costs as renters. 

Aside from this problem, however, the el
derly family that wants to move because its old 
home is too large, or because it wants modern 
conveniences that it could not afford to install 
in its own home, or because its friends have 
moved or the neighborhood is changing, would 
almost have to buy a condominium under the 
PEep, because with $11,000 of equity and an in
come of only $3,567, it could not afford new 
housing of any other kind. 

Another typical example might be the fol
lowing: 

Price of Unit $ 18,000 
Downpayment 11,000 
Mortgage 7,000 
Income of Purchaser 5,867 
Annual Expenses of Unit 880 
Actual Subsidy (PEep) o 
Net Expenses Payable by Owner 880 
Mortgage Payments (8 percent, 25 Years) 648 
Total Annual Unit Owner Payments 1,528 
Percent of Income .• 28 

This family, even though it has an income 
of only $5,867, would receive no subsidy be
cause the total expenses of $880 do not ex
ceed 15 percent of its income. However, this 
family, too, would have a considerable incentive 
to sell its home and move into a condominium 
under the PEep. Since any family which moves 
into a new condominium is eligible for the sub
sidy whenever the income, expense, and age re
quirements are met, so long as it is still liv
ing in the same unit, this family would have fixed 
its shelter costs for the foreseeable future . This 
is because the mortgage payments are fixed by 
a level payment, self-amortizing mortgage, and 
all increases in expenses up to $1,283.33 would 
be paid for by the subsidy according to the for
mula. This increase of about $400, or 45.8 per

cent, which could certainly occur over a 5- to 
10-year period, would have put the family against 
the limit of housing expenses as a percentage of 
income (32.9 percent). Instead, the family has 
put itself in a position where the entire amount 
of this increase would be paid by the Federal 
Government. Any further increases would have 
to be paid 90 percent by the family and only 10 
percent by the government. 

This may, of course, be a drawback to the 
plan from the point of view of the Government, 
because in this particular situation the family 
would have little incentive to keep expenses 
down. The safeguard, however, is that many or 
most of the condominium unit owners who deter
mine the condominium budget (one element of 
the expenses subsidized by the government) will 
either be unsubsidized or in a subsidy category 
where 50 percent or more of any increases must 
be paid out of their own funds. These other 
members of the condominium association will 
exercise the normal restraint on increases in ex
penses. Increases in real estate taxes will simi
larly be challenged, if at all, by the entire asso
ciation, most of whose members will benefit from 
any saving. 

The condominium form of o'A(nership thus 
lends itself to an operating expense subsidy far 
better than single family homeownership, both 
because the monthly condominium fee provides 
a convenient measure of the expenses to be 
subsidized, and because there is an effective re
straint on increasing expenses even though for 
some subsidized families the entire amount of 
the increase would be paid by the Federal Gov
ernment. 

Table 1 illustrates the minimum expenses 
payable by families at various income levels, and 
indicates how much higher the expenses can go 
without the family having to pay any of the in
crease. For example, the table shows that a fam
ily with a $3,000 income would have to pay the 
first $450 of annual operating expenses and real 
estate taxes for its condominium, but would not 
have to pay any more of these expenses until 
they exceeded $767. Then it would have to 
pay 75 percent of any excess up to $1,000, 90 
percent of the next $500, and all of any addi
tional expenses. A family with a $6,000 income 
would have to pay the first $900 of expenses, but 
would not have to pay any more until about 
$1,306 was incurred. A family with a $9,000 in
come would get no subsidy unless its expenses 
exceeded $1,350, but the subsidy would pay all 
such expenses between $1,350 and $1,775. Any 
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excess over this amount would be paid in full by 
the owner. 

Table 1. Effect of PEep Subsidy Formula on 
Selected Income and Expense Assumptions 

(1) (2) (3) 
Minimum expenses 

Minimum expenses will not be ex 
payable by unit ceeded unless 
owner (15% of actual total ex

Income income) penses exceed: 

$ 2,000 $ 300 $ 566.66 
3,000 450 766.66 
4,000 600 966.66 
5,000 750 1,138.88 
6,000 900 1,305.55 
7,000 1,050 1,472.22 
8,000 1,200 1,625.00 
9,000 1,350 1,775.00 

10,000 1,500 1,925.00 

Table 2 shows the actual subsidy based on 
the lower of the "income" and "formula" cutoffs 
for the subsidy, at various income levels and an
nual expense levels. The table shows the annual 
subsidy as a percentage of income and also 
shows the subsidy multiplied by three and by 
four. These columns indicate the effective in
crease in income created by the subsidy, de
pending on whether total housing costs are com
puted at one-fourth or one-third of income. The 
table also shows this increase in effective in
come for purposes of buying a condominium as 
a percentage of actual family income. 

This is one measure, then, of the increase in 
effective demand created by the subsidy. A more 
in-depth analysis could be done on a national, 
regional or local level by determining how many 
people in the chosen area are in the various in
come categories, what the actual costs and ex
penses for typical units currently are in the area, 
and what the range of equity value is for owner
occupied elderly housing in the area. From these 
figures, a determination could be made as to the 
likely down payment for a unit, and the number of 
families that would be eligible for a mortgage 
(i.e., could afford to buy) at various prices as a 
result of the subsidy who could not otherwise so 
qualify without the subsidy. 

Table 3 summarizes the Housing Economics 
figures for the PEep at the 25 percent income 
level on the conventional mortgage assumption 
and on the FHA mortgage assumption. The table 
is slightly misleading in that the situations with 
the higher costs and lower expenses actually 
show a subsidy which exceeds the maximum al

1198 

lowable a'mount under the program's 15 percent 
requirement. Because the figures are 5-year av
erages with rising annual expenses it is not pos
sible easily to pinpoint exactly the discrepancies, 
but perhaps one-third of the cases overstate the 
subsidy which would actually be payable. 

Nevertheless, the table gives a fairly good 
idea of the impact of the subsidy based on the 
assumptions of the Housing Economics analysis. 
The effective impact of the subsidy on the in
comes of potential unit owners averages about 
$1,550. That is, assuming that an elderly family 
or individual will spend 25 percent of income for 
housing, the effect of the subsidy is to lower the 
required income for unit purchasers by about 
$1 ,550-less for units with lower expenses and 
more for units w ith higher expenses. The range 
of eligible incomes without the subsidy would be 
about $5,000 to $8,000, minimum, depending on 
the cost of the unit and the annual expenses. 
With the subsidy, the range of minimum required 
incomes drops to about $3,600 to $6,300. The im
portance of this expansion of the market is illus
trated by the fact that the median income of the 
85 percent of all elderly homeowners who own 
thei r homes debt-free is under $4,000. 

Again, a more precise estimate of the extent 
to which the market is increased could be de
rived from an analysis of census and other in
come and employment figures for the market 
area of the particular project, taking into ac
count the cost of the units in the project and the 
estimated expenses. The figures should indicate 
that the subsidy, although relatively small, would 
have a significant impact among the elderly pop
ulation and would, therefore, be a meaningful in
centive to the development and sale of condo
miniums to elderly individuals and families. 

Some sense of the actual volume of 
program, and the number of purchasers taking 
additional units which could be built under the 
advantage of the program, may be derived from 
a look at the number of individuals and families 
throughout the country who meet the " profile" of 
the typical purchaser for whom the program is 
designed. The numbers are impressive. There 
are 6,294,000 families with the head of house
hold over 65-years of age who own their own 
homes. The 85 percent of these who own their 
own homes debt-free have a median income of 
only $3,900, but the average value of their homes 
(and therefore potential down payment on a con
dominium) is $13,800. Although the othe r 15 per
cent have mortgages on their homes which aver
age about 29 percent of the value of the home, 



Table 2. Computation of PECP Subsidy at Various Levels of Owner Income and Annual Unit 
Expenses, and Impact of Subsidy on Required Income Level of Purchasers 

Annual Annual 
Excess of Actual Annual Subsidy Subsidy 
Expenses Annual Annual Subsidy X 3 As X 4As 
over 15% Subsidy Subsidy: As Per- Annual Percent- Annual Percent-

Annual 15% of of Income: by Lesser of centage of Subsidy age of Subsidy age of 
INCOME Expenses Income (1)-(2) Formula (3) or (4) Income X 3 Income X 4 Income 

$ 2,000 $ 400 $ 300 $ 100 $200 $100 5.0% $ 300 15.0% $ 400 20.0% 
500 300 200 250 200 10.0 600 30.0 800 40.0 
600 300 300 ·275 275 13.75 825 41.25 1100 55.0 
700 300 400 300 300 15.0 900 45 1200 60.0 
800 300 500 325 325 16.25 975 48.75 1300 65.0 
900 300 600 350 350 17.5 1050 52.50 1400 70.0 

1000 300 700 375 375 18.75 1125 56.25 1500 75.0 
1100 300 800 385 385 19.25 1155 57.75 1540 77.0 
1200 300 900 395 395 19.75 1185 59.25 1580 79.0 
1300 300 1000 405 405 20.25 1215 60.25 1620 81.0 
1400 300 1100 415 415 20.75 1245 62 .25 1660 83.0 
1500 300 1200 425 425 21.25 1275 63.75 1700 85.0 

$ 3,000 400 450 0 200 0 0 0 0 0 0 
500 450 50 250 50 1.67 150 5.0 200 6.67 
600 450 150 275 150 5.0 450 15.00 600 20.0 
700 450 250 300 250 8.33 750 25.00 1000 33.33 
800 450 350 325 325 10.83 975 32.50 1300. 43.33 
!foo 450 450 350 350 11.67 1050 35.00 1400 46.67 

1000 450 550 375 375 12.5 1125 37.50 1500 50.00 
1100 450 650 385 385 12.8 1155 38.50 1540 51.33 
1200 450 750 395 395 13.17 1185 39.50 1580 52.67 
1300 450 850 405 405 13.5 1215 40.50 1620 54.00 
1400 450 950 415 415 13.83 1245 41.50 1660 55.33 
1500 450 1050 425 425 14.17 1275 42.50 170.0 56.67 

$ 4,000 400 600 0 200 0 0 0 0 0 0 
500 600 0 250 0 0 0 0 0 0 
600 600 0 275 0 0 0 0 0 0 
700 600 100 300 100 2.5 300 7.50 400 10.00 
800 600 200 325 200 5 600 15.00 800 20.0 
900 600 300 350 300 7.5 900 22 .5 1200 30.0 

1000 600 400 375 375 9.375 1125 28.125 1500 37.5 
1100 600 500 385 385 9.625 1155 28.875 1540 38.5 
1200 600 600 395 395 9.875 1185 29.625 1580 39.5 
1300 600 700 405 405 10.125 1215 30.375 1620 40.5 
1400 600 800 415 415 10.375 1245 31.125 1660 41.5 
1500 600 900 425 425 10.625 1275 31.875 1700 42.5 

$ 5,000 400 750 0 200 0 0 0 0 0 0 
500 750 0 250 0 0 0 0 0 0 
600 750 0 275 0 0 0 0 0 0 
700 750 0 300 0 0 0 0 0 0 
800 750 50 325 50 1.0 150 3.00 200 4.00 
900 750 150 350 150 3.0 450 9.00 600 12.00 

1000 750 250 375 250 5.0 750 15.00 1000 20.00 
1100 750 350 385 350 7.0 1050 21.00 1400 28.00 
1200 750 450 395 395 7.9 1185 23.70 1580 31.60 
1300 750 550 405 405 8.1 1215 24.30 1620 32.40 
1400 750 650 415 415 8.3 1245 24.90 1660 33.20 
1500 750 750 425 425 8.5 1275 25.50 1700 34.00 

$ 6,000 400 
500 

900 
900 

0 
0 

200 
250 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 

600 900 0 275 0 0 0 0 0 0 
700 900 0 300 0 0 0 0 0 0 
800 900 0 325 0 0 0 0 0 0 
900 900 0 350 0 0 0 0 0 0 

(Continued on p. 1200.) 
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Table 2. Computation of PECP Subsidy at Various Levels of Owner Income and Annual Unit 
Expenses, and Impact of Subsidy on Required Income Level of Purchasers (Continued) 

Annual Annual 
Excess of Actual Annual Subsidy Subsidy 
Expenses Annual Annual Subsidy x 3 As X 4 As 
over 15% Subsidy Subsidy: As Per- Annual Percent- Annual Percent-

Annual 15% of of Income : by Lesser of centage of Subsidy age of Subsidy age of 
INCOME Expenses Income (1)  (2) Formula (3) or (4) Income X 3 Income X 4 Income 

$6,000 1000 900 100 375 100 1.67 300 5.00 400 6.67 
(Continued) 1100 900 200 385 200 3.33 600 10.00 800 13.33 

1200 900 300 395 300 5.00 900 15.0 1200 20.00 
1300 900 400 405 400 6.67 1200 20.0 1600 26.67 
1400 900 500 415 415 6.92 1245 20.75 1660 27.67 
1500 900 600 425 425 7.08 1275 21.25 1700 28.33 

$7,000 400 1050 0 200 0 0 0 0 0 0 
500 1050 0 250 0 0 0 0 0 0 
600 1050 0 275 0 0 0 0 0 0 
700 1050 0 300 0 0 0 0 0 0 
800 1050 0 325 0 0 0 0 0 0 
900 1050 0 350 0 0 0 0 0 0 

1000 1050 0 375 0 0 0 0 0 0 
1100 1050 50 385 50 .71 150 2.14 200 2.86 
1200 1050 150 395 150 2.14 450 6.43 600 8.57 
1300 1050 250 405 250 3.57 750 10.71 1000 14.29 
1400 1050 350 415 350 5.00 1050 15.0 1400 20.00 
1500 1050 450 425 425 6.07 1275 18.21 1700 24.29 

$ 8,000 400 1200 0 200 0 0 0 0 0 0 
500 1200 0 250 0 0 0 0 0 0 
600 1200 0 275 0 0 0 0 0 0 
700 1200 0 300 0 0 0 0 0 0 
800 1200 0 325 0 0 0 0 0 0 
900 1200 0 350 0 0 0 0 0 0 

1000 1200 0 375 0 0 0 0 0 0 
1100 1200 0 385 0 0 0 0 0 0 
1200 1200 0 395 0 0 0 0 0 0 
1300 1200 100 405 100 1.25 300 3.75 400 5.0 
1400 1200 200 415 200 2.50 600 7.5 800 10.0 
1500 1200 300 425 300 3.75 900 11 .25 1200 15.0 

$ 9,000 400 1350 0 200 0 0 0 0 0 0 
500 1350 0 250 0 0 0 0 0 0 
600 1350 0 275 0 0 0 0 0 0 
700 1350 0 300 0 0 0 0 0 0 
800 1350 0 325 0 0 0 0 0 0 
900 1350 0 350 0 0 0 0 0 0 

1000 1350 0 375 0 0 0 0 0 0 
1100 1350 0 385 0 0 0 0 0 0 
1200 1350 0 395 0 0 0 0 0 0 
1300 1350 0 405 0 0 0 0 0 0 
1400 1350 50 415 50 .56 150 1.67 200 2.22 
1500 1350 150 425 150 1.67 450 5.0 600 6.67 

$10,000 400 1500 0 200 0 0 0 0 0 0 
500 1500 0 250 0 0 0 0 0 0 
600 1500 0 275 0 0 0 0 0 0 
700 1500 0 300 0 0 0 0 0 0 
800 1500 0 325 0 0 0 0 0 0 
900 1500 0 350 0 0 0 0 0 0 

1000 1500 0 375 0 0 0 0 0 0 
1100 1500 0 385 0 0 0 0 0 0 
1200 1500 0 395 0 0 0 0 0 0 
1300 1500 0 405 0 0 0 0 0 0 
1400 1500 0 415 0 0 0 0 0 0 
1500 1500 0 425 0 0 0 0 0 0 
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Table 3. Effective Impact of Proposed Elderly Condominium Program Subsidy Assuming 
Purchaser Can Afford 25 Percent of Income for Housing Costs: Summary of Housing 
Economics Analysis 

Required Income 
Base Gross Effective 

Cost Expense Cost Cost Impact 

Elderly # 1 -20% -20% $5,295 $3,845 $1,450 
- 20% Base 6,248 4,672 1,577 
-20% +20% 7,202 5,530 1,672 
Base - 20% 5,665 4,215 1,450 
Base Base 6,619 5,042 1,577 
Base +20% 7,572 5,900 1,672 
+20% -20% 6,036 4,586 1,450 
+20% Base 6,989 5,413 1,577 
+20% +20% 7,943 6,271 1,672 

Elderly #2 -20% - 20% 5,086 3,636 1,450 
-20% Base 6,039 4,463 1,577 
-20% +20% 6,993 5,321 1,672 
Base --20% 5,404 3,955 1,450 
Base Base 6,358 4,781 1,577 
Base +20% 7,311 5,639 1,672 
+20% -20% 5,723 4,273 1,450 
+20% Base 6,676 5,099 1,577 
+20% +20% 7,629 5,957 1,672 

NOTES: 1. Base cost: Mortgage payments plus operating expenses and real estate taxes. 
2. Gross cost: Base cost minus subsidy. 
3. 	 Elderly #1: Conventional mortgage, 8 percent Interest, 25 year term, no MIP. 

Elderly #2: FHA insured mortgage, 7 percent interest, 30 year term, .5 percent MIP. 
4. 	 Computation of subsidy based on formula but does not take into account requirement that owner must pay all expenses up to 

15 percent of income. The 15 percent requirement would reduce the subsidy In certain cases, for example, the 4th, 7th, and 
8th Elderly #1 cases. 

5. Subsidy based on live year average assuming expenses rise 4 percent per year. 

they have a median equity in their homes of 
about $12,500 and a median income of $6,200. 

There are an additional 5,700,000 families 
with head of household between 55 and 64 who 
own their own homes. The potential market for 
the program is therefore at least the 12 million 
households old enough to qualify for subsidy 
payments who have a substantial equity in their 
homes which could be invested in an elderly 
condominium unit. Although some will have in
comes too high to be helped by the program, 
others will have incomes too low to qualify to 
purchase a unit under the program, and many 
others will not want to give up their homes or 
will not want to move into a unit too small to ac
commodate visiting children and grandchildren. 
But even if only 0.5 percent of the 12 million po
tential purchasers did in fact purchase each year 
because of the availability of the subsidy, the im
pact on sales nationally would be an increase of 
condominium sales to the elderly of 60,000 units 
per year. 

C. Relationship of PECP to other programs: 
The PECP would be used with conventional 
financing, FHA-insured section 234 mortgages, or 

high-ratio loans with private mortgage guaran
tees, and would increase effective demand for 
units developed under each of these types of 
financing. Even if the section 235 program is re
stored, however, the PECP subsidy could not be 
"piggybacked" on the section 235 subsidy, so it 
would not increase production of section 235 
condominiums. In any case, even if the PECP 
subsidy were piggybacked, it would not increase 
section 235 production so long as the demand 
for section 235 funds continues to exceed the 
amount Congress is willing to appropriate for the 
program. And as long as the deep subsidy of the 
section 235 program is sufficient to insure the 
marketability of all section 235 housing, competi 
tion from units with the PECP subsidy is unlikely 
to reduce section 235 production. 

It could be argued that the PECP might ad
versely effect the demand for section 235 hous
ing, since in some areas there would be an 
overlap between the incomes of elderly persons 
eligible for section 235 housing and those with 
incomes which could benefit from the PECP pro
gram. The very different downpayment assump
tions under the two programs, however, would 
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eliminate much of the direct competition. The 
purchaser who had equity from the sale of his 
house or other sources sufficient to make a 
large down payment would be more likely to pur
chase under the PEep program even if eligible 
for section 235 housing; the purchaser with an 
income low enough to qualify for the section 235 
program, but without the large capital required 
to make a down payment under the PEep pro
gram sufficient to qualify for a mortgage, would 
be of necessity restricted to the section 235 pro
gram. 

D. Who would use the PEep? All develop
ers of condominiums under programs eligible for 
the subsidy would encourage their prospective 
purchasers to take advantage of the PEep. The 
subsidy is primarily between the purchaser and 
the Government, and other unit owners need not 
know about it. Furthermore, even if the pur
chaser were known to be subsidized, there is lit
tle stigma attached to subsidies to the elderly. 
The fear of "undesirable" subsidized purchasers 
would be minimal in the case of the elderly, who 
generally would not have children living with 
them, would not have loud parties late at night, 
do not write dirty words on walls, do not intimi
date other homeowners, and in general are 
rather good neighbors. 

The program would be largely irrelevant in 
condominium developments in which most or all 
of the purchasers have very high incomes, say, 
over $40,000. The 15 percent requirement in the 
program would mean that a purchaser with a 
$40,000 income would have to pay the first 
$6,000 of annual expenses himself. Therefore, 
unless his operating expenses and real estate 
taxes exceeded $500 per month, he would not be 
eligible for any subsidy. And at that level, a sub
sidy which at its maximum was $425 per year, 
would be of little effect. However, the subsidy 
would be potentially applicable for all but the 
tiny minority of the elderly who have incomes at 
such levels. 

As proposed, the PEep would be more at
tractive to developers than the usual elderly 
program in at least one respect, since the mini
mum age would be 55 years. This opens up the 
possibility of large numbers of purchasers still in 
the prime of their work careers who would pur
chase with the knowledge that upon retirement, 
when their incomes declined, the subsidy would 
come into play and would limit their annual 
housing costs at the time when they most need 
such limitation. The advantage would not be 
available to them if they bought a single family 

home or rented. Presumably, a person who pur
chased an eligible new condominium when he 
was under 55 years old would become eligible, 
assuming he met the income and expense crite
ria, upon reaching 55. 

One note of caution regarding the incentive 
to developers to rely on this progrqm is the diffi
culty of developing housing, given current con
struction costs, to meet a market of below-aver- . 
age income customers, i.e., the elderly. For 
example, the cumulative default rate on section 
231 rental housing for the elderly is more than 
three times the default rate for section 207 rental 
housing. These FHA rental programs are quite 
similar except for the restriction of section 231 
housing to the elderly. The section 202.program 
presumably has had a better record, but it in
volves a rather deep subsidy, considerably more 
than is offered under the PEep. 

Retirement communities have had many fail
ures to go along with the successful develop
ments, but these presumably appeal to the 
somewhat more affluent elderly. In fact, the via
bility of building for the elderly without deep 
subsidies in areas of the country other than 
those with warm climates might be questioned, 
since a very high number of retired persons with 
some savings or continuing income choose to 
move for part or all of the year to warmer cli
mates. Thus the elderly who remain behind in 
the northern states are a disproportionately 
lower than average income group, even for the 
elderly. 

Another consideration for developers would 
be whether any additional warranties or liabilities 
would be imposed by the PEep. If the PEep 
were designed to protect the Government and 
the purchaser by requiring the developer to cer
tify to projected operating expenses and real es
tate taxes, this burden and liability might con
vince some developers not to make the subsidy 
available to their purchasers. 

Another problem with the program , and es
pecially the assumption of the Housing Econom
ics figures, is that lenders usually limit the terms 
of years on mortgages for older borrowers. 
There is usually some kind of formula which may 
often limit the mortgage terms to 15 or 20 years 
in a project where other borrowers are eligible 
for 25-year mortgages. 

On the other hand, to the extent that elderly 
purchasers can in fact make much larger down
payments than younger purchasers, the impor
tance of the mortgage term is diminished. In ad
ditions to the equity which they have in their 
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existing homes, and to other lifetime savings, 
elderly individuals and families may have access 
to funds of children or other relatives. Because 
of existing real estate tax benefits for the el
derly, it is sometimes beneficial for children to 
give money to their parents to purchase a unit in 
their own name. The elderly subsidy would be a 
considerable additional inducement for someone 
who is supporting an elderly person to finance 
the purchase of a condominium unit for him, 
since in the long run it would reduce his contri
bution to the support of the elderly person. 
Among other benefits is the fact that the income 
on the gift, which would otherwise have been 
taxed, perhaps in a higher bracket, will now be 
only imputed (untaxed) income from the invest
ment in the home. (The Housing Economics fig
ures do not take into account the fact that the 
imputed income on equity would be taxed. If 
other costs are shown as after-tax, then the im
puted income should also be shown after tax at 
the same (25 percent) rate.) 

The PECP would also be an added induce
ment for someone contributing to the support of 
an elderly person to guarantee thei r mortgage, 
thus enabling them to benefit from the subsidy. 
This added inducement to others to assist the 
elderly to purchase a condominium would add to 
the effect demand in the condominium market 
and result in greater sales. 

Although formal figures probably could be 
compiled, experience shows that the assumption 
of larger downpayments by retired purchasers is 
a fact. A relatively low-cost condominium devel
opment for the elderly in California, constructed 
in the middle to late 1960's, claims to have sold 
290 out of 300 units without mortgages of any 
kind. When purchasers are able to pay all cash, 
the developer avoids all of the paper work and 
credit checks involved in qualifying the pur
chaser for a mortgage, and the developer will 
also avoid paying some closing costs if he has 
assumed them on all sales. And the effect of 
usury laws becomes irrelevant. The subsidy may 
induce some persons with considerable savings 
but very low income to invest their savings in a 
home without a mortgage. This, again, would in
crease condominium sales. 

• 

The Lender 

The description of the PECP is not very de
tailed on the administrative aspects of the 
program. Presumably, however, it would be 
administered by HUD or possibly IRS, since the 

actual subsidy would be related to family or indi
vidual income. In any case, the program would 
be set up so as to place little or no burden on 
the lender or developer. Alternatively, as in some 
existing programs such as section 235, the bur
den might be put on the developer or lender to 
determine initially the income of the purchaser 
and perhaps even to certify to the income of the 
purchaser and the projected expenses for the 
unit. 

A. IRS: The program could be operated 
through the income tax return with a simple form 
filed by the developer to "register" each new 
condominium project with the Internal Revenue 
Service. The form would give the date on which 
construction started (to confirm that the project is 
eligible for the subsidy) and perhaps a copy of 
the condominium declaration and the projected 
budget. The taxpayer would fill out a form or a 
few special lines on his tax return giving the as
signed number of the development, the date on 
which he purchased his unit, and his total oper
ating expenses and real estate taxes for the unit. 
These would either be based on the actual 
amount expended or, in the case of the operat
ing expenses, might be based on prototype num
bers which could be issued each year by HUD 
and assigned to the development. 

One problem with this approach is that the 
purchaser would have to pay the full amount of 
his monthly expenses, and, unless it were possi
ble to take into account the savings on quarterly 
estimated tax returns, many elderly persons eli
gible for the subsidy might have a cash flow 
problem until they are able to recover the 
amount out of their income tax refund. If the 
amount of the subsidy produced a credit on the 
tax return, the Government would have to send a 
check to the pu rchaser. 

B. HUD: Alternatively, the program could be 
administered by HUD. Would they send out 
checks to every eligible person every month? 
Perhaps there should be some cutoff-perhaps 
$50 or $100 per year-under which no amount 
would be payable. I o pay such small amounts, 
especially on a monthly basis, would not be 
worth the paperwork involved. 

If HUD administered the program, it would 
have to have continuing income recertification. 
Would this be done directly by the Government 
or would the loan servicer be required to do 
this? Would the servicer also be required to 
make the adjustment (credit) for the subsidy in 
the monthly mortgage payment? How would 
debtfree units be administered? 
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When the details of the program are worked 
out, HUD must keep in mind the fact that if lend
ers are to be asked to help to administer the 
program, either by computing the payments, 
making the payments on a monthly or less fre
quent basis, recertifying incomes, or otherwise, 
they must be paid for doing so. This could be a 
considerable problem with the program, since 
most payments would be very small. 

Conventional home and condominium loans 
are made by savings and loan associations and 
mutual savings banks, although insurance com
panies, commercial banks, mortgage companies, 
and other institutional lenders also make home 
loans in some numbers. Savings and loans and 
mutual savings banks can make loans of 90 per
cent and 95 percent of value with private mort
gage insurance. These loans can be resold by 
such institutions to the Federal Home Loan Mort
gage Corporation (FHLMC) . 

FHA condominium loans are similarly made 
by savings and loans, mutual savings banks, 
mortgage bankers, and in some cases commer
cial banks. These loans can be sold on the na
tional secondary mortgage market to the Federal 
National Mortgage Association (FNMA). Assum
ing that FHLMC and FNMA incorporated the 
subsidy into their mortgage credit guidelines, the 
direct lenders would normally follow the same 
practice. The lender usually minimizes his risk 
by immediately reselling high-ratio loans to one 
of the national secondary mortgage markets at 
the yield then required by the market. Ordinarily, 
the original lender keeps the servicing of the 
loan. 

Lenders usually have rules limiting the maxi
mum term of mortgages for older borrowers. 
Also, they would be reluctant to make high-ratio 
loans to elderly persons. This is, of course, con
sistent with the premise of the PECP, which is 
that purchasers will make large downpayments. 
Perhaps the typical case should be analyzed on 
the basis of a 15-year mortgage term, but if the 
mortgage is only, 25 percent of the purchase 
price the increase in monthJy payments will not 
be too serious. One way to get around the short 
term and low ratio problems might be to have 
the older person purchase the home to qualify 
for the PECP subsidy, but have a child guaranty 
the loan to get the better mortgage terms. 

C. Effect of Subsidy: Lenders presumably 
will take into account the availabil ity of the sub
sidy in qualifying purchasers for mortgages. 
There would have to be assurances to the 
lender, however, that the subsidy funds would 

continue to be available to any purchaser who 
was eligible for them at the time he purchased 
his unit. The minimum term for the subsidy funds 
presumably would have to be either the life of 
the purchaser, or probably the life of the mort
gage if the lender is really to be expected to 
take the subsidy into account in qual ifying the 
purchaser. To the extent that lenders are looking 
for loans, the program will be useful to them in 
enabling them to qualify more purchasers than 
they normally would. 

The imposition of duties with regard to the 
PECP without adequate compensation would 
probably discourage lenders from allowing bene
ficiaries of the PECP to borrow for condominium 
purchases. Therefore, the administrat ive and pro
cedural aspects of the program would be of con
siderable importance in ultimately determining 
the cooperation of lenders and, therefore, the 
effectiveness of the program. 

Sales! Marketing 

Many of the marketing problems and the ad
vantages of the PECP have been discussed 
under the section dealing with the incentives to 
the builder/developer. A few others will be 
touched on here: 

A. Elderly persons with relatively low in
comes of the kind that would be eligible for the 
subsidy would get very little out of Federal in
come tax savings-one of the major advantages 
of condominium (or home) ownership. The esti
mated savings of 25 percent of the amount of 
real estate taxes and mortgage interest payable 
would seem to be very optimistic. Many elderly 
families would have so few itemized deductions, 
especially if they had only a small mortgage and 
have the benefits of real estate tax homestead 
exceptions for the elderly, that they would 
choose the standard deduction rather than item
izing deductions. This would entirely el iminate 
the benefit of the Federal income tax deductions 
which are useful to most homeowners and are a 
major selling point for condominium developers. 
In fact, the Housing Economics figures show that 
with a 25 percent mortgage the forgone (im
puted) income on the down payment exceeds the 
tax benefits, even in the 25 percent bracket. 

B. If the PECP is implemented, the legisla
tion should probably be clear as to whether the 
amount of the subsidy must be shown as income 
by the recipient. Otherwise, this might be ques
tionable. If the subsidy is regarded as income, 
the benefit would be reduced, of course. If it is 
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regarded as a gift or transfer payment rather 
than income, can the recipient still deduct the 
full amount of real estate taxes that he pays, 
since a portion or all of the subsidy might be 
considered to be used in payment of the real es
tate taxes? If this is so, then presumably the unit 
owner did not really bear the burden of paying 
the real estate taxes and should probably not be 
able to deduct them for Federal income tax pur
poses. 

C. Many older persons, especially couples, 
would not want to move into a condominium unit 
that would be considerably smaller than their ex
isting home. They may want extra space to store 
or display or use furniture, furnishings, art and 
artifacts, and other accumulated household 
goods, rooms for children and grandchildren to 
stay over on a visit, etc. Some condominium de
velopments do provide a few rooms for rental by 
guests of condominium owners, · but the lack of 
space for people who are used to more space is 
one of the strongest points of resistance to sales 
of new, lower priced condominiums to the el
derly. 

D. Presumably, the subsidy would be avail
able for any condominium unit purchased by a 
person who qualified for a subsidy. Some condo
minium developments, however, are built-and 
more might be built-exclusively for the elderly. 
These could have additional facilities and design 
features directed at meeting specific problems of 
the elderly. The PECP would make such an all
elderly project considerably more feasible, and 
the lenders would presumably take the subsidy 
into account in deciding on the feasibility of 
such a project. 

E. Whether the elderly become owners in a 
"mixed ages" condominium development or an 
all-elderly development, management of the de
velopment will almost certainly be easier be
cause of the elderly residents. Most of the most 
serious management prOblems-children, tran
sient occupancy, cars and traffic, noise, etc.
are not presented by elderly residents. Other 
management problems are presented, however. 
These revolve around health problems, problems 
of "getting around" in the apartment unit, the 

building, and the development,and low incomes 
which require the condominium budget to be 
kept at a minimum. 

On the other hand, the elderly can be used 
for certain kinds of work in the development, in
cluding gardening and day care, for example. 
Availability of these services could cut down the 
monthly maintenance fee if donated or provided 
as a source of relatively low-paid and dependa
ble labor for the association. 

F. The complexity of the PECP would be a 
considerable marketing problem. Although the 
concept of an operating subsidy for the elderly 
is simple, straightforward, and appealing, even 
the simplest program rather quickly becomes 
quite complex from the point of view of someone 
not sophisticated in housing subsidy programs, 
much less a typical elderly purchaser who, in 
many cases, will have a language problem or 
will not have very much education or familiarity 
with finance or mathematics. 

The sliding scale subsidy combined with the 
15 percent requirement are quite complicated to 
explain to a potential purchaser (and will even 
be difficult to explain to sales personnel); at the 
same time, the various real estate tax and Fed
eral and State income tax ramifications of unit 
ownership must be explained. 

If the purchaser was not previously a home
owner, it will be difficult for him to understand 
these concepts. In addition, since condominiums 
were introduced to the United States only in the 
last dozen years, hardly any elderly purchasers 
will be very familiar with the condominium con
cept. Outside of certain large metropolitan areas 
and vacation areas-and primarily among higher 
income residents of those areas-condominium 
ownership is not very well understood. The com
bination of an elderly, moderate-to-Iow income, 
rather poorly educated purchaser, increasingly 
strict State and possibly Federal disclosure re
quirements, and mortgage, real estate tax, Fed
eral and State income tax, and condominium 
complexities present a rather substantial market
ing problem in themselves, and the addition of 
the PECP formulae make it that much more 
difficult. 
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10 Housing Revenue Sharing 

Limitations on the Use of 
Housing Revenue Sharing 
Funds 

By Robert C. Alexander 
McKinsey & Company, Inc. 

Housing revenue sharing funds must have 
some restrictions accompanying them simply be
cause they are intended to be used for a specific 
purpose, namely, housing. Nevertheless, there 
are many additional restrictions (or strings) sub
ject to several methods of enforcement or fol
lowup that might be attached to these funds to 
insure that they are used for the appropriate 
purposes by the appropriate agencies. Whether 
these strings should be attached to housing rev
enue sharing funds depends on Federal objec
tives and standards for a housing revenue shar
ing program and an assessment of the ability of 
State and local governments to be responsible 
agents for achieving these objectives. 

This chapter reviews a range of possible re
strictions on the use of housing revenue sharing 
funds. Naturally, the selection of a specific set of 
strings will be the result of policy choices (in 
terms of housing objectives) and the analysis of 
alternative strings (in terms of responses by 
local governments and appropriate checks and 
balances). The limited objectives of this chapter 
are to identify the reasons for imposing strings 
and the types of strings that might be used to 
achieve those goals. The following sections dis
cuss: 

• A minimum-strings program: A program 
with the fewest marginal restrictions from which 
the need for additional controls can be meas
ured. 

• Reasons for additional restrictions: Antic
ipated shortcomings of a minimum-strings pro
gram. 

• Restrictions related to Federal objectives 
and program operations: The standards and 
controls necessary to offset expected problems. 

• Restrictions related to the transition: The 
special (and presumably short term) controls 
necessary to achieve a successful transition. 

A Minimum Strings Program 
Would Be Quite Simple 

Models already exist for the design of spe
cial revenue sharing programs. (For example, 
see S. 1234, "The Law Enforcement Assistance 
Act of 1973," and H.R. 2754, "The Education 
Revenue Sharing Act of 1973.") In the housing 
field, the proposed community development acts 
(So 1743, "The Better Communities Act," intro
duced in May 1973, and S. 1744, a Senate ver
sion of the SCA act passed in 1972 and reintro
duced in May) may provide particularly 
appropriate models. 

The Administration's BCA establishes a 
two-step revenue sharing process. The first step, 
before funds are received, is certification. The 
eligible government, either State or local, certi
fies that its proposed use of SCA fund is con
sistent with the guidelines established in the act 
concerning the planning process, public hear
ings, and passthrough requirements. (These 
guidelines are the "strings"; certification is the 
enforcement provision.) The second step is a 
postaudit. The possibility of a postaudit is in
tended to insure that the local government keeps 
the appropriate records and that these records 
will be available to Federal officials. 

The Senate version establishes a somewhat 
more complex process that more specifically 
identifies the restrictions and intent of the legisla
tion and provides for a closer supervision of the 
local government. The first step is application 
process. The application by the eligible govern
ment covers three points: 

• Needs and plans are discussed and 
identified. 

• Action programs and budgets for a 2
year period are presented. 

• Certifications that the government is con
forming to other provisions of the act are pro
vided. 

The application for revenue sharing funds is 
then reviewed and approved. The second phase 
of the process is the evaluation of the programs 
financed by the eligible government. The evalua
tion phase consists of: 

• A postaudit designed to insure that the 
appropriate records of fund expenditures are 
kept. 

• An annual report to insure that progress 
toward the stated goals is being made. 
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A minimum-strif']gs housing revenue sharing 
program might fall between these two ap
proaches, both in terms of restrictions and en
forcement provisions. There might be a shorter 
and less complicated preapplication process 
than in the Senate version of the BCA. On the 
other hand, there might be a greater emphasis 
on performance auditing than in the Administra
tion's BCA. 

Limited Certification Would Be Required 

Certification requirements would, at the min
imum, refer to the acceptable uses of funds for 
housing purposes. Certification is basically a 
statement of intent on the part of the receiving 
government. Because this special revenue shar
ing program is for housing, the receiver of these 
funds would have to certify (subject to audit) 
that the funds would be used for housing pur
poses. This requirement might be reinforced by a 
specific reference to the programs that are in
cluded. For example, existing Section 235 and 
236 subsidy programs might be specifically re
ferred to as programs replaced by a housing 
revenue sharing package. Reference to these 
programs would indicate the general purposes 
for which the funds are to be spent. 

Certification might also be required for cer
tain process elements. For example, if States 
were the primary recipient of the funds, they 
would have to certify that their distribution of the 
funds would conform to the intent of the Housing 
Revenue Sharing Act. In addition, there might be 
certification requirements for planning and public 
hearing purposes. 

Audits and Reports Would Be Necessary 

Naturally, funds distributed through a reve
nue sharing program would be subject to audit. 
This is a normal requirement. It would be neces
sary and useful to insure the responsible man
agement of Federal dollars. 

In addition, however, a report by the eligible 
government (either State or local) would be use
ful. This report would summarize the results of 
the program completed in the previous year, and 
it would project future uses of funds in coming 
years. From the Federal Government's point of 
view, this report might help program administra
tors at the Federal level identify possible misuses 
of funds for investigation through full-scale au
dits. 

Compliance with Other Federal Legislation 
Would Be Expect.ed 

Compliance with Federal legislation in terms 
of minimum wages and Civil Rights would 
be assumed under a minimum strings approach. 
The Housing Revenue Sharing Act would cite the 
Davis-Bacon Act and the appropriate Civil Rights 
Acts referring to equal access and equal em
ployment opportunities. These would then be in
corporated into the act and would be guides for 
the administration of the funds, by reference. 

If there were a violation of either the mini
mum wage or Civil Rights provisions, the local 
administrator would be subject to court action at 
the local level. There would be little enforcement 
built into the legislation other than the possibility 
of withholding subsequent funds. Restrictions 
noted in the law would simply be general guide
lines for the administration of the program sub
ject to local appeal and court action. 

The minimum-strings program would be a 
fairly simple program for the 'Federal Govern
ment to write and to administer. The provisions 
would not be complex. The requirements for cer
tification and audit would not be extensive. 
Whether the minimum-strings approach could 
meet basic Federal objectives is doubtful, how
ever. 

State and Local Governments Might 
Not Appropriately Administer a 
Minimum-Strings Program 

What a State or local government could or 
would do with housing revenue sharing funds is 
basically a matter of speculation at this point. 
Only a detailed survey of the capacities of eligi
ble governments and an analysis of program in
centives could begin to illuminate these ques
tions. Nevertheless, strong a priori arguments, 
based on the government's experience with gen
eral revenue sharing and knowledge of the hous
ing industry, can be made to the effect that: 

• Because Federal, State, and local gov
ernment objectives are not entirely consistent, 
the Federal Government might find it difficult to 
achieve national housing, development, and eco
nomic objectives. 

• The use of funds by State and local gov
ernments may not meet Federal objectives for 
social programs. 

• The regional impact of housing funds 
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may not be taken into account by eligible gov
ernments in approving housing programs. 

• State and local governments may lack 
capability to administer a minimum-strings pro
gram. 

• Eligible governments may find that ca
pacity to administer programs is difficult to build 
up. 

In order to resolve these problems, the Fed
eral Government might impose controls or stand
ards on the use of housing revenue sharing 
funds. These controls (or strings) might be en
forced in a variety of ways, ranging from a strict, 
detailed evaluation of the performance of eligible 
governments to flexible certification require
ments. Because the enforcement provisions are 
the heart of any system of strings attached to 
housing revenue sharing, the extent to which a 
given standard is strictly enforced would be one 
measure of the importance of that element to the 
Federal Government's housing programs. 

The relationships between the problems that 
might arise from a minimum-strings program, the 
additional restrictions that might be placed on 
that program, and the range of enforcement pro
visions that could be used to implement those 
restrictions are shown on Table 1. In this section, 
we discuss in detail the problems that might 
arise in the administration of housing programs 
by State and local governments. Subsequent 
sections will analyze the restrictions themselves. 

National Housing, Development, and 
Economic Objectives May Be Difficult 
to Achieve 

The Federal Government has defined several 
reasonably clear objectives for federally assisted 
housing in the past. The production of new hous
ing has been paramount among these objectives, 
the legislative mandate for which was incorpo
rated in the Housing and Urban Development Act 
of 1968. Recently, however, new objectives seem 
to be vying with new construction for promi
nence. In particular, a concern for the existing 
housing stock, which might be manifested 
through gut rehabilitation, neighborhood conser
vation, improved apartment maintenance and op
eration, and other programs, has been identified 
as a key objective of Federal policy for the re
mainder of the 1970's. 

The distribution of Federal housing funds 
between central city, other urban, suburban, and 
rural areas is becoming increasingly important 

as a Federal "urban growth" policy takes shape 
and as real housing needs in each of these 
areas become apparent. Central cities, for ex
ample, may require rebuilding and substantial re
habilitation for moderate and middle income fam
ilies as part of an overall effort to revitalize key 
urban centers and in response to the particular 
housing needs there. Suburban locations, by 
contrast, may have a primary need for lower in
come housing, an element of the income distri 
bution typically underserved by the private mar
ket in those areas. Rural locations, where past 
Federal programs have been notable by their 
failure to serve the lowest income groups in 
what is physically the worst housing in the Na
tion, would require special subsidies and con
struction assistance efforts. The combination of 
these area targets would be one important com
ponent in an effective national urban growth pol
icy. 

Finally, the Federal Government has at
tempted to use housing programs to stimulate 
(or to retard) national economic grbwth. Housing 
construction has been a "counter-cyclical" in
dustry in the sense that its peak activity tends to 
come just after manufacturing industries have 
reached low points of activity in the recession/ 
expansion business cycle. By providing additional 
housing funds (or withholding the"m). the Federal 
Government has been able to affect to some 
extent normal swings in the economy. 

In spite of the articulation of these objec
tives, the Federal Government may well find it 
difficult to achieve them through a locally admin
istered , minimum-strings, housing revenue shar
ing program. There are two reasons why it might 
be difficult: First, the basic objectives of different 
levels of government vary; second, programs at 
the local level might be subject to control by in
terests even more at variance with Federal 
goals. 

A national goal is certainly not the sum of 
the goals of approximately 38,000 State and 
local governments. The tendency of each juris
diction to look after its own interests, narrowly 
defined, is well known. In California, the tend
ency of local governments to vie with one an
other for annexation of new, property-tax "rata
bles" became so aggressive that the State 
required counties to set up "Local Agency For
mation Commissions" to settle disputes between 
municipalities. National goals, by way of con
trast, might require that some communities un
dertake projects in which they might not be most 
interested (such as low rent public housing) in 
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Possible Problems In A 
Minimum-Strings Program 

The Federal Government might find it 
difficult to achieve national housing, 
development and economic objectives. 

Use of funds by State and local 
groups may not meet Federal objec
tives for social programs. 

Regional impact of housing funds 
may not be taken into account. 

State and local governments may lack 
capability to ·administer a minimum 
strings program. 

Eligible governments may find that 
capacity to administer programs is 
difficult to build up 

Additional Restrictions That Might Be 
Attached To Federal Aid 

1. 	 Require that a minimum portion of 
the funds be targeted to the exist
ing housing stock. 

2. 	 Mandate portion of funds to be 
split in central city, urban, suburban 
and rural areas. 

3. 	 Require funds to be spent consist
ent with national economic policy. 

1. Mandate eligibility rules. 

2. 	 Mandate tenant selection criteria. 

3. 	 Incorporate Federal social 
legislation. 

1. 	Mandate a local market test. 

2. 	 Require a planning process. 

3. 	 Limit eligible governments. 

1. 	 Mandate minimum development 
standards. 

2. 	 Mandate eligibility rules (e.g., 
income, family size) . 

3. 	 Require a planning process. 

1. 	 Require evidence of capacity. 

2. 	 Require programs to upgrade 
capacity. 

• Subject to post-audits of financial and program records. N.A.-Not applicable . 

Provisions for Enforcing Additional 
Restrictions 

Strict 

-Fund housing revenue sharing by 
use of funds-e.g., new construc
tion, . rehab, etc. 

-Determine a government's share of 
funds based on its location and 
where it would spend them. 

-Change funding levels depending 
on national economic policy. 

-Specify income limits and house
hold size groups eligible for 
assistance through housing revenue 
sharing . 

-Specify procedures for selecting 
beneficiaries from a pool of eligible 
applicants. 

-Provide a Federal role for the 
enforcement of social legislation. 

-Require prior approval of local 
markets. 

-Require prior approval of annual 
plans before funds are released. 

-Designate mix of governments that 
would be eligible recipients. 

-Specify minimum housing quality 
standards acceptable under this 
program. 

-As above. 

-Require approval of annual plan 
before funds are released . 

-Define operating tests that 
establish evidence of 
capacity. 

-Define milestones in capacity 
building programs that State and 
local governments must meet. 

or Conditions 
Flexible 

-Require certification that a mini
mum percent of funds will be spent 
on the existing housing stock.' 

-Require certification that funds will 
be spent in areas and proportion 
indicated by law.' 

-N.A. 

-Require certifications that tenant 
selection criteria will be followed: 

-Require certification that tenant 
selection criteria will be followed: 

-Incorporate Federal social legis
lation by reference. 

-Require certification that market 
conditions for housing programs 
are acceptable.' 

-Require certification that an 
appropriate plan will be prepared. 

-Designate State governments as 
primary recipient of funds that are 
subsequently redistributed. 

-Require certification that minimum 
standards have been met.' 

-Require certification that eligibility 
rules will be followed: 

-Require certication that a plan 
will be prepared: 

-Define categories of agencies that 
would qualify as evidence of 
capacity. 

-Require certification that capacity 
building programs will be 
undertaken. 



order to achieve better, overall results from pub
lic assistance to housing programs. Essentially, 
the implicit reward structures in the current envi
ronment of State and local governments empha
size individual returns (e.g., an improved tax 
base for one municipality or significant construc
tion activity in another) over community returns 
(e .g., a better regional or statewide mix of hous
ing programs) . These conflicts of interest be
tween State and local governments on the one 
hand and the Federal government on the other 
might make achieving Federal goals difficult. 

One example of how local governments 
might respond in a narrow way to housing reve
nue sharing would be to use the funds for prop
erty tax reduction. Property tax reductions might 
be irresistible. They might even be justified as 
"housing-related." By lowering property taxes, a 
local government could claim that it is increas
ing the amount of operating funds available for 
housing maintenance. It might also argue that re
ductions in property taxes tend to stimulate new 
construction . 

Such arguments might be true if they were 
part of an overall approach to the local area's 
housing problems. Without this context, however, 
property tax reductions could be essentially a 
giveaway. They would benefit landlords and de
velopers far more than tenants or homeowners. 
And they might have only limited impact on any 
basic public objectives for housing assistance. 

Similarly, subsidizing the operating expen
ses of public or publicly assisted housing 
developments could be effectively a "nonhous
ing" expenditure. Whether such subsidies ac
tually served public purposes would have to be 
determined in the context of the local govern
ment's whole housing program. 

Beyond this, however, is the fact that hous
ing and development efforts in the past have cre
ated significant interest groups that are sure to 
attempt to influence the ways State and local 
governments spend their Federal housing reve
nue sharing funds. These interests (including de
velopers, builders, suppliers, and bankers) typi
cally make their fees and commissions through 
new construction projects in easy-to-market, 
suburban areas (although, of course, any new 
construction project would generate some reve
nue for them). The interests of these groups in 
new construction would tend to distort Federal 
goals for an emphasis on the existing housing 
stock or on central cities. 

Local governments in particular tend to be 
significantly influenced by these interest groups. 

Substantial contributors to local political cam
paigns are often drawn from their ranks, for ex
ample. Thus, even if local governments were of a 
mind to support Federal objectives for their own 
reasons, they might find that possibility adversely 
affected by powerful groups outside the pro
grams. 

The possibility that State and local govern
ments would inhibit the Federal Government's 
ability to accomplish its objectives (in some min
imum-strings, housing revenue sharing program) 
could be analyzed by reviewing case examples 
of the extent to which the local housing industry 
affects local politics. In addition, interviews with 
selected local officials could help identify the 
range of possible State and local housing objec
tives; these could subsequently be compared to 
Federal objectives to determine the extent of the 
mismatch. Short of that, however, we simply note 
that the arguments and experience on the Fed
eral Government's side are substantial. Some set 
of strings must be included in a housing revenue 
sharing program that would relate Federal Gov
ernment funds administered by State and local 
governments to Federal goals for housing, urban 
development, and the economy. 

Use of Funds May Not Meet Social 
Objectives 

In addition to the basic housing and eco
nomic objectives discussed above, the Federal 
Government has goals for the social impact of 
housing programs. These goals include: 

Standard Housing for Lower Income Fami
lies: Programs that focused on these families in
cluded rent supplement payments, low rent pub
lic housing, and leasing programs. In addition, 
interest subsidy programs used income limits to 
determine eligibility and scaled rent payments to 
keep up with subsequent increases in income. 

Equitable Selection of Eligible Families: 
Tenants were selected from the eligible pool of 
applicants according to explicit criteria relating 
primarily to credit-worthiness and relocation con
siderations. 

Equal Opportunity for Tenants and Contrac
tors: Federal civil rights legislation requires that 
there be no discrimination in tenant or contrac
tor selection for reason of race or national ori
gin. Federal housing programs have required 
affirmative efforts (as opposed to passive 
responses) to meet these objectives. 

There is general agreement on the virtue of 
these principles. For example, the general as
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sembly of the Southern California Regional Asso
ciation of Governments has endorsed these 
points in a statement of housing policy. New 
York City has adopted and enforced policies de
signed to improve opportunities for minority 
groups in the construction trades. Undoubtedly, 
many other examples of basic agreement could 
be cited. 

At the same time, there is the widespread 
conviction, based on numerous counter-exam
ples, that these principles would lie fallow in the 
hands of most municipal governments. In Black
jack, Missouri, a middle income town attempted 
to exclude integrated, moderate income housing 
by a change of zoning law. New public housing 
units in Chicago, Illinois, have been blocked by 
the controversy over the Gatreaux case that 
seeks public housing in areas outside that city's 
South and West Sides. In Westchester County, 
New York, nine towns threatened by a State 
agency with mixed income housing projects 
heatedly defeated the plans and their State rep
resentatives stripped a key power from the 
agency in the State legislature. In New York 
City, plans for public housing units in the bor
ough of Queens met strong resistance and led to 
significant modifications of the original plans by 
the City Council. 

In general, the feeling among local govern
ments seems to be: "Low income, integrated 
housing projects are fine-for my neighboring 
town." Clearly, this context makes the realization 
of Federal social objectives uncertain (if not un
likely) unless appropriate controls on the use of 
funds are specified. Because social equity has 
been such an important consideration in feder
ally assisted housing programs, in terms of ad
ministrative policy and court decisions, these 
controls ought to be among the more strongly 
enforced provisions of a special revenue sharing 
program for housing. 

Regional Impacts Might Not Be Considered 

One of the underlying problems in diffusing 
responsibility for housing assistance funds is 
that of controlling the "spillover" effects of local 
programs. Spillover refers to benefits that accrue 
to localities that do not incur costs (lower paid 
workers in one municipality who find housing in 
a neighboring municipality) and to costs incurred 
by localities that do not receive the full benefits 
(housing for lower income families assisted in 
part by reduced property taxes that stimulate 
employment in a neighboring area). Housing 

markets are particularly prone to spillover prob
lems at the small area level, largely because 
they overlap due to transportation patterns and 
locations of sources of employment. To some ex
tent, spillover problems can be sorted out by ag
gregating local housing markets to regional or 
statewide levels. There would continue to be sig
nificant interaction between housing markets, 
however, even at the- regional or statewide level. 

Local governments would not be under any 
pressures or subject to incentives that would 
mitigate their emphasis on local problems in a 
minimum-strings program . Their rewards are and 
would continue to be for assisting middle income 
housing or housing for the elderly in their area. 
One of the concerns of the Los Angeles County 
Department of Housing and Development Service 
is that municipalities would overbuild some types 
of housing (competing, for example, for the el
derly housing market) while failing to provide 
other needed housing projects (such as public 
housing). 

One way to indicate the problems that might 
be caused by spillover-related competition for 
housing markets is to consider the average rate 
of growth of demand for housing in a typical 
metropolitan area. The nationwide increase in 
population from 1960 to 1970 was about 12 per
cent. For an SMSA of about 1 million population 
(of which there were 23 in 1960), this would 
imply an increase of 120,000 persons, or 30,000 
4-person families over the decade. This in turn 
suggests a rate of growth approximately equal to 
3,000 families per year. Assuming that, of these 
families, 33 percent fell within the eligibility lim
its for Federal programs (while the needs of the 
balance were served by the private market), then 
the growth in families requiring some form of 
public assistance would be about equal to 1,000 
famil ies per year. 

The typical SMSA encompassed an average 
of 38.5 local governments in 1967, including 
county, municipal and township entities. (Source: 
The Statistical Abstract and the Census of Gov
ernments (1967).) If each unit of local govern
ment captured an equal share of that growth, 
then each government could have assisted about 
26 families per year. Clearly, projects of this size 
are both economically inefficient and financially 
risky. The real problem, however, would have 
arisen when each of the governments competed 
equally for a share of the market but some units 
won larger proportions of the growth than oth
ers. The governments that were not as success
ful in their competition would have been left with 
many vacant units. 
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Failure to account for spillover problems in 
the design of a housing revenue sharing program 
could lead to the wasteful expenditure of rela
tively scarce Federal resources. Unnecessary 
projects might be built or assisted and the num
ber of projects that fail to become economically 
self-sufficient could increase. A full analysis of 
potential spillover problems would require a re
view of at least a sample of Standard Metropoli
tan Statistical Areas with several rates of growth. 
If potential problems could be related to types of 
SMSA's (for example, spillover problems are ac
centuated in low-growth areas), then controls 
could be built into the housing revenue sharing 
program that would vary by type of area. Alter
natively, a simulation could be prepared for var
ious SMSA's based on their actual rates of 
growth and the actual number of local govern
ments within their borders. 

Administrative Capability May Be in Short 
Supply 

States have much apparent capability, but 
their real strengths are not deep. For example, 
23 States have housing finance agencies. (A re
view of current State housing finance agency 
programs and legislation is presented in the 
March 1973 issue of the Journal of Housing.) Of 
these 23 States, however, only 10 have agencies 
with bonds outstanding. And of these 10, even 
fewer, perhaps half, have ongoing housing pro
duction programs. 

Many States have departments of community 
affairs: 37 have community affairs agencies in 
operation, with staff sizes ranging from 440 in 
New York to 5 in Vermont. The average staff size 
for those States with operating community affairs 
programs was 97 persons in 1972. The major re
sponsibilities of these agencies include: Compre
hensive planning, housing services, area redevel
opment programs, and community development 
training. Even though these agencies have re
sponsibilities in these areas, however, their 
major functions are largely passive and adminis
trative: Fiscal, management, legal, personnel 
training, intergovernmental cooperation and co
ordination, and related research. 

Thus, a State's capability is in fact quite lim
ited. Few States have operating mortgage-lend
ing programs. And even though many more 
States have departments of community affairs 
generally responsible for housing related pro
grams, thei r actual day-to-day functions are not 
related to the development or management of 
housing. 

Metropolitan areas also have similarly lim
ited capability. Few cities or local governments 
have programs other than a local public housing 
authority or urban renewal agency. A broader 
emphasis on housing problems (including rent 
assistance or rehabilitation) is usually not in
cluded in the current administrative structures of 
most cities. The exception may prove the rule in 
this case. New York City has a large Housing 
Development Administration with responsibility 
for a wide range of programs including rent con
trol, rent assistance, rehabilitation, and new con
struction. Few cities come close to this complete 
a spectrum of local housing programs. 

Because both State and local governments 
may have only limited capability to administer 
housing revenue sharing funds, the Federal Gov
ernment may find it necessary to specify mini
mum conditions for eligible recipients (i.e., house
holds) in terms of incomes and family sizes and 
mandate minimum housing quality standards for 
units (new or existing) receiving Federal assist
ance. Such restrictions, however, would tend to 
constrain local programs severely, replicating 
the problems in the current categorical grant 
programs. A full analysis of the conditions ap
plied to the programs, therefore, is critical, be
cause these restrictions might in fact become 
counter productive in terms of achieving Federal 
goals. 

Administrative Capacity May Be Difficult to 
Build 

It is not a simple matter to build the local 
administrative capacity necessary to handle 
housing revenue sharing money. Functions might 
include mortgage lending, construction supervi
sion, program design, rent assistance administra
tion, and so on. There is a limited supply now of 
proven organizations that can handle these pro
grams. Rapid expansion of both individual talent 
and organizational experience would be difficult. 

That the administrative capacity is scarce, 
however, is not the same as saying that it could 
not be developed . Naturally, training programs 
and organizational models would facilitate the 
growth of local capability. But it is clearly a 
lengthy process. For example, most agencies 
that become involved directly in housing lending 
activities (either for new construction or rehabili
tation) find that there is a minimum 2-year start
up phase, after which there may still be signifi
cant learning required. 

A complete analysis of the startup costs for 
a housing revenue sharing program would re
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quire an analysis of the functions that eligible 
governments would be expected to perform, an 
assessment of their current capabilities, and an 
estimate of the cost and time required to obtain 
the addi tional necessary capabilities. Experience 
with State housing finance agencies, however, is 
so clear with respect to the difficulties of the 
startup phase that additional analysis may be un
necessary. 

Certain Controls Would Be Necessary 
To Achieve National Goals 

In order to achieve Federal housing objec
tives and to offset, at least in part, some of the 
difficulties of working through State and local 
governments, housing revenue sharing programs 
might include three sets of restrictions related 
chiefly to: 

• Targeting the mix of uses of shared 
housing funds. 

• Targeting the mix of geographical areas 
served by shared housing funds. . 

• Tying the use of housing funds over time 
to national economic conditions. 

Appropriately structured restrictions might offer 
the Federal Government an opportunity to shape 
programs toward its ends without taking com
plete responsibility for their administration . The 
following paragraphs discuss these three types 
of restrictions in detail. 

The Use of Funds Should Be Targeted 

The mix of uses of housing revenue sharing 
funds could be targeted directly or indirectly. 

Directly: Specific appropriations could be 
made for specific purposes in the housing reve
nue sharing program (e.g., so many dollars for 
housing allowance, rehab, new construction). In 
effect, this would convert one housing revenue 
sharing program into three separate and individ
ually funded programs. The drawback to a direct 
approach, however, would be that the program 
could become irrelevant or inoperable in certain 
areas. For example, some parts of the country 
may have a need for housing allowances that far 
outstrips any need for any new construction 
funds. 

Indirectly: The housing revenue sharing pro
gram might provide a general set of incentives 
favoring one use of housing revenue sharing 
funds over another. For example, procedures for 

obtaining new construction funds might be made 
more difficult than those for rehab funds. Or eli
gible governments might receive entitlements 
"worth" more in maintenance or neighborhood 
conservation dollars than in gut rehab dollars. 
The major drawback to this approach, however, 
would be the uncertainty of total demand for 
housing funds, since that would depend on the 
decisions of eligible governments after funds 
were appropriated . In addition, because the ap
proach is indirect it would have somewhat less 
impact on local decisions than a more direct ap
proach. 

An alternative approach would be to specify 
that the intent of the program is to emphasize 
rehabilitation, for example, and that a target 
figure of 50 percent of housing revenue sharing 
funds should be spent for this purpose. Govern
ments would certify that their administration of 
program funds would be consistent with this 
objective. This approach clearly represents a 
weak tie between Federal and local government 
programming. 

We favor an indirect approach to targeting 
the use of funds. The legislation would simply 
empower the Department of Housing and Urban 
Development to establish the appropriate admin
istrative procedures for allocating funds subject 
to the uncertainty of eligible government deci
sions. (This should not be a major difficulty, 
however; for example, funds could be allocated 
in two rounds, the second not being distributed 
until all requests were available.) This kind of 
input from the Federal Government on the priori
ties for use of funds provides appropriate direc
tion to eligible governments without completely 
constraining their ability to develop programs 
that meet their unique, local requirements. 

The Geographical Mix Should Be Controlled 

The amount of housing revenue sharing 
funds that an eligible government receives de
pends in part on an assessment of housing need 
in the area served by that government. In turn, 
that assessment will be based on some formula 
that could weigh urban, suburban, and rural 
housing needs differently. Thus the mix of areas 
served by housing revenue sharing could be in
fluenced by the allocations of funds to govern
ments. 

This approach would be effective if eligible 
governments served essentially homogeneous 
areas. Then allocating funds to governments 
based on the type of areas served would be a 
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proxy for targeting funds to specific areas such 
as central cities. Few governments except the 
smallest, however, serve even approximately ho
mogeneous areas. Even though New York City is 
entirely urbanized, for example, there are signifi
cant variations in housing problems from the 
suburban areas of Staten Island and North Bronx 
to the center-city ghettos of Harlem and Bed
ford-Stuyvesant. 

If States are to be the prime recipients of 
these funds, then the lack of homogeneity would 
be especially apparent. For example, though 
Pennsylvania, New York, and Ohio are thought of 
as industrial, urbanized States, all three have 
significant areas of rural poverty and bad hous
ing. Certainly, allocating funds to States would 
not achieve an appropriate mix of areas served 
by housing revenue sharing. 

One alternative, therefore, would be to re
quire eligible governments to spend their funds in 
rough proportion to the weight of factors in the 
basic allocation formula. For example, if a gov
ernment received $1 million in housing revenue 
sharing, 75 percent of which was due to the 
housing problems represented by the central city 
(or cities) within that government's jurisdiction, it 
would be required to spend $750,000 in that city 
(or cities). This type of constraint would help 
focus funds and could be administered simply 
based on existing data. 

If there were a national growth policy that 
defined priority growth areas by locale, then a 
more precise control might be required. For ex
ample, it might then be appropriate to constrain 
a portion of funds allocated to the States of Illi
nois, Indiana, Ohio, and Pennsylvania to the Chi
cago-Pittsburgh corridor. Without such a policy, 
however, stricter geographical controls could be 
counterproductive. One State might attempt to 
address the problems of its central cities by de
veloping new towns in rural areas (as the Metro
politan Fund proposed in the Paired New Town 
concept for Detroit) while others might target 
central cities for substantial direct investment 
(as New York State has done through its Urban 
Development Corporation). 

In the absence of a national policy, this vari
ation in local solutions ought to be fostered. We 
therefore favor requiring eligible governments to 
spend funds in proportion to the weight of the 
geographical factor in the allocation formula. A 
certification of intent to direct the funds in this 
manner should be required, and reasonable spot 
checks or audits should be undertaken. Finally, 
governments should be provided some means of 

requesting exceptions to these limits for good 
cause (such as an approved development plan 
or program innovation). 

Housing Funds Might Be Controlled Toward 
Other Ends 

National economic policy issues frequently 
affect housing programs. The level of funding for 
housing programs determines the amount of ac
tivity. In fact, through its subsidy program, the 
Federal Government has one means of offsetting 
cyclical trends in the economy. To the extent 
that housing revenue sharing funds can be var
ied in amounts they represent a means of influ
encing the course of the economy. 

The use to which housing funds are put may 
also affect the economy differentially. That is, the 
impact of a new construction dollar may be dif
ferent from the impact of a rehab, maintenance, 
or housing allowance dollar. Such an assertion 
should be subject to analysis. Nevertheless, if it 
proves to be reasonably supportable, the ability 
to influence how revenue sharing funds for hous
ing are spent would be an important tool by 
which the Federal Government would affect na
tional economic policy. 

Recent experience with economic "fine tun
ing," however, leads us to believe that housing 
programs should be designed for housing policy 
purposes. Changes in the level of funding or mix 
of uses should be a matter of housing policy and 
not economic policy. Therefore, we do not be
lieve that strings for other than housing policy 
objectives, such as economic controls, are ap
propriate. 

Additional Controls Would Be Neces
sary To Achieve Social Objectives 

Federal housing objectives are not solely 
economic or developmental. There is also a sig
nificant social component affecting both eco
nomic equity and civil rights. In order to achieve 
these objectives, certain additional controls 
would be required: 

• General eligibility and tenant selection 
rules should be specified in order to provide 
guidelines for program administration that is eq
uitable across income groups 

• Other relevant Federal social legislation, 
particularly that focusing on equal housing and 
employment opportunity, should be incorporated. 

These objectives are important components 
of Federal housing policy. Many criticisms of 
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past programs have focused on social objectives 
as undermining the ability of the housing indus
try to build more housing. Simply building new 
units, however, is not the issue. Where those 
units are built, who builds them, and who lives in 
them is at least as important, since the answers 
to these questions provide the rationale for pub
lic involvement. Therefore, controls designed to 
achieve Federal social objectives should playa 
prominent role in the design of any housing rev
enue sharing program. The following paragraphs 
discuss the additional controls required in more 
detail. 

General Eligibility and Tenant Selection 
Rules Should Be Defined 

Equity considerations that have been objec
tives of Federal programs are two: 

Vertical Equity: Equity between income 
groups. Vertical equity has been achieved by 
scaling subsidies and making them a function of 
the income of the beneficiary. 

Horizontal Equity: Equity in the selection of 
beneficiaries from members of the same income 
group. Horizontal equity has been achieved by 
implementing certain tenant selection proce
dures. 

New housing revenue sharing programs 
could work much the same way. For example, 
vertical equity could be achieved by specifying 
certain program characteristics such as subsidy 
limits, income limits, rent to income ratio limits, 
and target economic integration objectives. The 
enforcement for such limits would be a postaudit 
of projects or persons financed through these 
programs. 

General guidelines for beneficiary selection 
could be incorporated in the law as a means of 
achieving horizontal equity. Alternatively, spe
cific guidelines establishing the exact procedure 
could be spelled out. In either case, enforcement 
of the restrictions could be based on a report by 
the administrating of government on its proce
dures and audits of their performance. 

Another way to incorporate these concerns 
into the housing revenue sharing program would 
be to require a certification by the unit of gov
ernment administering the funds that they will 
meet certain minimum Federal standards for 
vertical and horizontal equity. A certification 
would be less direct than the specific incorpora
tion of certain guidelines in the law itself. Never
theless, if units of government were required to 
plan for these guidelines and incorporate them 
in their programs, and if they were required to 

certify that such plans would, in fact, be imple
mented, then the Federal Government might 
achieve a minimum level of control over the use 
of the funds. Certification requirements thus 
seem to be the minimum acceptable strings at
tached to housing revenue sharing in this case. 

In determining the controls that are appro
priate, the tension is clearly between too little 
specificity (in which case governments might not 
adequately serve lower income families) and too 
much specificity (in which case innovative pro
grams and unique situations might go unex
ploited). Our belief is that, of the two, not 
enough specificity is the greater danger. There
fore, we would consider it appropriate to include 
income targets in the enabling legislation. Inclu
sion of these targets would be especially impor
tant if low income programs (such as rent 
supplements or low rent public housing) are 
among the programs to be replaced by housing 
revenue sharing. 

The income levels themselves might be left 
to the Secretary of the Department of Housing 
and Urban Development to determine on an 
area-by-area basis. Targets for the number of 
beneficiaries in various income groups, however, 
could be specified in the legislation in such 
terms as "not less than _ percent of the 
funds provided to each eligible government 
under this program shall be directed to low in
come families." Such limits would not render 
programs inoperable, as the limits associated 
with past programs have done. Rather, they 
would indicate to local governments the kind of 
programs they would be expected .to design. At 
the worst, these limits would require deeper sub
sidies than current programs now provide in cer
tain areas of the country, thus reducing the num
ber of units that could be assisted. 

Federal Social Legislation Should Be 
Incorporated 

In addition to its focus on lower income 
families, the Federal Government has also been 
concerned with correcting racial imbalances in 
employment and housing opportunities through 
various civil rights acts. Thus the Government 
has required that builders be equal opportunity 
employers, that banks be equal opportunity lend
ers, and that landlords be equal opportunity 
providers of housing. A person aggrieved by a 
builder, a lender, or a landlord could seek in
junctive relief or other remedies from the courts. 
Except in a few instances, the Federal Govern
ment did not become directly involved in either 
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integrating the building trades or prosecuting 
lenders or landlords. 

A housing revenue sharing program admin
istered by State and local governments would 
not disrupt this pattern of Federal involvement. 
The Federal Government would continue to set 
the appropriate rules. Aggrieved persons would 
continue to seek legal remedy. Thus, at t-his 
level, all that would be required would be refer
ence to applicable Federal civil rights legislation 
in the statutes enabling the special revenue 
sharing program. Subsequently, the Federal Gov
ernment should insist that each eligible govern
ment that receives and administers funds under 
the program obey the law of the land. Discrimi
natory zoning is illegal; refusing to rent units be
cause of race, creed, or color is illegal; denying 
employment for similar reasons is also illegal. 
Impartial enforcement of the law is clearly the 
next step. 

Beyond that, however, the housing program 
might provide administrative relief for complain
ants outside the court system. For example, if an 
eligible government acted in a manner contrary 
to the intent of the equal opportunity provisions 
of the civil rights acts (either directly by denying 
housing or employment opportunities, or indi
rectly by discouraging the provision of those op
portunities to minority groups), complainants 
might seek administrative relief. The enabling 
legislation might provide for hearings within the 
Department of Housing and Urban Development 
and might determine the range of possible ac
tions the Secretary of HUD could order. (The 
Better Communities Act contains comparable 
provisions.) These provisions should include ac
tions against the government that distributed the 
funds and against the party directly responsible. 

Such provisions are necessary because 
lower income families who are members of mi
nority groups undoubtedly lack the resources 
necessary to pursue their cases in court. There
fore, some simpler, less costly recourse that 
would provide a prompt hearing and swift rem
edy would be appropriate. New organizational 
units within the Department of Housing and 
Urban Development may be required, but they 
are clearly appropriate. 

Both legal and administrative decisions led 
HUD to specify administrative criteria for the ap
proval of projects, including an analysis of the 
site itself in terms of its potential for providing 
equal opportunity housing. The enforcement of 
these rules projected the Federal Government di
rectly into local political issues involving zoning 

and planning. As a result, the processing time on 
projects, an index of bureaucratic complica
tions, increased. 

Affirmative actions to achieve equal opportu
nity, however, should be the responsibility of the 
eligible governments receiving the funds. The 
Federal Government's role should focus on in
suring that the standards and requirements of 
relevant legislation and court decisions are met. 
Of course, the Federal Government could pro
vide planning and capacity building assistance. 
But the direct responsibility and accountability 
for affi rmative actions should rest with govern
ments receiving housing revenue sharing funds. 

Controls on Housing Funds Should 
Address Regional Impact Problems 

Spillover problems related to the administra
tion of housing revenue sharing funds could be 
one of the most serious operating problems of 
this program. (These problems were discussed 
earlier in this paper.) In order to correct these 
problems and shape incentives that would lead 
governments involved in the program to account 
for overlapping housing markets, the Federal 
Government might include three controls on the 
revenue sharing program it implements: 

• Selection of governments eligible to re
ceive funds under the program might depend in 
part on their having an adequate overview of the 
relevant housing markets they would serve. 

• The portion of a participating govern
ment's entitlement that is actually distributed 
might depend on an additional review of local 
market conditions. 

• Participating governments might be re
quired to document their plans for tying housing 
funds to other Federal programs such as com
munity development. 

Governments Eligible to Receive Housing 
Funds Should Be Limited 

The most direct approach to insuring a rea
sonable overview of local markets would be to 
limit governments eligible to receive housing rev
enue sharing funds based on their size. Not 
every local government would be provided hous
ing revenue sharing funds : They would go to 
State governments or regional units of govern
ment within the State or to large city govern
ments. The State government (or the regional or 
city government) would be required to approve 
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and to develop and spend housing revenue shar
ing funds based on the needs of the whole area, 
taking into account the overlapping market 
areas. 

The specific arrangements in each State 
might vary, subject only to the prior approval of 
the Department of Housing and Urban Develop
ment. In no case, however, should housing funds 
go to cities or regions of less than 1 million in 
population. In addition, where special regional 
units of government are created for the purpose 
of receiving and administering housing revenue 
sharing funds, the areas served by those units 
should correspond to the boundaries of the more 
important housing markets within those areas. 

The decision on which governments at what 
level should be eligible for housing revenue 
sharing funds will be made for reasons other 
than regional impact problems. Nevertheless, 
from the regional point of view, it is clear that by 
restricting the number of eligible recipients, the 
Federal Government could achieve a better rela
tionship between the program and local markets. 
This line of argument, therefore, suggests that 
State governments are appropriate eligible recipi
ents, at least in the early stages of the pro
gram's development. 

Funding Eligible Governments Might Depend 
on Local Market Conditions 

To guard against the possibility of overbuild
ing for some groups and underserving others 
(leading eventually to defaults or wasted Federal 
funds), the Federal Government might require an 
annual review of local market conditions before 
releasing the funds to which the eligible govern
ment was entitled. Of course, some market data 
would have been included in the formula that es
timated the original entitlement itself. Neverthe
less, this formula would probably not be as re
sponsive to changes in local market conditions 
as is necessary for an adequate accounting of 
regional impact. Therefore an additional market 
analysis requirement might be appropriate. The 
analysis would cover such elements as: 

• Demonstration of the need for housing 
assistance by type of assistance (New construc
tion, rehab, etc.) and by market served by the el
igible government 

• Relationship between the program for 
spending housing revenue sharing funds and the 
demonstrated market needs of the locality. 

The analysis would be evaluated prior to a gov
ernment's receiving funds authorized under the 

housing revenue sharing act. Presumably, the 
Federal Government could withhold some or all 
of the entitlement based on this analysis. 

The drawback to this approach is the strict
ness of these controls. This means that there 
would be considerably more Federal involvement 
in the program (e.g., reviews and redrafts) than 
in a minimum-strings approach. But the Federal 
Government might be able to build the neces
sary analysis and review capability around the 
existing market analysis group in HUD. Thus this 
control, though strict, would be capable of fairly 
smooth implementation. 

The advantage of this type of string is that it 
preserves some Federal input into the use of 
housing revenue sharing funds. In particular, it 
provides an appropriate vehicle for insuring that 
one community's plans do not overlap, compete, 
or conflict with the plans of nearby communities 
in the same general market area. This level of 
Federal input would be general, on an annual 
basis, not focused on a project-by-project re
view. 

In our view, the advantages of this type of 
string outweigh the disadvantages, and it ought 
to be included. The market analysis requirement 
might be incorporated as part of an overall plan
ning submission. In addition, it might serve an 
additional function of insuring that eligible gov
ernments do not overlook or underestimate this 
important administrative step. Therefore, the 
housing revenue sharing plan implemented by 
the Federal Government should require that local 
market needs be demonstrated before funds are 
actually disbursed. 

Planning Requirements Should Be Specified 

The administration of housing revenue shar
ing money should be related to other govern
mental efforts. Housing depends on an appropri
ate infrastructure of sewer and water facilities 
and highway and other transportation facilities. 
In addition tenants and homeowners need jobs 
or transportation to jobs that will prOVide in
comes adequate to afford the housing. Both the 
infrastructure, the job, and the transportation to 
the job are often provided by local governments. 

In addition , housing has impacts that need 
to be evaluated. The environmental impact of a 
new housing project, for example, is an impor
tant consideration in current programs. In addi
tion, new housing development contributes to 
urban growth. Orderly urban growth is another 
consideration that is currently important to hous
ing programs. 
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Preparing a housing plan may help the eligi
ble government relate the housing funds avail
able to it to the other programs that it and other 
governments in its area administer. Minimum 
planning requirements might be specified to in
sure that this important step is not slighted. The 
planning requirements would spell out the key 
elements of a housing plan. These elements 
might include the relationship between other ex
penditures of local governments and the pro
posed expenditures of housing assistance funds. 
In addition, a public review of the plan might be 
required. 

Funds could be contingent on the plan or 
not. If they were contingent on the development 
of an acceptable plan, then a review capability 
would have to be developed by the Federal Gov
ernment. If funds are not contingent, then the 
administering unit of government would only 
have to certify that it would meet the planning 
standards established by the law. Of course, its 
performance would be subject to audit. 

The benefits of this planning requirement 
would be threefold: 

1. The plan would be prepared infrequently. 
Currently, the environmental impact and urban 
growth impact of each project assisted with Fed
eral funds is evaluated on a project-by-project 
basis. Requiring an annual overall plan would 
greatly simplify housing assistance programs. 

2. A planning requirement provides an ap
propriate mechanism for coordination with other 
programs currently evaluated on a project-by
project basis. A planning requirement would sim
pi ify the consideration and review of the relation
ship between housing and other community 
development and social programs. 

3. A well-thought-out plan would be subject 
to revision, not complete redrafting. Currently, 
impact statements and/ or coordination programs 
are either developed from scratch for each proj
ect or reproduced from packaged statements. 
Rather than following this pattern, a well
thought-out plan could simply be revised to re
flect the results achieved in previous years and 
the gradually evolving objectives of the adminis
tering units of local governments. 

We feel that the benefits of this planning re
quirement are important enough to justify its in
clusion in a housing revenue sharing program. 
The Federal Government's interest in insuring 
that programs are coordinated and the eligible 
government's concern for the businesslike ad

ministration of Federal housing funds both argue 
for a planning submission that is reviewed prior 
to the release of the funds to which the govern
ment would be entitled. 

Program Controls Should Be Used to 
Offset Lack of Experience and 
Capability 

One effect of a housing revenue sharing 
program would be to increase the responsibility 
of State and local governments for designing 
and administering housing programs. Because 
many of these governments have not previously 
had this responsibility, some controls would be 
needed to insure that minimum administrative 
standards and procedures had been established 
and were being implemented. To achieve this re
sult, the Federal Government might: 

• Promulgate minimum development stand
ards intended to insure that minimum quality 
standards were met. 

• Specify eligibility rules to remove one 
area of possible misuse of Federal funds. 

• Require planning by the eligible govern
ment to coordinate programs and improve ad
ministration. 

Ideally, these strings, if they were attached 
to revenue sharing programs for housing should 
not impose any burdens on well-run programs, 
because governments carrying out those pro
grams would go through similar steps on their 
own. The additional work required of less well
run efforts should improve their administration, 
not hinder it. The following paragraphs discuss 
these strings in this context. 

Minimum Development Standards Might Be 
Promulgated 

As part of housing revenue sharing, the Fed
eral Government might promulgate minimum 
code standards. Such standards would help in
sure that Federal monies are not spent either in 
overbuilding or underbuilding specific units. The 
tendency of local governments with "free" 
money might be to build palatial developments 
with luxury facilities. Alternatively, they might 
tend to underbuild units in terms of space and 
basic amenities. A Federal minimum code might 
be required to specify the band within which the 
administering unit of government can make inde
pendent quality decisions. 
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The code might be included in the housing 
revenue sharing act, or it could be promulgated 
independently in the associated rule affecting the 
program. An administering unit of government 
would be required to certify that it would stay 
within the bounds prescribed. Its actions would 
be subject to an audit. 

The drawback of including minimum devel
opment standards is that they might be unneces
sary. Local codes in many parts of the country 
are relatively severe already. In addition, be
cause of Operation Breakthrough, many States 
now have statewide codes and some States are 
working toward performance codes that would 
simply specify minimum performance character
istics, not detailed construction characteristics. 
Therefo.re, inclusion of a Federal minimal code 
might be redundant and unnecessary. 

Including a minimum development standard 
might also unnecessarily restrict the freedom of 
activity of the administering unit of government. 
Variations in quality standards are an important 
area for local input. The specific standards ap
propriate to an area may vary by region of the 
country. Thus, the ability of local managers to 
respond to local market conditions could be
come unnecessarily restricted. 

Overall, we feel that adequate safeguards 
are now present in existing State and local ordi
nances. The risk of over-constraining localities, 
then, becomes greater. Therefore, short of an 
evaluation of State and local building codes with 
respect to their suitability for Federal programs, 
we believe that it is not necessary to include de
velopment standards in a housing revenue shar
ing program. 

Eligibility and Planning Requirements Might 
Be Specified 

In previous sections, we discussed the eligi
bility rules and planning requirements. It is clear 
that adoption of rules or standards covering 
these two areas would achieve multiple Federal 
objectives, including those related to improving 
the capability of eligible governments. For the 
reasons given in the previous sections, we favor 
incorporation of general eligibility rules, but we 
believe that a strong planning requirement is es
sential. 

The rationale for including eligibility limita
tions emphasizes the risk of program abuse at 
the hands of inexperienced governments. The 
difficulty the Federal Government could expect in 
matching eligibility limits to local conditions and 
the likelihood of over-constraining possible pro

gram innovations are both arguments against in
cluding such limits in the basic program. Subse
quent experience may show that specific 
eligibility limitations are useful. General income 
targets should be adequate for the early phases 
of the program however. 

Planning requirements could serve a number 
of substantive program goals. For example, as 
we discussed earlier, planning requirements 
could be used to relate programs to local market 
conditions, to relate the programs of neighboring 
governments, and to coordinate housing and 
other programs of the same government. A 
strong planning requirement, however, could 
also aid eligible governments in formulating pro
grams and establishing priorities. It might thus 
tend to enhance program administration as well. 
In short, carefully articulated planning submis
sions ought to be part of a housing revenue 
sharing program. 

Special Provisions Should Be Made 
for Transition 

Transition is a particularly difficult time. 
Agencies would have to reshift their thinking and 
their procedures. Developers and participants in 
the program would have to learn the new rules. 
And the programs would have to be communi
cated adequately to beneficiaries. Restrictions 
during the transition period should therefore 
specify the Federal role, eligible recipient re
quirements, and capability efforts. 

The Federal role during transition should 
focus on building capability and determining 
when administering units of government are 
ready to assume administrative responsibility. 
This would require developing training programs 
for the Federal Government and appropriate 
tests of local capability. The distribution of Fed
eral funds might be contingent on approval by 
the Federal Government of the capability of the 
administering unit of government that will re
ceive the funds. (The Federal Government would 
also have to develop a transition and capacity 
building expertise of its own focussing on the 
administration of an entirely new program.) 

Eligible recipient requirements should be 
developed to clarify which units of government 
will ultimately become responsible for housing 
revenue sharing funds. These requirements could 
be built into the legislation. Alternatively, they 
might simply be mandated into legislation and 
promulgated as rules and regulations developed 
subsequently. Developing them outside the legis
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lation itself would provide more flexibility for the 
Federal Government and more time to develop 
realistic assessments of local government capa
bilities. 

Finally, certain capacity building efforts 
would be appropriate to the transition. In addi
tion, the administering unit of local government 
might not become eligible to receive funds until 
it had completed the appropriate series of ca
pacity-building steps. The design of the capaci
ty-building program, however, should be outside 
the legislation itself. 

Transition to a housing revenue sharing pro
gram would pose as much challenge to the Fed
eral Government as to State and local govern
ments. Program controls are clearly necessary 
until both the Federal Government and the gov
ernments that are eligible recipients of these 
funds are prepared to execute their new roles 
and responsibilities. A detailed discussion of the 
transition requirements (for either party) is be
yond the scope of this report. Nevertheless, it is 
clear that minimum legislative provisions for con
version to revenue sharing for housing should in
clude deSignation by the eligible government of 
the organizational unit that will receive, program, 

and administer the funds and a certification of 
the capacity of that unit to meet minimum pro
gram standards by the Department of Housing 
and Urban Development. The legislation might 
provide for a "phased" introduction of housing 
revenue sharing, beginning with those govern
ments that demonstrate eligibility. Capacity-build
ing programs might then be mandated for the re
maining governments. 

Summary 
The tension between the interests of the 

Federal Government and the interests and abili
ties of State and local governments are particu
larly apparent in housing programs. This conflict 
is "rational" in that it is based in the fundamen
tally different viewpoints of the different levels of 
government-and therefore, it will not simply go 
away. A workable housing revenue sharing pro
gram must account for these differences of view
pOint by including an appropriate set of restric
tions and controls. Although the strings we have 
discussed in the preceding sections are rela
tively extensive, we feel that they are essential 
additions to a minimum-strings program. 

~--- - ---- - - ----~ ---
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Implications of Short Term 
Funding of Housing Revenue 
Sharing 

By Robert C. Alexander and Donald J. Gogel 
McKinsey & Company, Inc. 

The Better Communities Act sets a prece
dent for 5-year authorizations for special revenue 
sharing programs. If 5-year funding is the pattern 
for housing revenue sharing programs as well, 
housing programs would be affected in two 
ways: 

• The number of units assisted would be 
reduced. Every alternative to the existing mort
gage interest reduction programs implies a sig
nificant cutback in the number of units receiving 
public assistance. 

• Governments administering housing pro
grams would probably shift their housing strate
gies toward those subsidy schemes that would 
potentially assist the greatest number of units. 
Possible alternatives would be rehabilitation, 
mixed income (or shallow subsidy) develop
ments, and producer bonuses. 

These consequences are not explicitly part 
of a revenue sharing program. Presumably, the 
impact of short term funding could be mitigated 
by maintaining some long term, mortgage inter
est reduction payment contract authority or by 
establishing a housing trust fund from which 
payments to localities would be made on an an
nuity basis over a period longer than 5 years. 
Nevertheless, as clear implications of a housing 
revenue sharing program with 5-year authoriza
tions, they deserve analysis. 

In this paper, we review in a preliminary 
way the economic and strategic consequences of 
short term funding. The first section demon
strates the economic implications of nine hous
ing assistance programs that might be undertaken 
by State or local governments. We focus on the 
number of units that can be assisted per $1 
million of revenue sharing funds and on the rent 
reduction achieved by the various programs. In 
the second section, we outline some of the stra
tegic issues that States and local governments 

administering housing revenue sharing funds 
may face. 

Economic Implications of Short Term 
Funding of Housing Revenue Sharing 

No matter how well designed a housing pro
gram may be, one conclusion must be accepted; 
short term financial commitments will lead to a 
decline in the number of housing starts and re
habilitation projects undertaken. Nonetheless, a 
number of different strategies can be attempted 
to achieve an increase in the housing supply and 
a higher and better utilization of existing housing 
stock: 

• Front-end subsidies for capital write
downs and interest rate reductions. 

• Front-end subsidies spread out over 5 
years. 

• Direct loans. 
• Shift in emphasis to more rehabilitation 

projects. 
• Projects with a greater economic mix. 
• Insurance pools. 
• Increase statutory powers of State Hous

ing Finance Agencies. 
• Shift subsidies to the producer rather than 

the financier. 

Exhibit 1 
Comparison of Housing Production Using Different Strategies 

Current 40-year contract 1,020
authority 

Front-end subsidies 
for new construction 

Front-end subsidies for 

new construction spread 

over 5 years 


Direct loans 

Front-end subsidies for 
rehab 

Front-end subsidies for 

mixed income projects 


Insurance pool 
(units insured) 

Multi-interest rate 

loan program 


Producer subsidy 

Residual 20 percent long 
term contract authority 
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Table 1. Comparison of Housing Production and Rent Levels Using Different Strategies 

Number of Units 
Financed in Year 1 

For $1 Million 
Program Summary In Subsidies 

1. 	 Base Case Section 1,020 
235/236 40-year 
subsidies 

2. 	 Front-end subsidy lump 102 
payment 

3. 	 Front-end subsidy spread 510 
over 5 years 

4. 	 Direct loan (4 percent 50 
rate) 

5. 	 Front-end subsidy for 170 
rehabilitation 

6. 	 Front-end subsidy for 150 
mixed income project 

7. 	 Insurance pool 500 

8. 	 Loan program of State 50 
Finance Agency 
40 percent of units sub
sidized to 1 percent level 
60 percent at 7V2 percent 

9. 	 Producer subsidies 666 

10. 	 Residual long-term contraCt 205 

authority (20 percent of 

funding) 40-year subsidies 


• Maintain some long term contract author
ity. 

The potential housing starts under these 
programs compared to existing Section 235/236 
capability is illustrated in Exhibit 1. The effect of 
these programs on rents is compared in Table 1. 
Clearly, the exhibit and table show that short 
term funding strategies can provide a wide range 
of both housing starts and rent levels. The fol
lowing sections review these alternatives in de
tail. 

Front-End Subsidies 

Capital writedowns and interest rate 
reductions can lower per-unit rent, but their 
costs will significantly limit the number of new 
housing starts possible if financed in the short 
run. Subsidies to lower housing costs can be 
aimed at any of the components that make up 
total rents, but such subsidy approaches have 
different levels of efficiency. 

Subsequent Debt Service 
Units Financed Per Unit 

None $ 50.76 
($1 million annual 
obligation) 

None 	 50.76 

($1 million annual 53.99 
obligation,S years) (average) 
2.5 in year 2 	 84.30 
4.4 in year 3 
4.7 in year 4 
4.9 in year 5 
5.0 in year 6 and 
thereafter 

None 30.46 

None 	 50.76 

50 In year 2 $ 99.80 
50 in each sub
sequent year 

None 	 132.35/50.76 

None 66.00 
($1 million annual 
obligation,S years) 

None 50.76 
($200,000 annual 
obligation) 

Table 2. 

Rent I m pact of 
10 Percent 

Item Reduction 

Land cost 0.6% 

Construction cost 2.8 

Total capital cost 4.7 


• Mortgage term 	 1.3 

Loan interest rate 3.5 

Operating costs 3.1 

Taxes 1.7 


Source: Ohio Project Profile . 

Current programs have been most success
ful in encouraging new housing projects with 
guarantees of Federal subsidies to reduce inter
est rates. But in guaranteeing the money to pay 
the difference between a market loan of 7.5 per
cent and a tenant rate of interest equivalent to 
1.0 percent, the Government incurs a 40-year fi
nancial obligation. Such long term commitments 
can be telescoped into a front-ended subsidy in 

--------- --	 -- --_.------~ 
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either a lump sum or spread out over a period of 
5 years. But despite the efficacy of front-ended 
subsidies in reducing rent levels, they inevitably 
cannot stretch housing dollars across as many 
new units as a subsidy over 40 years. For exam
ple: 

• Given $1 million for housing under a pro
gram like Section 236, subsidizing the difference 
between 7.5 percent and 1 percent on a $20,000 
mortgage over 40 years costs the government 
$980 per year. This represents the difference be
tween a yearly payment of $1,588 at 7.5 percent 
and a yearly payment of $608 at 1 percent. (Note 
that 7.5 percent represents the federally deter
mined market interest rate.) Thus, $1 million in 
housing funds could subsidize the production of 
1,020 units in the first year, but entails a continu
ing $1 million obligation for each of 40 years. 

• In contrast, a front-end subsidy, or 
lump-sum payment, can reduce interest rates 
without long term annual obligation . Presumably, 
such subsidies would be most effective when 
applied by State and local governments to re
duce the interest on a low rate bond. A $20,000 
mortgage over 40 years, financed by a tax-ex
empt bond with an interest rate of 5.2 percent,· 
requires a lump sum subsidy of $9,828 to reduce 
the interest rate to 1 percent level over the life 
of the mortgage. 

Thus, $1 million for housing could provide 
this kind of a subsidy for 102 new units. Clearly, 
this is a drastic reduction from the 1,020 new 
units that can be funded for the same amount 
under a 40-year contract authority. This tenfold 
decrease in housing starts underlines the impor
tance of seeking further financing alternatives. 

Front-End Subsidies Over 5 Years 

There are no appreciable savings by spread
ing out a front-ended subsidy over the first years 
of a mortgage. In spreading out the financing of 
$20,000 equally over the first 5 years of a 40-year 
mortgage of 5.2 percent, the resulting subsidy 
totals $9,560 after 5 years: 

This figure of $9,560.12 after 5 years repre
sents a savings of less than 3 percent over the 
lump sum payment of $9,828.00. The timelags as
sociated with housing projects from funding and 
planning through construction will probably 
make such a spread subsidy desirable. The 

• 	This 5.2 percent represents the latest 20 Bond MuniCipal Index; 
it is the typical rate to be used throughout the rest of the 
paper. 

Table 3. 

Year Amount Term Front-End SubsIdY 

1 $4,000 40 years $1,965.65 
2 4,000 39 1,939.54 
3 4,000 38 1,912.73 
4 4,000 37 1,885.22 
5 4,000 36 1,856.98 

Total subsidy in 5 years = $9,560.12 

spread subsidy also allows for more initial starts 
(510 in the first year). (In addition, interim financ
ing costs required to carry the investment over 
the 5-year period could well erase the 3 percent 
advantage of spread subsidies.) 

Direct Loans 

Direct loans can be made available as a pri 
mary use of revenue sharing funds. This would 
not result in many new starts, but would result in 
a housing "trust fund" that could be used in 
later years for maintenance or new housing starts. 
Housing funds of $1 million made available as 
direct loans would finance 50 housing starts at 
$20,000 each. These loans, and their consequent 
debt service, could be made at an appropriate 
level below the market interest rate depending 
on the eligible recipient's income. For example, 
$1 million loaned over 20 years at 4 percent 
(debt service = $84.30/month) could have the 
following return: 

Table 4. 

Amount 
Amount Received On New Cumulating 

Year Lent Previous Year Units New Units 

1 $1,000,000 	 50.0 50.0 
2 50,523 $50,523 2.5 52.5 
3 25,526 76,049 3.8 56.3 
4 12,897 88,946 4.4 60.7 
5 6,516 95,462 4.7 65.4 
6 3,292 98,754 4.9 70.3 

Thus, $1 million loaned at 4 percent would 
return sufficient interest and principal payments 
to finance several new starts each year. As the 
table shows, new starts would stabilize at about 
five per year after several years. While this 
finance power is not great, "costless" additional 
housing units in subsequent years may make this 
option attractive for some recipients. Certainly 
State and local jurisdictions which cannot find 
alternative sources of finance should consider 
such a program. 
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Rehabilitation 

Because the cost of rehabilitation programs 
is less than the cost of comparable new units, 
short term housing strategies should place addi
tional emphasis on rehabilitation projects. The 
cost of a rehabilitation project averages around 
60 percent of a new housing start. Thus, instead 
of financing a $20,000 new unit, financing for a 
rehabilitation project would only be necessary 
for $12,000. If the bond rate is 5.2 percent, sub
sidizing the debt service to 1 percent in the 
front-end requires a capital grant of $5,897. With 

. a given $1 million in housing funds, 170 rehabili
tation projects could be undertaken. 

The major benefit of a shift to rehabilitation 
is in lower construction costs. Housing dollars 
produce more rehabilitation than new units be
cause the subsidies go further. But while rehabil
itation helps to maximize housing units under the 
constraint of short term funding, federally funded 
rehabilitation projects subsidized over 40 years 
support a much greater number of units: $1 mil
lion in contract authority over 40 years will pro
vide funds for about 1,391 rehabilitation starts. 
Even with significantly lower construction costs, 
short term funding aimed at interest rate reduc
tion will result in decreased production. 

Greater Tenant Economic Mix 

Given the scarcity of capital in the short run, 
there would be an additional incentive to develop 
mixed income housing projects. This would as
sure an increased housing supply while at the 
same time furthering social objectives. 

As the following table shows, both the num
ber of housing starts and the amount of rent re
duction depend on the depth of the subsidy: 

Table 5. 

Capital Number 
Grant of 

Re- Units Debt Rent 
Depth quired Per Service Reduction· 

of Per $1 Mil- Per Per 
Subsidy Unit lion Month Month 

4.2% $9.828 102 $50.76 $82.24 
3.2 7,790 128 60.93 71 .07 
2.2 5,550 180 72.10 59.90 
1.2 3.125 320 84.21 47.79 

• Rent 	 reduction is calculated as the difference between 
this subsidized debt service and the debt service 
on the base case of $20,000 at 7.5 percent for 40 years. 

Clearly such a strategy is particularly attrac
tive for an all-middle-income project. An interest 
reduction of just over 1 percent (from 5.2 per
cent to 4 percent) requires a front-end subsidy 
of only $3,125/unit. One million dollars in pay
ments for such a modest reduction would pro
vide subsidies for 320 new housing units. 

Even a thoroughly mixed project can stretch 
housing dollars across more units. For example, 
$1 million in front-end subsidies could produce 
the following mixed project: 

• Forty units subsidized from 5.2 percent 
to 1 percent (capital grant = $9,828/unit, debt 
service = $50.76) 

• Forty units subsidized from 5.2 percent 
to 2 percent (capital grant = $7,790/unit, debt 
service = $60.93) 

• Thirty units subsidized from 5.2 percent 
to 3 percent (capital grant = $5,550/unit, debt 
service = $72.10) 

• Forty units subsidized from 5.2 percent 
to 4 percent (capital grant = $3,125/unit, debt 
service = $84.21). 

This totals 150 units in a mixed, front-end sub
sidy project. Given the constraints of short term 
funding, this option offers both increased pro
duction capacity and desirable social conse
quences. 

Insurance Pools 

To guarantee loans or other mortgage 
money needed for housing development, Federal 
funds could be placed in insurance pools. In 
effect, these would operate as cash reserve funds 
to guarantee mortgages in case of default. Given 
what is a conservative margin of 1 0-to-1, $1 mil; 
lion in Federal funds could be used by the local 
jurisdiction to open access to up to $10 million 
mortgage money. This money, however, becomes 
effectively frozen for the term of the insurance 
period except for investments. Furthermore, it of
fers no reduction in rent levels. 

There are important advantages in continu
ing a Federal insurance program. The effects 
leaving' municipalities to guarantee their own 
bonds or mortgages could have disastrous con
sequences for the housing strategies of many 
States and localities. The bonding capacity of 
many communities is already strained. Where the 
State constitution requires a two-thirds majority 
for passage of local bond issues, housing bond 
issues could have difficulty in passing in the 
areas where they are most needed. Furthermore, 
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institutional investors are unlikely tp be attracted 
to bond issues that are not guaranteed for a 
long period by the Federal Government. A recent 
$40 million bond issue for housing in the city of 
Newark, New Jersey, backed by the "full faith 
and credit" of Newark, carried an interest rate of 
8.25 percent. Clearly, the full faith and credit of 
some communities are not enough. _ 

At such high rates, debt service rises 
sharply. To front-end a subsidy for a debt serv
ice so large is impractical. To subsidize the dif
ference between an 8.25 percent bond rate and 
the effective 1 percent rate to be paid by the 
tenant, a front-end subsidy of $12,927 is needed 
on a $20,000 mortgage financed over 40 years. 
Where the finance cost approaches the total 
construction cost, another method of financing is 
clearly indicated. The feasibility of a number of 
State and local housing projects may hinge on a 
Federal insurance program. 

Increased Powers for SHFA 

The future delineation of responsibilities and 
roles between State and locality is not yet clear. 
But because of its financial powers and its abil
ity to target housing markets (that are not always 
the same as jurisdictional boundaries), a State 
housing finance agency can do much to raise 
needed capital. 

There are now 24 State housing finance 
agencies. The purpose of these agencies is pri
marily to increase the available supply of mort
gage money and to lower its cost to the home
owner by capitalizing on the State's bonding 
capacity. An interest subsidy program can be 
costless to the State. The agency in effect bor
rows funds by issuing long term tax exempt 
bonds-and then issuing loans to developers at 
a rate determined by adding a small service 
charge to the nominal rate of SHFA bonds. But, 
the SHFA could finance additional loans at 
below the normal interest rate by issuing loans 
at above its borrowing rate. 

At present, the excess earnings on such 
loans is limited by Treasury rules. However, an 
increase in such statutory limitation could signifi
cantly strengthen the financial power of State 
agencies. For example, if a SHFA issues $1 mil
lion in tax exempt bonds for 40 years at 5.2 per
cent and makes 60 percent of its loans at 7.5 
percent, it makes an income of $11,730 per year 
over the repayment of its bond issue. This in
come would allow the SHFA to make the remain
ing 40 percent of its loans at lower interest 
rates. In fact, the cost of subsidizing the remain
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ing 40 percent of the loans from 5.2 percent to 1 
percent comes to $11,792 per year; almost the 
entire interest rate subsidy program can be 
financed by the additional income earned by the 
SHFA on its higher interest loans. 

To be sure, such a program puts the SHFA 
in direct competition with other conventional in
stitutional lenders. But this is an important source 
of funding that can do much to raise needed 
finance capital. 

Producer Subsidies 

Traditional methods of housing finance have 
subsidized the financier. By subsidizing the cost 
of capital, unit costs have been reduced, and 
rents have been lowered. But as we have seen, 
this method is extremely costly in the short run. 
An alternate strategy, as yet untried, would be to 
subsidize the producer directly. The following 
example will demonstrate the benefits of such a 
strategy. 

A producer usually puts up 10 percent eq
uity. Thus, for a $1,954,189 project, the producer 
puts forward an equity of $195,419. (This is not, 
of course, a cash equity. Given BSPRA, the cash 
equity may be as low as $15,000.) When rent, 
tax, cash flow, and depreciation have been cal
culated, this investment brings a total benefit re
turn of about 11.5 percent per annum across a 
30-year stream (see Exhibit 2) . The remaining 90 
percent of the project is financed through a 
bond at 6 percent over 40 years. Debt service 
equals 97.40 per month. As we have noted, the 
cost of front-ended subsidies aimed at reducing 
this debt service sets a low limit on possible con
struction ($1 million could only subsidize 92 
units of $20,000 from 6 percent to 1 percent over 
40 years). 

If the producer were to put up a greater eq
uity, however, and if he were to be given a di
rect subsidy for each unit produced, interesting 
results would follow: 

• Producer contributes 40 percent equity 
• $1,500 cash subsidy per unit is paid for 

each unit constructed for each of 5 years. 

Calculating this subsidy in addition to rent, cash 
flow, depreciation, and tax loss, the 40 percent 
equity will yield about 17 percent per annum 
over a 30-year stream (see Exhibit 3). Even 
when the cash return on equity limit is lowered 
to 3.5 percent, the yield with the $1,500 per unit 
subsidy is about 13.5 percent. This is an attrac
tive package; with 10 percent equity, return was 
only 11.5 percent (see Exhibit 4). 



Exhibit 2. Total Benefits from a Typical Project 

YEAR RENT BTOCF 

1 284729 11725 
2 284729 11725 
3 284729 11725 
4 284729 11725 
5 284729 11725 
6 284729 11725 
7 283729 11725 
8 284729 11725 
9 284729 11725 

10 284729 11725 
11 284729 11725 
12 284729 11725 
13 284729 11725 
14 284729 11725 
15 284729 11725 
16 284729 11725 
17 284729 11725 
18 284729 11725 
19 284729 11725 
20 284729 11725 
21 284729 11725 
22 284729 11725 
23 284729 11725 
24 284729 11725 
25 284729 11725 
26 284729 11725 
27 284729 11725 
28 284729 11725 
29 284729 11725 
30 284729 11725 

EQUITY 
TOTAL BSPRA 
LETTER OF CREDIT 
INITIAL CASH INVESTMENT 

BASE CASE: 100 Units 
$20,000/Unit Construction Cost 
10 Percent Equity 
5 Percent Return on Equity 
40 Year, 6 Percent Mortgage 

Further, the debt service in the unsubsidized 
case was $97.40 per month. With 40 percent eq
uity, the 6 percent mortgage is needed on a 
smaller amount, about $12,000 per unit. The debt 
service on such a mortgage is only $66 per 
month. If such a debt service is acceptable, all 
subsidies can go to the producer, thus providing 
666 new units for $1 million in the first year. ($1 
million will also be required in years 2 to 5.) 

However, debt service can be reduced even 
further. A capital grant of $6,501 will subsidize 
the interest rate from 6 to 1 percent, leaving a 
debt service of $30 per month. One hundred 
such units can be subsidized for $650,000. Over
all, the initial subsidy per unit equals: 

$1,500 per unit to producer 
6,500 per unit to reduce interest rate 

$8,000 per unit total subsidy per unit 

BTOCF + 
DEPR TAX LOSS TAX GAIN 

75278 -52189 37819 
71514 -47743 35596 
67939 -43444 33447 
64542 -39281 31366 
61315 -35242 29346 
58249 -31316 27383 
55336 - 27491 25470 
52569 - 23757 23603 
49941 -20103 21776 
47444 -16519 19984 
45072 -12995 18222 
42818 9520 16485 
40677 - 6085 14767 
38643 - 2679 13064 
36711 707 11371 
34875 4084 9682 
33132 7462 7993 
31475 10851 6299 
29901 14261 4594 
28406 17702 2873 
26986 21185 1132 
25637 24721 - 635 
24355 28321 - 2435 
23137 31996 - 4273 
21980 35758 - 6153 
20881 39617 - 8083 
19837 43588 -10069 
18845 47682 -12116 
17903 51912 -14231 
17008 56293 -16421 
195419. 
150558. 
35175.4 
80036.7 

For a given $1 million subsidy, 125 units can be 
produced. Such a short term subsidy program 
that includes producer subsidies is about 25 per
cent more effective than front-end interest reduc
t ion programs alone. However, annual producer 
subsidies of $187,500 are required in years 2 to 5. 

Because this strategy produces a relatively 
low rent per unit of $225 without interest rate re
ductions, it is also particularly attractive for a 
mixed income project. With the interest rate sub
sidized for one-half of the units (and with rela
tively low debt service on the remaining units), 
$1 million in producer and financier subsidies 
could fund an extremely attractive 210 unit 
mixed income project. (Annual producer subsi
dies of $315,000 are required in years 2 to 5.) 

The producer-subsidy strategy is summa
rized in Table 6. 
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Exhibit 3. Total Benefits from Producer Subsidies 

BTOCF + 
YEAR RENT BTOCF DEPR TAX LOSS TAX GAIN SUBSIDIES 

1 275078 46900 75278 -20802 57301 150000 
2 275078 46900 71514 -16583 55192 150000 
3 275078 46900 67939 -12525 53163 150000 
4 275078 46900 64542 -8618 51209 150000 
5 275078 46900 61315 -4849 49325 150000 
6 275078 46900 58249 -1210 47505 0 
7 275078 46900 55336 2310 45745 0 
8 275078 46900 52569 5722 44039 0 
9 275078 46900 49941 9034 42383 0 

10 275078 46900 47444 12256 40772 0 
11 275078 46900 45072 15396 39202 0 
12 275078 46900 42818 18463 37668 0 
13 275078 46900 40677 21467 36166 0 
14 275078 46900 38643 24416 34692 0 
15 275078 46900 36711 27318 33241 0 
16 275078 46900 34875 30181 31809 0 
17 275078 46900 33132 33014 30393 0 
18 275078 46900 31475 35826 28987 0 
19 275078 46900 29901 38623 27588 0 
20 275078 46900 28406 41416 26192 0 
21 275078 46900 26986 44212 24794 0 
22 275078 46900 25637 47019 23390 0 
23 275078 46900 24355 49846 21977 0 
24 275078 46900 23137 52702 20549 0 
25 275078 46900 21980 55595 19102 0 
26 275078 46900 20881 58535 17632 0 
27 275078 46900 19837 61530 16135 0 
28 275078 46900 18845 64590 14605 0 
29 275078 46900 17903 67724 13038 0 
30 275078 46900 17008 70943 11428 0 

EQUITY 781675. 
TOTAL BSPRA 150558. 
LETTER OF CREDIT 23450.3 
INITIAL CASH INVESTMENT 654568. 

NOTE: Equal = 40 Percent of Project 
Return on Equity = 3.5 Percent 

Residual Long Term Contract Authority Exhibit 5 
Comparison of Housing Production Using Different Strategies Clearly, even the best of the front-end sub +20 Percent Residual Contract Authority (RCA)

sidy programs results in a decreased number of 
units started. To maintain an acceptable level of 

Front-end subsidies for new housing starts, the Federal Government new construction + RCA 
must guarantee part of its program to contain 
contract authority over a long term of about 40 Front-end subsidies spread 

over 5 years + RCAyears. This can be a relatively small portion of 
the HUD annual budget, but it must be an annual Direct loans + RCA 
obligation for 40 years. If 20 percent of the HUD 
revenue sharing funds were to be guaranteed as Front-end subsidies for 
long term subsidies, such contract authority rehab + RCA 

could increase housing starts drastically. Given FrontOend subsidies for 

$1 million in Federal revenue sharing funds for mixed income projects 
+ RCA

housing, 20 percent reserved as contract author

ity could finance 205 new units. States or locali  Insurance pool + RCA 


ties could choose anyone of a number of com

bination strategies, depending on their current 
 Multi-interest rate 

loan program + RCAneeds. Housing production using different short 
term strategies in conjunction with 20 percent re Producer subsidies 

+ RCAsidual contract authority is compared in Exhibit 5. 738 
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Exhibit 4. Total Benefits from Producer Subsidies with Reduced Cash Return on Equity 

YEAR RENT BTOCF DEPR 
1 255536 27358 75278 
2 255536 27358 71514 
3 255536 27358 67939 
4 255536 27358 64542 
5 255536 27358 61315 
6 255536 27358 58249 
7 255536 27358 55336 
8 255536 27358 52569 
9 255536 27358 49941 

10 255536 27358 47444 
11 255536 27358 45072 
12 255536 27358 42818 
13 255536 27358 40677 
14 255536 27358 38643 
15 255536 27358 36711 
16 255536 27358 34875 
17 255536 27358 33132 
18 255536 27358 31475 
19 255536 27358 29901 
20 255536 27358 28406 
21 255536 27358 26986 
22 255536 27358 25637 
23 255536 27358 24355 
24 255536 27358 23137 
25 255536 27358 21980 
26 255536 27358 20881 
27 255536 27358 19837 
28 255536 27358 18845 
29 255536 27358 17903 
30 255536 27358 17008 

EQUITY 781675. 
TOTAL BSPRA 150558. 
LETTER OF CREDIT 23450.3 
INITIAL CASH INVESTMENT 654568. 

Note : Equity = 40 Percent of Project. 
Return on Equity = 3.5 Percent 

Strategic Implications of Short Term 
Funding of Housing Revenue Sharing 

There are several major advantages to short 
term programs: 

Flexibility: New projects can be started 
yearly in response to new housing needs and 
utilizing new housing technology. 

Administrative Efficiency: Lump-sum pay
ments, or even those spread across 5 years, re
duce long term administrative costs. 

Fiscal Freedom: With no long term obliga
tion (or a minimal one), the Federal Government 
is free in the future to shift its resources to new 
programs. 

However, the proposed shift from direct 
housing production and assistance programs to 
support given to subordinate jurisdictions raises 
significant problems for housing strategies. Cur
re.nt Federal programs (Sections 235, 221, etc.) 

BTOCF+ 
TAX LOSS TAX GAIN SUBSIDIES 

-40343 47530 150000 
-36125 45421 150000 
-32067 43392 150000 
- 28160 41438 150000 
- 24391 39554 150000 
- 20751 37734 0 
-17231 35974 0 
-13819 34268 0 
-10507 32612 0 
-7285 31001 0 
-4145 29431 0 
-1077 27897 0 

1925 26395 0 
4874 24921 0 
7776 23470 0 

10639 22038 0 
13472 20622 0 
16284 19216 0 
19081 17817 0 
21874 16421 0 
24670 15023 0 
27477 13619 0 
30304 12206 0 
33160 10778 0 
36053 9331 0 
38993 7861 0 
41988 6364 0 
45048 4834 0 
48182 3267 0 
51401 1657 0 

have financial time horizons of up to 40 years. 
New programs to be funded by proposed reve
nue sharing money cannot be guaranteed for 
more than the time period of the revenue sharing 
bill ; in the Better Communities Act, this period 
was 5 years. Given the current housing needs 
and prevalent standards of institutional invest
ment and mortgage financing , new programs will 
be necessary to achieve target goals of housing 
production and assistance programs. 

Current plans for a short term strategy 
promise greater local autonomy, but lesser finan
cial resources in a shortened time horizon. The 
withdrawal of the Federal Government as a 
major actor and guarantor in the housing field 
can have an immediate negative impact : 

• Lenders, such as savings and loan asso
ciations, may not come forth with funds if repay
ment is not guaranteed. 
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Table 6. Comparison of Producer and Financier Subsidies With Varying Equity Requirements 
(100-Unit Project) 

Plan 1 
Base case 
Plan 2 
Front-end subsidy 
Plan 3 
Developer subsidy 
with 6 percent 
ROE 
Plan 4 
Developer subsidy 
with 3.5 percent 
ROE 
Plan 5 
Front-end subsidy 
and developer 
subsidy 
Plan 6 
Combined Plans 
4 and 5; mixed 
project; interest 
rate subsidized for 
50 percent of 
units only 

Front-
End 

Subsidy 
(Interest

Percent- Rate 
age Cash Reduc-

Equity ROE tion) 

10% 6.0% 

10 6.0 $975,OQO 

40 6.0 

40 3.5 

40 3.5 650,000 

40 3.5 325,000 

• Implies various levels of continuing producer subsidies in years 

• Contractors may not undertake a number 
of high risk projects if they are not guaranteed 
subsidies. 

• Local authorities may be unable to raise 
their own sources of finance capital; alternately, 
the cost of such finance may be prohibitive. 

• Housing recipients, besides facing a de
creased supply of housing, will find that local ju
risdictions are unlikely to assume rent supple
ment programs. 

None of these results would necessarily 
take place, but the short term features of reve
nue sharing funds are certain to elicit appropri
ate short term responses. Municipalities, for ex
ample, would rather spend their money on 
one-time commitments than in assuming the bur
dens of social services that would be politically 
difficult to cut back if revenue sharing funds 
were to be cut off or decreased in futu re years. 
There is already some evidence that this will 
prove to be the case with Federal funds. An 
April survey of the Federal Revenue Sharing 
office showed how 770 communities had devel
oped their priorities for the use of Federal funds. 

De- Units 
veloper Sub-
Subsidy sidized 

(Required With 
For Each $1 MiI- Debt 

of 5 Years) lion' Rent Service 

$250 $97 

103 199 46 

$150,000 666 241 66 

150,000 666 224 66 

150,000 125 196 30 

196 30 
150,000 210 224 66 

2 to 5. 

Seventy-two percent of all local governments 
and 82 percent of all large (over 250,000 popula
tion) cities spent their funds for capital improve
ments. The lowest priority (only 8 percent of all 
local governments, 16 percent of large cities) 
was for social services for the poor and aged. 

Rent supplement programs are thus unlikely 
to be developed from Federal revenue sharing 
funds on the local level. But as we have seen, 
State and local jurisdictions will still have a wide 
range of programs available to them under short 
term funding. We expect that an individual com
munity's circumstances will determine its own 
choice of optimal programs. 

An older city with a housing shortage, for 
example, might find rehabilitation to be its best 
strategy. As we have seen in an earlier section, 
the lower per-unit cost of rehabilitation projects 
means that short term funding can be spread out 
over more units. A city may well decide that the 
170 low-interest rehabilitation units produced for 
$1 million in front-end subsidies fulfills its needs 
more than the 102 new units produced for the 
same amount. Given a choice, the city would 
probably also take as much contract authority as 
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possible; long term interest rate reduction con
tract authority remains the most efficient means 
to increase housing supply. 

Suburban areas with housing shortages may 
well look toward housing projects with a greater 
tenant economic mix. Giving subsidies at various 
depths to income-qualified tenants can result in 
a substantial increase in housing starts. A 320 
unit project could be subsidized for $1 million if 
interest rates are subsidized 1.2 percent in the 
front end; it could fund a 150 unit project with 
subsidies at depths varying from 1.2 percent to 
4.2 percent. Such mixed economic projects also 
recommend themselves to cities on both social 
and financial grounds. 

Local jurisdictions that have already strained 
their debt capacity will probably seek sources 

of funding outside of their own bond issues. 
Some cities may wish to set up their own 
finance agencies with a debt ceiling distinct from 
that of the city as a whole. Other cities and sub
urban areas will seek greater cooperation with 
State housing finance agencies, particularly if 
the SHFA is given greater statutory powers. 
Where no finance is obtainable, localities may 
choose a direct loan program. 

The constraints of short term funding will 
undoubtedly force State and local governments 
to think hard about their housing needs. But be
cause Housing Revenue Sharing could offer pro
grams with a wide choice of production capacity 
and rent levels, State and local jurisdictions 
should be able to deal effectively with their 
housing problems. 

• 
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What Current Federal 
Housing Functions Should 
Be Moved to State or 
Local Government or to 
the Private Sector? 

By Robert J. Harris 
Harris and Lax 

Summary 

With minor exceptions, no more housing 
functions should be shifted from the Federal 
Government to either the private sector or to 
Statd or local government. 

However, it would increase local govern
ment options somewhat if current earmarking of 
public housing development apprqpriations as 
between conventional and leased public housing 
were removed. And it would increase options for 
private sponsors of moderate income housing if 
the appropriations for Sections 235 and 236 were 
merged. If concentrated code enforcement's 
tendency to dispossess some poor owners with
out compensation were cured by some redesign 
of that program, it would be wise to merge the 
CCE and urban renewal appropriations too. 

The decentralization and privatization pro
posals considered and rejected include: (a) Re
quiring local and/or State match in subsidized 
housing programs; (b) block grants of various 
kinds; (c) formula allocation of public housing 
capital development money; (d) a "needs" for
mula for allocation of public housing operating 
subsidies; (e) State or local administration of the 
public housing functions now performed by HUD; 
(f) State or local administration of rent supple
ment, Sections 235, 236 functions now performed 
by HUD; (g) State or local making of the eligibility 
and other rules governing federally funded subsi
dized housing programs conducted within the ju
risdiction; (h) delegating rulemaking, allocation, 
or administration of FmHA programs to the 
States; (i) restricting the FHA (and VA) mortgage 
insurance role and promoting private mortgage 
insurance-. to replace it; (j) giving State or local 
government, more of a role in the blight control 
programs (e.g., urban renewal, concentrated 

code enforcement) with respect to fund raising, 
allocation, rulemaking, or administration; (k) re
placing (public-sponsored) public housing with 
(private-sponsored) rent supplement housing; (I) 
delegating secondary mortgage market opera
tions to the States. 

In addition, there is a comparison of costs 
and benefits of leased versus conventional pub
lic housing, concluding that there is no clear su
periority of either variant without a tight rental 
housing market. 

Appendix III presents a rough proposal to 
facilitate large, private residential construc
tion/merchandising companies playing a larger 
role in the market: Federal aid to local govern
ment would allow the latter to develop raw land 
and sell it to the construction/merchandising 
companies "ready-to-go"-zoned, platted, subdi
vided, with onsite and offsite water, sewer, 
roads, etc., in place. 

Introduction 

The Topic 

This paper explores current Federal func
tions in housing that might be moved to State 
government, local government, or the private 
sector. The shift to State and/or local govern
ment is referred to as "decentralization ," and 
the shift to the private sector as "privatization." 
It does not explore shifts in the opposite direc
tion . It does not explore the wisdom of certain 
current functions to determine if they should be 
scrapped altogether. 

Two Inconsistent Goals: Program 
Effectiveness and Decentralization 

In considering transferring current Federal 
housing functions to the States or to the local 
government units, one is encouraged towards 
such transfers by the idea of decentralizing big 
government. On the other hand, in many situa
tions it is pretty clear that cost effectiveness will 
be reduced by decentralization. If one looks only 
at Federal annual appropriations and fails to ask 
what is being purchased with this Federal ex
penditure, a decentralization proposal might ap
pear promising; but when one looks further and 
discovers, as is often the case, that the quantity 
and quality of what is being purchased for hous
ing occupants with the Federal dollar declines 
with decentralization of certain kinds, the ques
tion must be faced : Which do we want more, de
centralization or effectiveness? For purposes of 
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this paper, I have assumed that cost effective
ness is preferable to further decentralization or 
privatization. 

Two Inconsistent Goals: Effective 
Administration Versus Reducing Criticism 
of the Federal Government 

Housing programs are a political headache 
for whoever runs them. By thrusting them off to 
States, cities, and counties, the Federal Govern
ment can reduce criticism of itself. However, 
such a thrusting off sometimes must involve a 
reduction in the effectiveness of the program. I 
have assumed that when good public relations 
for the Federal Government collides with good 
program management, the readers of this paper 
are more interested in good management than 
good PR. 

Two Inconsistent Goals: Reduction of 
Federal Personnel Versus Quality Control 
over the Products 0' Federal Programs 

I have assumed that readers of this paper 
are more interested in maintaining a decent level 
of quality control in housing programs that are 
federally funded than in reducing Federal bu
reaucrats to the absolute minimum level possi
ble. Hence, where a conflict arises between 
these two goals, I have indicated the superiority 
of that course which assures some reasonable 
level of quality control. 

Two Inconsistent Goals: Increasing Local 
Options Versus Maintaining Federal 
Support for Housing Subsidies for Low 
Income Families 

Given the unpopularity of subsidized hous
ing for nonelderly, low income families, and 
given local government's responsiveness to what 
is popular, the dilemma often arises: Do we pre
fer to maximize local government's options-in
cluding the option to provide no housing subsi
dies for this group? Or do we prefer to continue 
the longstanding Federal commitment to provide 
housing subsidies to this group? The author has 
assumed that readers prefer the latter. 

Local Government's Political Clout in 
Resisting State or Regional Encroachment 
on Local Government's Control of Land Use 

Current literature on housing problems is 
full of proposals for breaking the traditional local 

government monopoly on land use control to 
permit such control to be exercised on the State 
or regional (e.g., metropolitan area) level. The so
cial and economic advantages of a shift from lo
calism to regionalism are many. Nonetheless, 
local government has been very successful in re
sisting the pressure towards regionalism whether 
the fight has been waged within the Congress, 
within HUD, within State legislatures, within 
councils of governments, or within the executive 
branch of State government. Machinery for re
gional and State planning proliferates, but the 
zoning power, for all practical purposes, remains 
at the local government level. And proposed 
community development special revenue sharing 
legislation reinforces this preeminence of local 
government in the process of making land use 
decisions. 

In the recent history of the New York State 
Urban Development Corporation-originally cre
ated with powers of eminent domain and the 
power to override local government zoning and 
building codes-the political clout of local gov
ernment in this sphere is demonstrated again. 

It is the author's assumption that in the 
short time between the mid-June deadline for 
this paper and the mid-September date proposed 
for introduction of new housing legislation in 
Congress, there is no intention of working 
through a Federal strategy for breaking the local 
government monopoly on land use controls and 
shifting that power to the state or regional lev
els. The continuation of local government control 
of land use-within the framework of merely ad
visory regional planning-is an assumption of 
this paper-based on political realities rather 
than on any conclusion-that it is best for the 
United States that the local perspective be con
tinued. 

Limited Amount of Technical Literature 
Suggesting Further Decentralization or 
"Privatization" 

Since Federal housing programs have al
ready gone through at least one earlier wave of 
privatization (e.g., the development of rent sup
plement, leasing, Sections 235 and 236, Turnkey 
I and II), with only a limited time for evaluation 
prior to funding cutbacks and the moratorium, it 
is not surprising that there is virtually no sugges
tion in the current literature for further privatiza
tion. The Administration's proposed legislation 
combining into special community development 
revenue sharing several categorical programs 

1233 



(principally urban renewal and code enforce
ment) sparked serious discussion of decentrali
zation of these functions. The congressional 
hearings provided a focal point for a discussion 
of the merits of this proposal. However, the con
cept of block grants for low and moderate in
come housing purposes-because it has not yet 
been reduced to specifics-has received only 
limited written comment. Many groups and indi
viduals are now considering the matter. I have 
relied on public finance literature which dis
cusses in general the merits and demerits of 
block grants and categorical programs. 

Because of the limited nature of the litera
ture, the author has solicited the confidential 
opinion of various people knowledgeable about 
housing to see if they had proposals for further 
privatization or decentralization. By and large, 
they disfavored further efforts in these directions. 

To carry out the mandate of the assignment, 
the author has nonetheless analyzed existing 
programs into component functions and has ·ex
plored, for each such function, the pros and 
cons of further privatization or decentralization. 
Not too surprisingly, the conclusion reached, al
most consistently, is against further decentraliza
tion or privatization at this point in time. 

Hue Subsidies for Low and Moderate 
Income Housing 
Introduction 

The chief programs are : (a) Conventional 
public housing not leased (including Turnkey I 
and homeownership); (b) leased (Section 23) 
public housing ; (c) operating subsidies for LHAs; 
(d) rent supplements; (e) Section 235 sale hous
ing; and (f) Section 236 rental housing. 

Farmers Home Administration programs are 
discussed separately because of their deference 
to private lending and because of special prob
lems involved in transferring to State or local 
government programs operating exclusively in 
rural areas. 

The Federal Government's Current Function 
of Raising the Money 

There is no current requirement of local 
matching funds, which means that the Federal 
Government raises 100 percent of the subsidy. 

This has the disadvantage of reducing local 
government's interest in seeing that the LHA op
erates in a cost-conscious way. 

This disadvantage, however, is offset by sev

eral advantages: (1) There is enough limited 
local government support for these programs 
that a requirement of local match would end al
most all existing local government interest in 
participating; (2) public finance experts are in 
agreement that income redistribution programs 
-which these are-should be financed by the 
national Government 1; (3) because the benefits 
of the programs "spill out" from the locality 
where the subsidized unit is located whenever 
the benefited occupants move away, the Federal 
Government should be the one that raises at 
least the "benefit spillout" share of the cost; (4) 
since there is a " cost spillin" whenever low in
come or moderate income people are attracted 
to a community by virtue of its subsidized hous
ing (and residency requirements are illegal), the 
Federal Government should be the one that at 
least raises the "cost spill in" share of the cost 
of these programs; (5) because the Federal Gov
ernment is less burdened by the phenomenon of 
tax increases driving the tax base els~where 

than are State and local governments, this 
argues for Federal , rather than State or local, 
fund-raising; (6) because the Federal Govern
ment has available constitutional authority to ad
just the level of its income taxes (which grow as 
the Gross National Product grows), and many 
States and almost all cities lack such constitu
tional authority, the Federal Government should 
continue to be the level of government that 
raises the money for these programs. This, of 
course, does not preclude a State or local gov
ernment unit from raising additional money to 
supplement the scale of these programs within 
its boundaries. However, to the extent that local 
or State housing subsidy funds are raised by the 
sale of bonds which sell at a premium because 
they enjoy exemption from Federal income tax, it 
should be realized that the Federal Government 
is also subsidiz.ing the Sta!e or local housing 
subsidy program to that extent. 

The Federal Government's Current Function 
of Allocating the Money it Raises for 
These Programs 

At present, Congress divides the appropria
tion for these purposes among programs, appro
priating separate sums for public housing, rent 
supplements, Section 235 interest subsidies, and 

1 See, for example , John F. Due and Ann F. Friedlander, Gov
ernment Finance , Economics of the Public Sector, 1973. p. 
486; Wallace Oates, Fiscal Federalism, 1972, p. 7; George 
Stigler, "Tenable Range of Functions of Local Government," 
in Private Wants and Public Needs, Edmund S. Phelps, ed., 
1965, p. 173. 
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Section 236 interest subsidies, with the addi
tional GNMA subsidy for Section 235 and 236 
programs being still a separate item. A percent
age of the public housing capital money is ear
marked for Section 23 leased public housing, 
which amounts to a further separation of leased 
and conventional public housing monies. 

Combining some or all of these subsidies 
into a broader block grant has the practical ef
fect of moving one aspect of the allocation proc
ess from the Federal Government to the recipi
ent of the block grant. However, a move to block 
grants would mean a switch from the present 
discretionary allocation system to a formula allo
cation system. The practical advantages and dis
advantages of formula allocation in the housing 
field are discussed in Appendix I. The Appendix 
concludes that the disadvantages are greater. 

The merits of categorical programs versus 
block grants have been debated by various gov
ernmental commissions. The Kestnbaum Com
mission in 1955 endorsed Federal grants con
fined "to fairly small segments of broad activities 
in order to secure a clearer definition of 
objectives, as well as closer supervision." In 
1958, the House Committee on Government Op
erations stated, "While aware of the administra
tive difficulties caused by the use of special 
categories within some programs, the subcom
mittee, nevertheless, is appreciative of the strong 
legislative reasons for confining grants to narrow 
segments of a general activity." (H. R. Rept. 2533, 
85 Cong., 2nd 'Sess. (1958) p . 51) 

If, however, it is decided to consolidate 
some of the subsidy monies, the following princi
ples are relevant. There are disadvantages, with
out offsetting advantages, in combining private 
sponsor program monies (rent supplements, Sec
tion 235, Section 236) with public sponsor pro
gram monies (conventional and leased public 
housing). Giving local government a block grant 
which includes some of the private sponsor mon
ies would increase local government veto power 
over the activities of the private sponsOrs and 
seriously curtail the programs.2 

There are major policy implications in com
bining low income housing subsidy capital and 
moderate income housing subsidy capital in a 
single block grant, since the grant recipient-lo
calor regional or State government-will be 

2 Local government now has what amounts to a veto powe r ove r 
the use of the rent supplement program , but not the 235 or 
236 programs. In June 1972, congressional testimony before 
the House Banking & Currency Committee, there was far
ranging support for deleting the local veto from the rent 
supplement program, and no suggestion that It should be 
provided for the 235 and 236 prog rams. 

under strong pressure to furnish more moderate 
income housing and less low income housing 
than is presently provided. The result of a block 
grant so designed would be to close off funds 
from the neediest-low income individuals and 
families. 

Similarly, there are major policy implications 
in combining in a single block grant housing 
subsidy capital and "blight control" capital 
(urban renewal, concentrated code enforcement, 
etc.). The beneficiaries of housing subsidy 
money are the poor-either the very poor or 
rather poor; the beneficiaries of blight control 
money are primarily the owners of property lo
cated in the area being assisted and, secondar
ily, the owners and occupants of the entire local
ity in which the blight control program occurs. 
Neither the primary nor the secondary benefici
aries of blight control programs are necessarily 
poor. Blight control programs tend to have more 
political support in local governments than do 
housing subsidy programs (since the affluent 
have more clout than the poor), and a block 
grant which lets local government or State gov
ernment use the funds for either housing subsi
dies or blight control will result in sh ifting money 
away from aid to the poor towards aid for the 
non poor. 

Given the difficulties of formula allocation, 
the most desirable change in current practice 
would be: (a) To retain the current system of 
discretionary grants by HUD; (b) to combine the 
appropriation for Section 235 with that for Sec
tion 236, so that the area office of HUD has a 
single source from which to fund either a rental 
or a sales subsidy for moderate income occu
pants; and (c) to remove the earmarking of part 
of public housing money for Section 23 leased 
public housing, so that the area office of 
HUD has a single source from which to fund 
either leased or conventional public housing. By 
freeing the area office of some of its present re
strictions in allocation, options for local govern
ment are somewhat increased: At least the local
ity no longer runs into the phenomenon that the 
kind of public housing money it wants and needs 
is unavailable, although there is still available 
the kind of public housing money it does not 
want and does not need. 

In Appendix II there is a discussion of the 
pros and cons of Section 23 leased public 
housing as an alternative to conventional public 
housing, reaching the conclusion that local hous
ing authorities (LHAs) should be free to adopt 
whatever mix of leased and conventional public 
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housing they prefer, subject to HUD area office 
determination that the LHA is not using leased 
housing to the point that it is inflating rent 
levels. 

The Current Federal Function of Making 
Formula Operating Grants to LHAs 

The current formula essentially reflects the 
historic level of funding in a parity year rather 
than current needs. Hence it produces inequali
ties among LHAs in dividing up the money ap
propriated for operating subsidies. Those LHAs 
that were flush in the operating department in 
the parity year remain relatively flush, and those 
that were lean that year remain lean. (Indeed, 
they became leaner, because the add-on for in
flation is only 3 percent a year and costs ac
tually increased more than that in the intervening 
years.) 

The question is whether the current formula, 
using base year plus add-ons, should be re
placed by a system of discretionary operating 
grants or by formula-funding with the formula 
based on "need." 

The advantages of a need formula allocation 
are: (1) 'It is perhaps susceptible of being admin
istered by a smaller HUD bureaucracy than is re
quired for discretionary grants; (2) it is perhaps 
more susceptible than a discretionary grant sys
tem of having Federal content review occur as 
postaudit, rather than pregrant; (3) it is perhaps 
more .conducive of LHA cost efficiency. These 
advantages are stated with the word "perhaps" 
for reasons to be explained. 

Whether the formula grant takes less HUD 
manpower than discretionary grants depends on 
whether HUD cares about the effectiveness with 
which the LHA spends the grant money. An LHA 
can be grossly inefficient under a formula grant 
approach in at least two ways: (1) It can house 
woefully few people in relation to the amount of 
Federal money being consumed; (2) it can house 
them in a very low-quality way. 

"Quality" in this context includes all the fol
lowing things and more: (a) The esthetics of the 
housing; (b) the sensitivity of the management; 
(c) the level of maintenance; (d) the attention to 
or disregard of, the nonelderly part of the eligi~ 
ble population; (e) the attention to, or disregard 
of, the larger family that requires three or more 
bedrooms; (f) the attention to, or disregard of, 
the local elementary school's desire to avoid 
co~centrating a great many young, low income 
children in a single location. 

If HUD is going to be concerned with these 
quality questions in the formula grant system, it 
will take a HUD bureaucracy to police the LHA's 
annually or biennially. And this is true whether 
the level of formula grant varies with the quality 
of the work done by the local LHA or whether the 
formula grant is accompanied by regulations 
specifying the quality level required by the Fed
eral Government. 

Doubts as to the superior postaudit suscep
tibility of formula grants arise on two scores. 
First, it should be noted that discretionary grants 
can be adapted to postaudit review too: The 
original allocation can be based on fairly general 
representations by the LHA with the detailed re
view of how the discretionary grant was used 
being made later. Second, the inherent difficul
ties in postaudit enforcement are many: There is 
less incentive to make waves after th.e money 
has been spent than before; formula granting 
creates "entitlement" in the LHA, increasing the 
LHA's standing in a court fight with HUD as well 
as its clout in a political tug of war; money al
ready spent by the LHA cannot be recaptured 
from it without forcing the LHA to go out of busi
ness (unless the local unit of government is will
ing to pick up the debt, which is very unlikely). 

This postaudit problem applies not only to 
cost effective spending of the formula grant, but 
also to LHA observance of the conditions at
tached to the grant. These include requirements 
of affirmative action, observance of Davis-Bacon 
Act, maintenance of Workable Program certifi
cate, etc. 

The notion that formula grants induce LHA 
cost-consciousness more than do discretionary 
grants probably exaggerates the true situation; it 
assumes that LHA's consciously make extrava
gant decisions, hoping to weasel more money 
out of HUD next year through tthe discretionary 
grant process. Most decisions that are later la
mented as having been too expensive fall into 
one of these categories: (1) The LHA used care 
and good faith to keep costs down, but it 
guessed wrong, as can be seen with hindsight; 
(2) the LHA took a course it deplored because it 
was forced to do so by HUD regulations; or (3) 
the LHA took the more expensive course be
cause it felt it got a higher quality housing pro
gram that way, and it would do the same again 
under either formula or discretionary grants. 

Nor does it follow that a system of formula 
operating grants will end HUD's dabbling in the 
administration of the LHA. HUD can still exert 
pressure to tighten up rent collection proce
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dures, for example, by threatening to withhold 
capital grants (if they are still discretionary) or 
modernization grants (which probably must re
main discretionary). Nor is it at all clear that 
HUD should lack this ability to dabble, given the 
fact that the program is 100 percent federally 
funded. 

The difficulty in ending HUD oversight is 
that LHAs, being responsive to local government 
pressures, are not 100 percent committed to the 
Federal goal. Local government itself gives sub
sidy of the poor very low priority, as indicated 
by how much local general-purpose millage is 
applied to this purpose and how much is applied 
to such purposes as fire, police, and public 
works. Local government-including the LHA's 
-inevitably subordinate the Federal program 
goal to local 'concerns of higher importance to 
local government: Avoiding interference with ex
isting neighborhoods; avoiding upset to the mid
dle class; avoiding hard problems of administra
tion, etc. However well formula grants may work 
when the grantee is deeply committed to the 
goal of the grant, housing subsidy grants made 
to LHA's have the character of giving a man who 
has many irons in the fire some money to put yet 
another iron into the fire-he caring less for this 
last iron than for his other ones. 

The difference between discretionary operat
ing grants and formula operating grants is small, 
because under a discretionary system the HUD 
Area Office will actually use a formula prima 
facie and then make adjustments in it to reflect 
such things as (a) the insufficiency of a total pot 
of money to fund all the LHAs in the Area at this 
level; (b) the difference in quality from one LHA 
to another; and (c) the area offices' efforts to in
duce a given LHA to do something. It is not 
clear, however, whether the same factors would 
go into a formula that was officially adopted by 
Congress and the executive branch. And, of 
course, there is some importance to the ques
tion of whether a formula is prima facie or final. 

A good formula should reflect such things 
as: (1) Number of units to be occupied during 
the fiscal year; (2) size of units; (3) whether 
units are leased or owned-if that affects per
unit operating cost; (4) local variations in labor 
costs; (5) the impact of large scale on overhead 
costs; (6) the impact of scattering on overhead 
costs; (7) the impact of "quality" on costs; and 
(8) percentage of families with severe social 
problems. Careful analy'sis of local conditions, 
needed to apply a defensible formula, would re
quire approximately the same amount of HUD 

staff work that now goes into discretionary re
view. 

Efforts have been made to give public hous
ing tenants a larger voice in LHA operating deci
sions. If these efforts to turn the tenants into 
effective critics of the LHA were successful, per
haps the tenants could replace HUD as the 
group watchdogging the LHA. But tenants have 
too little clout in the general political process of 
local government. Efforts to create a special 
mini-political system for electing tenant repre
sentatives and plugging their input into the LHA 
are likely to fail, if OEO-CAP, and Model Cities 
experiences are any guide. 

Finally, it should be noted to what extent 
formula operating grants increase local options. 
This is not a situation of consolidation of a num
ber of categorical grant programs into a single 
formula block grant. In that consolidation con
text, local options are significantly increased. 
Here, however, the scope of the grant is the 
same whether it is formula or discretionary. 
Here, as noted, formula granting does not elimi
nate HUD oversight. And, of course, the basic 
rules remain Federal and continue to define all 
the really important questions an LHA faces. 

The conclusions are: (1) HUD must maintain 
a bureaucracy that watchdogs the LHA's for both 
quality and observance of the conditions on 
which the grant is made; (2) that bureaucracy is 
more effective working on a pregrant basis than 
on a postaudit basis; (3) if the formula is to be 
final, and not merely prima facie, it must take 
the "quality" questions into account, even 
though they are hard to quantify; (4) alterna
tively, there could be a system in which the for
mula distributed money based on the assumption 
of minimal quality, with HUD being given discre
tion to make additional grants for above-mini mum
quality aspects of the operation. 

In any event, a long term congres
sional/Administration funding commitment would 
be welcome, to facilitate LHA and local govern
ment planning. 

The Federal Government's Present Function 
of Making the Rules Concerning 
Eligibility of Sponsors, Occupants, etc. 

At present, the Federal Government decides 
almost all major aspects of the shape of the fed
erally funded housing subsidy programs. Certain 
kinds of sponsors are permitted, others are not. 
Certain kinds of occupants are eligible, others 
are not. Subsidies will take a certain form, a cer
tain size, will be available on certain conditions, 
etc. 
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It is at least theoretically possible to com
bine a block grant system with a delegation of 
rulemaking power to the grantees (States, local 
government, regional government), so that the 
grantees are free to tailor their own housing 
surlsidy programs to their own taste. 

This is not the place to discuss which of the 
existing Federal rules should be altered. But it 
was the unanimous opinion of the people I inter
viewed that the Federal Government should not 
delegate the rulemaking power to another level 
of government, even if it were to delegate the 
administration of programs to State or local gov
ernment. State housing authorities recently said 
the same thing. 3 By and large, the existing rules 
are there to serve a legitimate function-to see 
that the funds get to the most appropriate bene
ficiaries; to avoid waste; to avoid fraud; to ac
complish whatever secondary objectives Con
gress had in mind. 

The shape of the housing subsidy program a 
State chooses affects income distribution. If the 
subsidies are deeper than those of a neighbor 
States, we may see the same cost spill-ins, due 
to In-migration, discussed earlier. To the extent 
that rulemaking leads to income redistribution 
between States, it seems an inappropriate State 
function. 

The present rules also have "going-concern 
value." It will take State or local bureaucracies a 
long time to come up with other rules that are as 
good, and there will be much delay, waste, and 
confusion in the transition period. 

Moreover, both public and private sponsors 
have an investment in the current rules; over the 
years they have learned how to work with them. 
It will cost them time (and lowered performance 
quantitatively and qualitatively) to learn new 
rules. 

Moreover, as State or local experimentation 
with new rules is encouraged, it becomes less 
and less possible for sponsors and builders and 
lenders and investors to engage in multi-State 
operations, since the rules are no longer the 
same across the land. Moreover, GNMA could 
not continue its operations if subsidized project 
mortgages were not fungible, but varied in qual
ity from State to State. 

Hence the conclusion is that rulemaking 
should remain uniform at the national level even 
though it needs some improvement. ' 

3 Policy Statement of the Association of State Housing Authorities. 
Issued Feb. 21 1973. "Under this system, subject to federal 
guidelines confined to . fundamental policy matter~, the State 
Involved would have responsibility and broad discretion in 
formulating and administering State housing assistance pro
grams ... " 
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The goal of increasing local options can be 
accommodated to the goal of Federal rulemak
ing: the Federal rules should provide for a series 
of variants available to the LHA and to private 
sponsors; this is already the case to some ex
tent. 

The Present Federal Function of 
Administration Above the Sponsor Level 

HUD's "administration" of capital grant ap
plications from sponsors embraces the whole 
process of passing upon an application from an 
LHA or private sponsor, supervision of the rehab 
or construction phase of the project, and long 
term monitoring of the project to assure its sol
vency and the eligibility of its occupants. These 
three aspects of administration cannot be sepa
rated very easily, since he who approves the ap
plication should supervise the work and remain 
responsible for its long term solvency. 

To some extent, HUD currently delegates 
some of its administration responsibility to State 
housing agencies under ad hoc annual arrange
ments. An area office may furnish a State hous
ing authority with some of the area office's Sec
tion 236 and/or rent supplement and/or Section 
23 money. At least in the case of the Detroit 
Area Office/Michigan Housing Development Au
thority agreement, the applications "approved" 
by the State housing agency must be formally 
approved by HUD before they become official, 
but the HUD approval is pretty much pro forma. 

This delegation of administrative responsibil
ity has occurred in at least nine States.4 I have 
the impression that, in all of these States but 
Maine, the State housing agency is engaged in 
direct lending of State money to the same proj
ect for which the State agency approves addi
tional Federal subsidy money for some units.5 

Thus, with the possible exception of Maine, it is 
my impression that the State housing authority 
has a direct stake in the long term solvency of 
the projects; hence, there is no divorce of the 
function of approving applications from the func
tion of maintaining long term monitoring of the 
project for solvency and occupant eligibility. 

Given the growth of State housing authori
ties and the increased activity of those already 
existing, a question arises: Should this process 
of delegating administrative responsibility from 

• Connecticut, Illinois, Maine, Massachusetts, Michigan, New 
Jersey, New York State , New York City, and West Virginia 
administer Federal subsidy housing programs, according to the 
(undated) chart prepared by the Subsidized Mortgage Insur
ance Division of HUD. 

• Ibid . 



HUD to the State housing authority be encour
aged? Note that we are looking at State adminis
tration of Federal funds pursuant to Federal 
rules. In theory, at least, a State housing author
ity could be given full responsibility for adminis
tering all Federal housing subsidy funds in the 
State that previously were administered by HUD: 
Conventional public housing, leased public hous
ing, rent supplements, Section 235, Section 236. 
Or the delegation could fall short of that-only 
certain programs or only part of the money for a 
certain program. 

The chief advantage of such delegation oc
curs in those States where the State housing au
thority is already engaged in massive housing 
subsidy programs with State funds. In that situa
tion, delegation substitutes one (State) bureauc
racy administering both State and Federal funds, 
for a pair of bureaucracies (one State and one 
Federal) performing the same function in the 
same cities and counties. Eliminating one bur
eaucracy should save some costs and should 
make life easier for the public and private spon
sors who otherwise would have to deal with two 
fets of officials. 

There is no particular advantage in the dele
gation in those States where there is no massive 
State housing subsidy program in existence or 
about to come into existence. 

I turn now to the disadvantages of this kind 
of delegation. The problem mentioned to me 
most frequently by the people I interviewed was 
that in several States that currently have housing 
authorities with large operations, there is more 
political dabbling with the State bureaucracy than 
with the HUD bureaucracy. This kind of political 
intervention for parochial favors upsets both the 
officials who administer the State programs and 
the sponsors. • 

With Michigan, and perhaps New York, as 
exceptions, there is also the general impression 
among the people I interviewed that State hous
ing bureaucracies will be a long time in develop
ing the degree of expertise in processing appli
cations that HUD has now. The interviewees 
were not particularly favorable to HUD {and 
never worked for HUD}, but they were less favor
able toward the State bureaucracies. 

On a more abstract level, there is room to 
worry about the long term effectiveness of a 
State housing authority in the general scheme of 
State government. In most States, the agency 
will, of necessity, be among the smaller agencies 
without much clout vis-a-vis the Governor, the 
legislature, and the powerful executive branch 

bu reaucracies that control civil service, office 
space, executive budget, etc . 

In some States, where State politics tends 
to be dominated by one major city, people living 
outside that city are more inclined to trust the 
Federal bureaucracy than the State bureaucracy. 

Finally, there is a problem in State housing 
agencies recruiting specialists to do the work 
now done in HUD. If the HUD staff is let go, not 
all of them who are talented will gravitate to the 
newly expanded State housing agency, and the 
untrained staff recruited by the State agency is 
likely to perform less well in the early years. 
Moreover, the price of this talent will be bid up 
by interstate competition. 

All of which leads to the conclusion that it 
would be wise to go slow in delegating the cur
rent HUD area office function in the subsidized 
housing programs to State housing agencies, 
even in those States where there is a massive, 
parallel State program. And it argues against 
delegating this function in States where there is 
no large, parallel State program. 

What has been said about delegation to 
States applies to delegation to cities, too ; cer
tainly there should be no delegation of the HUD 
area office function to any city that does not 
have a massive, parallel housing subsidy pro
gram of its own, run through its own bureauc
racy. And the same applies to such special-pur
pose units of government as Urban Development 
Corporations. 

The Present Local/Private Function 
Performed by the Sponsor 

With regard to moving local government 
functions to the private sector, the relevant ques
t ion is whether the LHA-sponsored forms of sub
sidized housing for low income people should be 
replaced in favor of either (a) the rent supple
ment approach or (b) housing allowances. Rent 
supplements involve private sponsors, and most 
housing allowance proposals would eliminate the 
role of sponsor as it exists in current HUD hous
ing subsidy programs. 

The rent supplement program has been 
small 6 and has drawn occupants who are poorer 
than conventional public housing occupants, 
on the average, but have smaller families. 7 Rent 
supplementation involves very high interest 

6 Nearly 5 years after enactment, 46,000 units were started (less 
than 1/ 10 of what was envisioned originally). Henry Aaron , 
Shelter and Subsidies, 1972, p. 134. The pace seemed to be 
picking up in later years, with 21,000 units with rent supple
mentation scheduled to be completed in 1972. 

7 Ibid., p. 135 
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payments over 40 years-which pleases the 
mortgage bankers but not the fiscal critics 
of the program, who would prefer direct lend
ing. 8 Rent supplements generally piggyback 
on Section 236 projects or projects that have 
State mortgage assistance analogous to Section 
236; the 236-rent supplement project usually 
pays full local taxes, which are more than the 
payment in lieu of taxes that comes from con
ventional public housing-hence some local gov
ernment preference for the rent supplement ap
proach. About two-thirds of the rent supplement 
projects are in blighted or core city areas, and 
only 9 percent in the suburbs ~-breaking the 
original hopes for dispersal. Moreover, less than 
a third of the units in rent supplement projects 
are unsupplemented lO-breaking another hope: 
That rent supplements would lead to income-in
tegrated projects. While changes in the program 
could increase its utility, it does not appear to 
have been so successful that it should replace 
conventional and leased public housing. 

Housing allowance proposals do not elimi
nate the need for a bureaucracy to determine, 
and periodically redetermine, the income eligibil 
ity of recipients. Allowances also cost a lot of 
Federal money each year, since they work on an 
entitlement basis, rather than the present system 
of having most of the people theoretically eligi
ble receiving no benefits because they are on a 
waiting list, or are disinterested in the kinds of 
housing offered, or have no LHA available where 
they live. Moreover, allowances probably will in
flate shelter costs unless they are accompanied 
by another program to stimulate supply as hous
ing allowances stimulate demand. The program 
to stimulate supply may be complex if, as some 
suggest,l1 the normal play of market forces 

• For example, 	Robert Taggart III, Low·lncome Housing: A Critique 
of Federal Aid, 1970, p. 71 . 

• Ibid, p. 59. 
10 Ibid, P 58. 
11 See, for example, AI Hirscher and Richard Le Gates, "The 

Dreary Deadlock Revisited," Architectural Forum, p. 138, 
March 27, 1973: "While a housing allowance system may ul
timately be more workable than the existing public housing 
program, there are many pitfalls in the achievement of a 
workable housing allowance program. Without the safeguards 
of rent control, strict code enforcement, enforcement of anti 
discrimination laws, tenants rights protection, and capital funds 
for needed rehabilitation, a housing allowance program would 
almost certainly lead to Inflated rents, shoddy maintenance 
and arbitrary treatment of tenants." Anthony Downs in Urban 
Problems and Prospects, 1970, p. 135, speaks of the high 
cost of an adequate housing allowance and the frictional 
factors which Inhibit its success. Frank de Leeuw and Nkanta 
F. Ekanem, " The Supply of Rental Housing," The American 
Economic Review LXI, No.5 (Dec. 1971) , p. 817, tentatively 
conclude that "subsidizing the demand for low income housing 
would drive up rents " 

Better 	information can be expected from the HUD housing allow
ance study now under way. 
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would introduce new units at a price range so 
high that the housing-allowance poor could not 
afford these units new until the units were many 
years old. If it is deemed important to introduce 
many new units at a price the housing-allowance 
poor can afford (to break the bonds that confine 
the poor to the core city), some government in
tervention of some sort is needed to make this 
happen. 

I am assuming there is no serious Adminis
tration consideration of replacing conventional 
and leased public housing with housing allow
ances right now, while the HUD housing allow
ance study is in process and has yet to report 
its findings. 

HUD Subsidies for Blight Control 
Programs 

This section will be shorter, because much 
of what was said earlier applies here, too. 

Fundraising 

Some of the arguments for Federal fundrais
ing that applied to housing subsidies apply here, 
too. But the argument based on income redistri
bution as a Federal fiscal responsibility has di
minished force because these blight control 
programs are not concerned primarily with in
come redistribution . And since the beneficiaries 
of the blight control programs are defined geo
graphically, rather than by income level, it prob
ably is the case that few of the intended benefits 
of blight control "spill out" of the local commu
nity and there is little tendency to attract "cost 
spillins. " Hence the argument for 100 percent 
Federal funding is somewhat weaker. Moreover, 
local political support for urban renewal and 
concentrated code enforcement is much higher 
than for subsidized housing, making it feasible to 
extract a local share without having too many 
cities shun the program. 

There are two disadvantages, however, to 
requiring a local (or local-State) matching share: 
(a) The requirement discourages participation by 
hard-pressed cities-unless they can meet the 
match requirement through some form of "soft 
match" which they were going to invest anyhow 
(which frustrates the purpose of a match 



requirement) ;12 (b) the requirement exacerbates 
problems in the pfocess whereby cities define 
their urban renewal and concentrated code en
forcement areas in a manner that partially frus
trates the aims of the Federal Government but 
facilitates local political back scratching. If a 
large share of local money is going to be con
sumed, there is a strong desire to get a large 
payoff in local pOlitical gratitude. 

In a handful of States, State government 
pays part of the nonfederal share of urban re
newal. Because some of the benefits "spill out" 
of the city but remain in the State, this kind of 
State participation in footing the bill can be justi
fied on a benefit theory to some extent. More
over, the States that are doing this tend to be 
States that have a State income tax, so, on an 
ability-to-pay basis, the State is better equipped 
than the city, which probably lacks discretionary 
power to adopt an income tax, or to raise the 
rates if it has one. 

The disadvantages of State payment of part 
of the local share are: (1) It reduces the cash in
vestment of local government and hence may re
duce local government vigilance to see that the 
program is administered frugally; (2) three bu
reaucracies are now involved (Federal, State, 
local), whereas only two need to be harmonized 
in the typical Federal-city funding arrangement. 
The advantages of State participation are: (1) In
creasing the participation in the programs by rel
atively poor communities that cannot come up 
with the match requi red without State aid; (2) in
creasing participation by marginally motivated 
communities that could afford the match, but are 
not sufficiently committed to the importance of 
blight control to pay the entire one-third them
selves. One can question whether encouraging 
the latter kind of city to participate is entirely 
good. 

To the extent that State aid to cities to meet 
the local share requirement of urban renewal 
gets allocated, because of State politics, in a 
manner that reflects population and/or political 

12 Former HUD Secretary Romney discussed the difficulty in admin
Istering the local cost-sharing requirement In his testimony 
before the House Committee on Banking & Currency (92d 
Cong ., 2d Sess.), June 13, 1972, p. 613. In presenting the 
Administration's position opposing the local-share requirement, 
he stated that, if enacted, it "would drag along with it a 
number of troublesome problems. For example, it would be 
necessary to determine precisely what activity or under
taking may count as a noncash local credit , whether to permit 
the pooling of local ahare credits from year to year, and 
whether to permit noncash grant-in-aid credits under the 
urban renewal program to be applied to this program." 

He believed the requirement served a useful purpose with a cate
gorical program, to prevent a community from using funds for 
a project "not very important to Its well-being. " But the 
motivation would be different with a block grant, he indicated. 

clout, rather than "need," such State aid merely 
operates as an indirect form of State revenue 
sharing with those cities that participate in urban 
renewal programs. And to the extent that the 
State aid is financed by selling bonds that are 
exempt from Federal taxation, the ultimate 
source of this part of the local match is the Fed
eral Government itself. 

All of this provides an argument against 
making it mandatory that the State come up with 
some of the match and the city come up with the 
rest. Such a requirement would also be bad with 
respect to States that cannot or would not par
ticipate: The requirement would deprive their cit
ies of the power to participate. There is no 
strong case against the present state of affairs 
that permits States to pay part of the local share 
if they so desire. In any event, since there are so 
many ways States can and do share their reve
nues with cities, it is almost impossible to keep 
this from happening indirectly; so an effective 
prohibition on it, even if deemed wise, would be 
too hard to enforce. 

Allocation 

Turning to the matter of allocation of blight 
control funds, the case against formula alloca
tion is similar to what is discussed in Appendix I 
concerning formula allocation of housing subsidy 
capital. Here, too, the conclusion is against for
mula allocation and in favor of discretionary allo
cation, for the reasons cited in the Appendix. 

In addition, one would assume that the 
condition of housing units should be an impor
tant factor in arriving at an equitable allocation 
formula. Unfortunately, those data are at present 
woefully inadequate. More reliable data are es
sential before this factor can reasonably be 
used. 

The question arises in the blight control 
context too as to whether Congress should com
bine the appropriations for various kinds of 
blight control programs so that the HUD Area 
Office would have a single source out of which 
to fund blight control operations, rather than a 
number of separate accounts with no power to 
transfer between them. Combining the appropria
tion pools would increase area offices' flexibility 
and hence would increase local government op
tions-a good thing. 

It is hard to see why the Congress should 
care what the ratio is of Concentrated Code En
forcement spending compared with urban re
newal spending, particularly now that urban re
newal spending is generally Neighborhood 
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Development Programs (NDP). The beneficiaries 
tend to be similar, albeit not identical. In some 
communities, the state of blight and the age of 
the housing inventory is such that one program 
is appropriate; in other Cities, the most pressing 
need is for the other program. 

One problem with a combined operation is 
that urban renewal-despite its past reputation 
as a cruel program that victimizes low income 
residents-presently is less cruel than concen
trated code enforcement. If urban renewal takes 
the home of a poor owner, it compensates him 
fairly well, what with the generous appraisal of 
the property condemned and paid for, a grant for 
substitute housing to be purchased, and the relo
cation grant. 

Concentrated Code Enforcement, on the 
other hand, drives out those owners who cannot 
bring their property up to code standards even 
with the grant and the 3 percent loan. These 
owners fare much worse 'under urban renewal, 
since their property was not legally "taken;" 
they simply abandoned it or sold it at forced 
sale prices because they could not afford to re
pair it or to demolish and replace it, and they 
could not legally continue to use since certificate 
of occupancy was denied. While efforts are 
made to avoid designating a neighborhood for 
concentrated code work if it has structures in 
it that will suffer this fate, it is impossible to de
fine a broad geographic area appropriate for 
code work without embracing some "can't-be
salvaged" structure. The solution, however, 
would seem to be a change in the design of 
Federal concentrated code work to permit the 
condemnation of such structures under the 
urban renewal rules. Without such a change, 
urban renewal and concentrated code funds 
should not be pooled, lest this pooling lead local 
government into dOing more concentrated code 
work rather than urban renewal. 

Rulemaking 

The case against delegating rulemaking in 
the blight control area is not as strong as the ar
gument against such delegation in the subsidized 
housing area, because in the blight-control area 
there are few, if any, nationwide firms engaged 
in dOing the physical work and interested in na
tionwide uniformity of rules. Similarly, there is no 
GNMA operation requiring fungible locally gener
ated collateral. ' 

But the two other arguments against dele
gating rulemaking apply: (1) The pain during the 
transition period-for LPA's, primarily; and (2) 

the likelihood that the States or cities that inherit 
the rulemaking power will, in some instances, 
develop rules that fail to protect the public inter
est as well as existing HUD rules tht have 
evolved during the past decade and a half's ex
perience with urban renewal. 

The criticism is made on occasion that HUD 
has been so slow processing applications with 
its current multivolume rules that it will be a 
blessing to let cities or States develop their 
own, simpler rules. But there are two problems 
with this argument. First, it tends to confuse 
delay that flows from administration with delay 
that is attributable to the current rules; some 
delay is inevitable as long as a branch of local 
government, which has incentive to overestimate 
costs and underestimate difficulties, is being re
viewed by another bureaucracy which is inter
ested in getting accurate cost estimates and ac
curate judgment as to the obstacles that will be 
encountered. Second, there is the familiar trade
off: Simpler rules make for faster processing, bu't 
protect less against waste, favoritism, unneces
sary taking and disruption, etc. 

The present, complex rules are designed to 
channel the Federal funds to do the things the 
Federal Government most wants done, including 
putting the cleared land to primarily residential 
uses. In the same vein, simplification of rules 
which is accomplished by stripping off collateral 
requirements-such as affirmative action, Davis
Bacon Act, etc.-purchases speed at the ex
pense of the Federal policies embodied in such 
Executive orders and legislation. 

The pressures on City Hall to design urban 
renewal programs to cater to powerful interests 
in the city, at the expense of the well-being of 
the city as a whole, are real, leading the author 
to the (marginal) conclusion that, ' even in the 
blight control programs, rulemaking should not 
be delegated to either the cities or States. 

Administration 

Presently the Federal Government performs 
the function of administration of the urban re
newal and other blight control programs above 
the level of the work done by the LPA or equiva
lent local agency. Administration includes ap
proval of the original application plus supervi
sion of the work done, but there is no long term 
monitoring function after the project is com
pleted. While there is at least one State that per
forms somewhat similar functions to HUD in the 
urban renewal area, the number of States doing 
this does not approach the number of States 
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which parallel HUD's subsidized housing work. 
To the best of my knowledge, there is no compa
rable annual arrangement between HUD area 
offices and State housing agencies in the realm 
of urban renewal or other blight control pro
grams. For the reasons discussed in the housing 
subsidy section, there should be no delegation 
of HUD's current administrative function to State 
or local government. 

The basic operating function is now per
formed by local government through the LPA or 
similar agency. The function cannot be moved to 
the private sector even if this were deemed de
sirable, since the required eminent domain power 
cannot 'be delegated to private groups in most 
States. 

Farmers Home Administration 
Programs 

The major Federal direct loan program that 
remained in operation before the freeze was 
Farmers Home Administration, which operates 
under a rule that forbids them to make a loan if 
a private sector lender would make it. So there 
is no possibility of delegating their lending func
tion to the private sector. 

Nor is it particularly feasible to delegate ad
ministration of their program to local govern
ment. The FmHA program is restricted to places 
with a population of under 10,000, and in Michi
gan at present there is only one field office for 
two counties in some areas and for four counties 
in other areas. It would be quite impossible to 
have each county run the program in that county 
unless the staffing of the administering bureauc
racy were vastly increased. Delegation to con
sortia of counties is unworkable. 

It is theoretically possible to delegate the 
administration of FmHA programs within a given 
State to that State's housing authority. The pros 
and cons are largely the same as those dis
cussed earlier in the context of housing subsi
dies. About the only situation in which any case 
can be made for such delegation is in a State 
which is running a large housing subsidy pro
gram and has been delegated the administration 
of all HUD housing subsidy programs in the 
State. Such a State housing agency could argue 
that in many metropolitan areas the total housing 
market embraces communities under 10,000 in 
population as well as communities with a larger 
population, and rational spatial location of new 
subsidized housing requires a single consoli
dated program, rather than a State-run program 

in larger communities and the FmHA program in 
smaller ones. The State could continue to oper
ate the same number of field offices that FmHA 
does now; indeed, it could run them at the same 
locations, and it could try to hire the personnel 
FmHA would be discharging. 

The question is whether the social gain in 
having a single agency-run programs in both 
large and small communities outweighs the so
cial loss in transplanting a bureaucracy and en
countering the other problems of State adminis
tration discussed in the housing subsidy section. 
Given the possibility of coordinating large 
community and small community operations 
through the A-95 clearinghouse process, and 
given the limited extent to which we actually lo
cate subsidized housing spatially with respect to 
metropolitan area needs, it would seem that the 
case is weak for transferring the FmHA pro
grams to the State housing authority, even in a 
State that has all HUD housing subsidy programs 
administered by that State agency. 

FHA Mortgage Insurance (and VA 
Mortgage Guarantees) 

For reasons discussed above, there is no 
strong case for moving the current FHA function 
to State housing authorities or to local govern
ment. The only live question is whether private 
mortgage insurance (PM I) should be federally 
assisted to enable it to supplant more of the 
FHA mortgage insurance business than it has al
ready supplanted. Perhaps, if there were a Fed
eral subsidy program or a Federal program to 
reinsure the mortage that already has private in
surance, the private mortgage insurance company 
might be willing to take greater risks than it 
takes now.13 

However, there are several problems with 
this effort to give PMI a larger share of the mort
gage insurance market. For one thing, little 
would be gained by reducing the Federal role as 
direct insurer and then giving the Federal Gov
ernment a new role as subsidizer or reinsurer. 
For another thing, the people I interviewed were 

13 David S. Engleman, Federal Home Loan Bank Board Journal 
NO.5 (March 1972), p. 5: "The private sector can be expected 
to handle all housing needs for middle and moderate income 
home buyers, leaving the Government to care for the re
quirements of low income families." James Carberry, "Home 
Buyers, Lenders Cheer as Private Firms Insure More Mort
gages," Wall Street Journal No. 180 (Aug. 10, 1972), p. 1: 
"The private insurer can't see themselves getting into the 
sort of trouble the FHA has. For one thing, they stay away 
from insuring loans to low income prospective home-buyers, 
where the risk of default is very high compared with middle 
and upper income buyers." 
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uniformly dubious that private lenders and pri
vate mortgage i nsurers would in fact take 
greater risks just because the private mortgage 
insurance was backed by a Federal reinsurance 
policy. If the Federal reinsurance were for only a 
fraction of the mortgage-as is the case with 
private mortgage insurance-much risk would 
still remain for the insured. And if the Federal 
reinsurance were for 100 percent of the mort
gage, the Federal premium would be high and 
the Federal Government could not travel on the 
lender's decision, as PMI companies tend to do 
now. Moreover, it would be necessary to charge 
two premiums-one for the PMI and one for the 
Federal reinsurance. 

The PMI is already free to supplant FHA in
surance to the extent that lenders prefer it, and 
it has gone a great distance towards supplanting 
FHA insurance in parts of the market. People I 
interviewed felt that Federal reinsurance would 
not induce PMI to cover the risky transactions 
that FHA insurance is designed to facilitate. PMI, 
for example, is not feasible for those subsidized 
projects in which part of the subsidy comes 
from GNMA. In the Section 236 transaction, the 
mortgagee is really not a lender, since it is ar
ranged in advance that the mortgagee will imme
diately sell the mortgage to GNMA at an artifi
cially high price; the mortgagee does not carry 
the risk of default by the mortgagor (FHA does); 
the mortgagee is really only agreeing to service 
the mortgage for a fixed fee. 

Undoubtedly, there are some instances in 
which individuals who could be using PMI are 
using FHA mortgage insurance, and they are 
doing this to their economic detriment. If FHA 
we~e forbidden to write insurance in these trans
actions, this evil would be prevented. But the 
evil is hardly great: It is one of a million similar 
situations in the economy in which a consumer 
may buy a higher priced product when he could 
have met all his practical needs with a lower 
priced product. Here, as elsewhere in the econ
omy, competition tends in time to eliminate this 
evil. 

If the range of legally permitted FHA activity 
were shrunk, there would be several negative ef
fects. For one thing, FHA would have less fee
generated income with which to operate in its 
riskier (and hence most socially needed) trans
actions. For another thing, FHA could not be re
vived quickly if economic conditions changed, 
and it were desired to have FHA reenter some 
fields from which it had been chased. 

The chief objection I heard to FHA insur
ance in situations where PMI was available was 
the belief that FHA insurance-involving a dis
count that the seller must absorb at once at the 
closing-resulted in sellers' increasing their 
prices to cover the discount. But this could be 
cured if FHA's artificial interest ceiling were re
moved, eliminating the need for discounts. The 
ceiling, of course, does not keep interest rates 
down; it only means that the extra interest gets 
paid by the seller at once with no tax deduction 
for it, rather than having it paid by the buyer 
over the life of the mortgage, deducting it for tax 
purposes. 

There was also some parochial pleading for 
FHA insurance from savings and loan associa
tions that only have legal authority to lend on 
property out-of-State if the loan is federally in
sured, rather than covered by PMI.H This aspect. 
of the S&LlFHA relationship may have desira
ble effects in moving capital to regions where 
there is greater demand for it. 

There are transactions in which FHA. insur
ance is more expensive than PMI. There are 
transactions in which FHA insurance involves a 
higher down payment than PMI. Universally, FHA 
insurance takes much longer to process than 
PMI.15 And on new construction of multiples, 
FHA adds to construction costs because of de
lays in processing, special inspections, and ap
plication of the Davis-Bacon (prevailing wage) 
Act. But it does not follow from all this that FHA 
should be precluded from competing with PMI; 
presumably, FHA will come out the loser in the 
competition. 

The problem of improving FHA insurance is 
really beyond the purview of this paper, except 
insofar as improvement involves a shift of some 
FHA function from the Federal Government to 
somewhere else. One person I interviewed, long 
involved in private construction, suggested that 
FHA speed up its processing time by delegating 
some of its work to local government. In particu
lar, he suggested that FHA emulate the PMI 
practice of having a list of approved appraisers 
rather than an inhouse group of appraisers. 
(Those interviewed universally belived that FHA 
appraisals are not of consistently high quality 

"Oliver H. Jones, "Can FHA Be Replaced?" Mortgage Banker 
32:11, p. 8, argues that FHA-insured mortgages "have been, 
and can again be, the principal vehicle for moving funds from 
surplus to deficit areas." Thus , without Federal mortgage in
surance programs, the scope of savings and loan lending and 
profit opportunities would be considerably narrowed, and the 
transfer of mortgage funds from capital - rich areas to capital
poor areas would be inhibited, is the argument. 

"Carberry, op. cit. supra, note 13, 
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and often tend to run high.) He suggested 
that the would-be individual purchaser of a new 
or used home should go first to the private 
lender, and if the lender were willing to lend 
with FHA insurance, the next stop would be 
some local government housing office, which 
would (1) review the appraisal made by the certi
fied appraiser selected by the lender; (2) certify 
to FHA that the would-be borrower was a decent 
credit risk (something the lender had already de
cided); and (3) certify to FHA that according to 
the local building and safety department the 
house was in decent condition. 

By delegating these functions to local gov
ernment, FHA could speed up its processing 
time and keep these functions geographically 
closer to where the borrower, the lender, the 
house, the building and safety department, and 
the borrower's credit and employment references 
are located. 

I got mixed reactions to the question of 
whether FHA should abandon its role in inspect
ing the new construction for which it insures 
mortgages. One person felt that recent scandals 
cast doubt on the quality of these inspections. 
Another person felt that over the long haul FHA 
had improved quality and protected the con
sumer much more than would have occurred if 
the only inspections had been made by lenders 
and local government. 

One aspect of FHA's losing its market share 
to PMI is that the PM I-conventional mortgage de
velopments do not pass through the A-95 review 
process or the FHA process of screening the 
suitability of the location for things such as ac
cess to transportation, schools, shopping , etc. 
Given the weaknesses of the land use planning 
process in many communities and the dearth of 
institutions concerned with areawide implications 
of new housing location, it probably is a good 
thing to run as much of the new construction as 
possible through these kinds of review, rather 
than leaving it all to the entrepreneur, his lender, 
the local planning process, and the virtually non
existant regional plan's housing element. 

In used housing, in core cities, in subsidized 
housing transactions, in small transactions, and 
in transactions involving borrowers who present 
above-average risks, it seems agreed that FHA's 
role is absolutely essential. 

The role played by the Veterans ' Administra
tion was the same as the FHA role for purposes 
of this paper, and the same comments apply to 
VA guarantees that apply to FHA insurance. 

Housing Relocation Grants 
The Federal Government now pays 100 per

cent of these grants, although the matter of a 
local share in the future is under debate right 
now in Congress. Since the programs causing 
relocation vary so, it is hard to discuss the ex
tent to which there are benefit spillouts or cost 
spillins justifying Federal financing rather than 
State/local financing. 

The previous discussion of subsidized hous
ing raises the policy arguments that apply here, 
too; once again, the conclusion is that rulemak
ing should remain on the Federal level, as 
should administration above the line-agency 
level. At present, the line agency actually dealing 
with the relocatees is on the local government 
level. I have not pursued the question of possi
bly trying to contract out relocation work to pri
vate companies. 

FNMA, GNMA, FHLBB Operations 
Given the national nature of the mortgage 

market, it is impractical to delegate these func
tions to State government, let alone to local gov
ernment. FNMA has already "gone private," 
and the Federal Home Loan Mortgage Corpora
tion serves conventional mortgages as well as 
"privatization " existing under FHA. 

Regional Planning and A-95 Review 
The Federal Government presently requires 

that there be regional planning agencies; it sub
sidizes the operations of these agencies with 
Section 701 planning grants; it annually certifies 
the work of these agencies toward preparation of 
a regional plan; it requires that a host of applica
tions for Federal subsidy or Federal insurance 
go through a clearinghouse (A-95) process in
volving both the regional planning agency and 
the State planning agency. One aspect of the re
gional plan is the housing element. 

Generally speaking, neither the regional 
planning agenCies nor the State planning agen
cies have produced detailed housing plans that 
indicate what kind of housing should go where 
in the years ahead. Without such detailed housing 
element plans on the regional or State levels, 
the A-95 review process is not really a vehicle 
for checking a particular application for con
formity with a regional plan . Even if such de
tailed housing element plans eventually get pro
duced, it is not clear whether the Federal 
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Government will reject a regional agency's pro
posed plan because of Federal disagreement 
concerning the sUbstantive contents of the plan; 
there is some belief among the staffs of some 
regional planning agencies that the Federal Gov
ernment will accept whatever housing element 
the regional planning agency can agree upon. 

Given this state of affairs, the only real Fed
eral roles are: (1) Determining that there should 
be efforts at regional planning; (2) providing 
some of the operating funds for such regional 
planning; (3) requiring clearinghouse operations 
through the regional planning agency; and (4) 
requiring clearinghouse operations through the 
State planning agency. 

There should be no abandonment of the ef
fort at regional planning; difficult as such plan
ning is (given local parochialism), any effort is 
better than none. There is no way to delegate this 
responsibility to State or local government; if the 
Federal Government . drops this requirement, 
there is no likelihood the States will uniformly 
pick it up. 

Presently, the Federal Government provides 
only a fraction of the operating costs of regional 
planning agencies. Were the Federal Government 
to reduce its support, many of these agencies, 
already hard-pressed financially, would collapse 
completely. They lack the level of political sup
port on either the State or local levels to furnish 
them adequate funding to replace Federal funds. 

While the clearinghouse operation is not 
really a process of matching applications against 
a regional housing plan or a State housing plan, 
it is an opportunity to draw comment on applica
tions from a variety of interested sources (e.g., 
local government, county government, State anti
discrimination agency). States should not have 
the option to kill clearinghouse operations; 
where they are killed, the amount of intergovern
mental cooperation will drop, and the amount of 
waste of Federal funds will increase. 

The requirement of State clearinghouse op
erations is often met in name only, the State 
lacking an agency to conduct a clearinghouse 
effectively. Moreover, there is awkward duplica
tion in having two clearinghouse operations 
(three, in some metropolitan areas). But this can 
be solved (politics permitting) by new Federal 
rules concerning clearinghouse structure and 
procedure; it does not require the Federal Gov
ernment giving the States the option to have a 
State clearinghouse or not, as the State sees fit. 
At present, the State virtually has the option to 
run no clearinghouse at all; it can run an opera
tion so atrophied as to be virtually nonexistent. 

Nondiscrimination and Affirmative 

Action 


Title VIII (Federal Fair Housing Act of 1968) 
gives the Federal Government responsibility for 
handling complaints of ethnic discrimination and 
related ethnic practices in the housing market. 
The Secretary of HUD is authorized to receive 
complaints and to try to adjust them. If he fails, 
the alleged victim can bring a civil action in 
court for redress. The statute provides, however, 
that the Secretary is obligated to refer the com
plaint to the State or local antidiscrimination 
agency that has concurrent jurisdiction if such 
an agency exists, and provides "rights and reme
dies for alleged discriminatory housing practices 
which are substantially equivalent to the rights 
and remedies provided (by the federal law)." 16 

Thus the Federal role is limited to handling 
complaints when, as, and if there is no State or 
local agency willing and able to handle them. 
Hence, the Federal function cannot be shifted 
down any more 'than it has been by the lan
guage of the 1968 Act. 

While the 1968 Act deals with postdiscrimi
nation complaints, there is another Federal 
Government program which is concerned with 
planning in advance to avoid practices that are 
ethnically injurious. The three major components 
are: (1) Affirmative merchandising plans-to see 
that the housing or home financing is merchan
dised in a way that reaches minorities; (2) af
firmative employment plans-to see that the en
terprises engaged in the housing market hire 
minorities or upgrade them; and (3) site selec
tion-to see that sites are not selected in a way 
that prejudices minority interests. The latter is a 
complicated notion involving two policies that 
sometimes collide. On the one hand, there is a 
minority interest in seeing that more housing 
subsidy flows to where minorities presently dwell 
-core cities. On the other hand, there is a mi
nority interest in seeing that subsidized housing 
is created in suburbia, where few minorities live 
and where the jobs are tending to relocate. 

The requirement that individuals and firms 
covered by the affirmative action regulations file 
acceptable affirmative action plans and adhere 
to these plans is enforced-to the extent it is en
forced-by the threat of Federal denial of an ap
plication for subsidy, loan, grant, or insurance, 
and by the related threat of long term Federal 
blacklisting. 

l·42 U.S.CA §3610(c). 
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Given the scant likelihood that Congress will 
legislate to create a new enforcement device 
(e.g., cease and desist order; administrative 
fine), continuation of the affirmative action re
quirement and the requirement of ethnically sen
sitive site location means that these require
ments must be enforced by a bureaucracy which 
passes upon applications for loans, grants, 
subsidies, and insurance, and has the power to 
deny an application for noncompliance with 
these ethnic rules. 

As long as the Federal bureaucracy is ad
ministering the Federal loan/grant!subsidy / insur
ance programs, there is little point in delegating 
the review of the ethnic aspects of the application 
to a separate State or local race-relations agency. 
In many States, no such State or local agency 
exists, and there is little likelihood that a signifi 
cant agency will be created. Where one exists, 
it is usually overworked and has limited expertise 
in these aspects of housing. 

At present, to a limited extent in certain 
States, some Federal subsidy money (rent sup
plement, Section 23 leasing) is administered by 
State housing development authorities (and, in 
New York State, by the city housing development 
authority as well as the State UDC). To the extent 
that there is such State/local administration of 
Federal subsidy money, the question arises: 
Should the application for Federal funds, which 
the State/local housing agency is passing upon, 
be given its ethnic review by the same State/lo
cal housing agency? Or should the ethnic as
pects of the application be reviewed separately 
by HUD in its area office? 

The disadvantages of separating the ethnic 
review from the review of other aspects of the 
application become most apparent when we get 
to site selection. For in approving or disapprov
ing a site, both ethnic and nonethnic considera
tions come into play. This argues for letting the 
State/local housing agency review the ethnic as
pects of the application as well as the nonethnic 
ones. (Both, of course, are to be reviewed 
against Federal rules and regulations.) 

The advantages of a separate Federal re
view of the ethnic aspects of an application are: 
(1) The possibility that the HUD area office will 
have ethnic specialists that the State/ local hous
ing agency lacks ; and (2) the possibility that the 
personnel in the HUD area office are more com
mitted to the Federal ethnic requirements than 
are the personnel in the State/local housing 
agency. 

It should be noted that the State and local 
housing agencies that presently are administer
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ing any Federal housing subsidy funds are all lo
cated outside the South, although Texas and 
Florida housing agencies are expected to get 
into the housing subsidy business with State 
funds shortly and hence may soon be adminis
tering Federal housing funds too. 

The impression among the people I inter
viewed was that there was small likelihood that 
the vigor of current Federal ethnic efforts would 
be reduced if the current rules were enforced by 
State/local housing officials rather than by HUD 
officials. This conclusion was based on the as
sumption that the State/local housing agencies 
could not be any weaker in this respect than 
HUD has been. Part of HUD's problem is, that 
site selection, as explained above, is plagued by 
inconsistent policies. Moreover, there is inade
quate manpower to do compliance checks on af
firmative action plans. Beyond this lies political 
resistance to affirmative action. 

If the State/local housing agency that is ad
ministering Federal housing funds is allowed to 
do its own review of the ethnic aspects of the 
application, there is at least the possibility that 
in some States and cities it may do a more vig
orous job than HUD has done. 

Tax Deductions 
Whatever the merits of the deductions for 

mortgage interest, property taxes, accelerated 
depreciation of rental property and similar de
preciation of property held for rehabilitation for 
low income occupancy, there is no feasible way 
to delegate this kind of subsidy to State or local 
government, so I shall discuss it no further. 

Welfare and Housing 
The whole question of the future of welfare, 

including the housing allowance it presently pro
vides, seems best discussed in the context of 
welfare reform and income maintenance. It would 
be inappropriate here to attempt to summarize 
the vast literature on this subject. 

Market Information 
There is no basis for reducing the current 

level of Federal involvement in the gathering and 
dissemination of this information, which is a by
product of the national census and the operation 
of various Federal agencies. Indeed, one of the 
advantages of having a single set of subsidized 
housing program eligibility rules nationwide is 
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that it facilitates gathering of information on a 
standardized basis. 

Omissions 
Looking at Housing Study Team #1 DRAFT: 

Government Activities Affecting Housing, which I 
was furnished late in the course of my study, I 
note that I have not covered items 11-3; 111-1; 
111-2; 111-3;111-5; 111-7; 111-8; IV-2-7; VII, except 
obliquely. I have encountered no literature or 
opinions suggesting that these functions should 
be shifted from the Federal level in whole or in 
part. 

I have deliberately ignored the Federal rela
tionship to housing in places without State gov
ernment (e.g., District of Columbia, territories, 
and possessions) or on military bases or Indian 
reservations or parks. I have assumed that hous
ing infrastructure programs involved in the spe
cial revenue sharing program for community de
velopment are outside the ambit of this study. 

Appendix I: Formula Versus 
Discretionary Capital Development 
Grants to LHAs 

At present, "new" public housing capital 
(both for development of additional units and for 
modernization of the existing inventory of the 
LHA) gets allocated through a discretionary 
process within HUD. Each LHA submits to HUD 
in advance of the new fiscal year its estimated 
development needs for the coming year. The 
congressional appropriation is first divided by 
HUD among the area offices; each area office, in 
turn, then divides its allocation among its LHAs. 
In effect, each LHA is submitting capital develop
ment grant applications to HUD which the area 
office screens. The area office may deny a proj
ect completely or scale it down. Once the area 
office has decided upon the quantity of develop
ment to be funded, there are HUD formulas that 
fix automatically the amount of money to be fur
nished the LHA for that many units of that kind 
of housing in that geographic area. 

There have been proposals that a different 
process be used whereby the congressional ap
propriation for new public housing capital would 
be divided up among the LHA's by a Federal for
mula that would leave no discretion to HUD. 
Each LHA could be assured of a certain percent
age of whatever Congress appropriated for new 
public housing capital. (Presumably, there would 

be separate funding of the annual Federal contri 
butions to LHAs that had made capital develop
ment commitments in prior years on the Federal 
promise of annual payments for a fixed number 
of years.) 

If formula allocation were being used, it 
would be possible to relax or eliminate present 
HUD per-unit and per-room limits on capital de
velopment expenditure. Similarly, the present 
Federal rules that require certain kinds of bid
ding could be eliminated. And the Federal re
strictions that restrict an LHA's ability to use 
leased, rather than owned, public housing could 
be jettisoned. 

The possible advantages of formula alloca
tion would be: (1) Reducing the number of per
sonnel employed by HUD; (2) increasing capital 
development options of LHAs; (3) making it clear 
where responsibility lies for good or bad LHA 
capital development decisions. (Formula alloca
tion lends itself to bloc granting, whereby sev
eral categorical grant programs are combined 
into one. In the housing subsidy area, however, 
this paper recommends against combining low 
income housing subsidy grants with any other 
program, so this possible advantage of formula 
allocation is not applicable.) 

The extent to which these first three advan
tages are real deserves examination. The desire 
to reduce the number of HUD employees may 
not be served by a switch to formula capital de
velopment grants, since HUD personnel probably 
will still be needed to make sure the Federal 
Government gets a dollar's worth of capital de
velopment for every dollar pumped to an LHA for 
that purpose. Whether the surveillance of LHA 
spending is done in the pregranting period or 
whether it chiefly occurs as a postaudit, there 
must be some serious Federal scrutiny of what 
happens to the dollars when they reach the LHA. 

In theory, formula grants are supposed to 
requi re less monitoring by the grantor than dis
cretionary grants, since the grantee is expected 
to be highly motivated to see that the grant 
money is wisely spent. This assumes either (a) 
that the grantee gives the goals of the grant pro
gram high priority and is strongly motivated to 
reach those goals as efficiently as possible; or 
(b) that there is some effective watchdog in the 
picture with clout vis-a-vis the grantee, and that 
this watchdog has such motivation. 

In the low income housing field, the LHA
grantee, it must be admitted, has a limited moti
vation to reach the Federal Government's goal of 
providing a decent home in a suitable environ
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ment for all low income people. This goal just 
does not have the same high priority in the eyes 
of general purpose local government as do many 
other goals. Lest there be any misunderstanding 
of this, one need only consult the way local gov
ernment allocates its general purpose, locally 
raised dollars. Nowhere does the subsidy of low 
income housing draw local dollars in the same 
manner that certain other government functions 
do-fire, police, public works, etc. The LHA, 
which reflects the politics of the city or county 
which spawned it, frequently is willing to subor
dinate the interest of low income tenants to such 
higher priority matters as avoiding the disturbing 
of existing neighborhoods, avoiding disturbing 
the middle class, and avoiding hard administra
tive problems. 

Nor is there an available watchdog to moni
tor the LHA on the local level. Local taxpayers 
press for some efficiency in programs funded 
with local taxes, but these groups are much less 
interested in the programs that are funded en
tirely with Federal dollars; they see those dollars 
as doomed to be wasted somewhere else if not 
wasted here. The ultjmate beneficiaries-the ex
isting or potential low income tenants-are hard 
to organize and too few in number to serve as 
an effective lobby. And local government itself
elected Officials, city manager, etc.-is unlikely 
to put the same money and energy into monitor
ing the public housing program as the traditional 
line departments. There is less likelihood that 
there will be line responsibility to the city man
ager or his counterpart. There is less likelihood 
that local government will spend money auditing 
and hiring consultants to improve organization 
and procedures. To the extent that top officials 
spend time reviewing the program, there is more 
likely to be a review of the way the program up
sets other people than the way the program 
should be run to reach the Federal goals with 
maximum efficiency. 

Meanwhile, the temptations for abuse of the 
program are great. Construction, acquisition, 
leasing, and rehabilitation work offer opportuni
ties for profit to local enterprises. Local lawyers, 
architects, appraisers, and lenders stand to 
make a profit. Unmarketable land and structures 
can be peddled. The ultimate consumers are in a 
weak posifion to protect themselves if the final 
product delivered to them is not up to snuff; they 
will be expected to be grateful for whatever sub
sidized housing they get. 

HUD could reduce the opportunities for 
abuse, waste, and error by continuing current re

strictions on what LHAs can do with the money. 
But the more detailed the HUD restrictions on 
what an LHA can do, the more HUD manpower it 
takes to be sure the restrictions in fact are ob
served. 

What has been said about the formula grant 
as a theoretical means of reducing HUD man
power is also true of the formula grant as a the
oretical means of increasing the options of 
LHAs: The more freedom LHAs have, the more 
room there is for scandalous bad practice. If 
HUD is not going to inspect the quality of units 
being inspected or rehabilitated, some very bad 
units will come into some LHAs' inventory. If 
HUD is not going to have a voice in site selec
tion, some cities and counties are going to pick 
some terrible sites. And there remain such ques
tions as whether LHAs are to be free from such 
current "collateral" conditions as the Davis-Ba
con (prevailing wage) Act, the affirmative action 
programs in employment and tenant selection, 
the Hatch Act, etc. 

Whether responsibility-now shared by HUD 
and the LHA-will become clearer under formula 
allocation depends on the extent to which con
gressional appropriation levels fluctuate from 
year to year and the extent to which HUD retains 
a number of restrictions on procedure and/or 
content in order to restrict the opportunities for 
waste, graft, favoritism, and bad design. If such 
restrictions or such funding fluctuations remain, 
the LHAs can always claim that it was for these 
reasons, rather than poor LHA management, that 
local public housing capital development turned 
out badly. 

Given the small likelihood of local govern
ment or tenant monitoring of the LHA, some sig
nificant HUD monitoring would seem obligatory 
to protect both the public housing tenants and 
the Federal taxpayers. Once this HUD monitoring 
capability is built in, the formula grant system 
loses all three of its alleged advantages: It no 
longer increases local options; it no longer re
duces the HUD bureaucracy; and it no longer 
places responsibility for capital development 
solely on the LHA. 

Some of the alleged advantages of formula 
grants are in fact available under a discretionary 
grant system. Thus both discretionary and for
mula grants can concentrate their Federal review 
of LHA action in the postaudit period, rather 
than pregrant; a discretionary grant system al
lows the grant application to be very general 
and skimpy, with the detailed report on how the 
money was spent coming later. It is true that 
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formula allocation is a little more susceptible to 
postaudit monitoring than is discretionary alloca
tion; however, for reasons discussed in the text 
of this paper, postaudit enforcement of Federal 
conditions is less effective than pregrant insist
ence on those conditions. 

There are some real disadvantages to for
mula capital grants as compared with discretion
ary capital grants: (1) The formula creates a 
commitment to locating the housing within exist
ing political units to the detriment of the kind of 
regional location of units that is to some extent 
possible under the present discretionary system; 
(2) the formula makes it harder to enforce grant 
conditions by a future cutoff of funds to the LHA, 
because the formula creates "entitlement;" (3) 
the formula must apply to all LHAs, but some of 
them have no serious capital development plans; 
this means that the formula amount for those 
LHAs either is never drawn down or else is sub
ject to discretionary reallocation later in the 
fiscal year; but discretionary allocation later in 
the fiscal year is even worse than what we have 
now. 

Note that the choice between formula and 
discretionary capital development grant money 
allocation is different from the choice between 
1-year and long term commitment. Presumably, if 
an LHA's capital development is to be financed 
via a 40-year flow of money from the Federal 
Government to the LHA, there must be a long 
term commitment made by the Federal Govern
ment whether the decision to start the flow is 
made by formula or by discretion. 

Taking all the factors together, the balance 
tips very clearly in favor of discretionary, rather 
than formula, allocation of capital development 
grant money to the LHAs. 

Appendix II: Leased Public Housing 
Versus Conventional Public Housing 

There is obviously concern in some quarters 
about giving local government freedom to use its 
public housing dollars to lease, rather than own, 
public housing units which are then rented to the 
poor. At present, Congress earmarks only a 
share of public housing appropriations for the 
Section 23 leasing program. 

One dimension of concern is that the Sec
tion 23 program fails to provide additional 
units 17; thus it is viewed as doing only half the 

17 Unless existing substandard units are improved in expectation 
of leaSing. or new units are built only because of the Section 
23 program. 

job-the job of income maintenance for the 
poor, without the other job of increasing the 
housing supply. This is true, but the other side of 
the coin is the degree to which Section 23 
leased public housing is superior to public hous
ing that is owned by the LHA: (1) The leased 
units have an initial lease term of, at most, 5 
years, thus giving the LHA greater flexibility over 
time to change its inventory as conditions change; 
(2) the leased units give the people being 
subsidized less visibility and hence less stigma; 
(3) leased units can be acquired faster than con
ventional units can be bought or built; (4) leased 
units lend themselves to scatteration-a big 
boon to the elementary school that does not 
want to be overloaded with low income children; 
(5) the leasing arrangement is susceptible to 
having both the advantages of scatteration and 
the advantages of having maintenance and man
agement done by a large enterprise which has 
its units concentrated at one location; (6) the 
leasing arrangement gives local government full 
local tax payment instead of payment in lieu of 
taxes at a lower amount; (7) in many communi
ties there are vacancies in the leasing market 
but no raw land for building and no units fit for 
purchase at acceptable prices; (8) in many com
munities there is overwhelming political resist
ance. to providing public housing to families 
through the conventional route, but no compara
ble resistance to taking the leasing route; (9) 
leasing lends itself to neighborhood income inte
gration much more easily than construction 
does; (10) when full costs are considered, the 
addition of one leased unit (at this program 
level) costs less than the addition of one con
ventional uniUB 

18 This statement is made by Frank de Leeuw and Sam Leaman, 
The Section 23 Leasing Program (1973), pp. 649-56. They are 
conSidering full costs, as shown below. Others, who consider 
only the annual unit subsidy, generally conclude that the 
leaSing program is more expensive per unit. See, e.g., Aaron, 
op. cit. supra, note 6 at p. 119 and Taggart, op. cit. supra, 
note 8 at p. 47. 

The de Leeuw-Leaman data appears in this table: 

Leasing Conventional Turnkey 
1) Rent paid to owner $123 1) Dev. cost 
2) LHA administrative (Converted 

costs 18 to monthly 
3) Uti!., if paid basis) $136 $128 

by tenants 8 2) Operati ng 
4) Federal tax revenue costs 62 62 

forgone because of 3) Forgone 
accelerated deprecia- property 
tion 5 tax revenue 21 21 

$154 $219 $211 

Figures given are for an average 2-bedroom unit, under the as
sumptions made by the author. The full cost of a conventional 
or turnkey unit is thus apprOXimately 40 percent higher than 
that of the leased unit. 
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The further disadvantages of the leased pro
gram as compared to conventional are: (1) There 
is less security for the tenant, since an attractive 
unit that the tenant is subleasing may have to be 
given up when the LHA-owner lease runs out 
and is not renewed; (2) the economics of the 
program do not work out for the LHA in high 
rent areas, because the subsidy is limited-this 
is particularly true if the LHA is trying to house a 
high percentage of very poor families; (3) HUD 
resists use of the program if there is less than a 
3 percent vacancy rate in the market; (4) some 
LHAs resist the program because they cannot re
cover enough administrative costs from HUD 
through the leasing program; and (5) on a broad 
enough scale, the leasing program will drive up 
rents because it increases demand without in
creasing supply19, as Anthony Downs points out. 

The demand-without-supply argument has 
limited force, however, under current circum
stances. HUD resists the program if there is less 
than a 3 percent vacancy rate. The per-unit cost 
limit works to end the program in a given local
ity when rents get high. The total amount of pub
lic housing money flowing into a community is 
miniscule when compared to the total amount 
paid each year by all persons in that community 
for shelter. 

Appendix III: A New Federal Program 
to Encourage National 
Construction Corporations by 
Furnishing Them Ready-To-Go Land 

It may be the case that the pace of private 
construction could be increased and the price of 
housing units lowered if nationwide private cor
porations were encouraged to expand the scale 
of their operations in the housing construction, 
housing sales, and rental management busi
nesses. 

One major impediment to large-scale opera
tions by such corporations at present is in the 
first phase of the production process-assem
bling land, getting it zoned, getting onsite and 
offsite water, sewer, roads, etc. 

"See note 11. supra. Leased public housing is like housing allow
ance in increasing demand without increasing supply directly. 
However, it differs from housing allowances in that there 
are both LHA and HUD bureaucracies designating the tenants 
and the units participating, matching tenants to units, and 
fixing the terms on which the units are leased and subleased. 
Either or both bureaucracies can adopt policies that avoid 
carrying the leasing program to the point where it inflates 
rents. 

If this "development" process were done 
well by someone else, and the nationwide pro
duction corporations were buying the land ready
to-go for construction, they might be more suc
cessful, particularly if the improved land being 
offered for sale to them around the country were 
being sold to them in fairly standardized ways 
on fairly standardized terms. 

This suggests the desirability of having 
someone else do the development work de
scribed above. The logical entity to do it is a 
branch of local government, such as the LPA 
that does something similar in the urban renewal 
process. The reasons for picking the LPA are: 
(1) With the aid of State enabling legislation, it 
could have the power of eminent domain-which 
would be of vast aid in assembling land; no pri
vate entity can be given this power; (2) Since 
local government, through its zoning and related 
powers, has a practical veto on the develop
ment-construction process anyhow, giving local 
government this additional power probably does 
not clog the process much more than it is 
clogged now; (3) of the various government enti
ties that could exercise eminent domain power, 
the best entity is local government, since any 
other level of government, including a State 
Urban Development Corporation, will run into in
tense local government opposition when it seeks 
to override local preferences; (4) since local 
government already has the zoning power and 
the responsibility for local public capital im
provements, giving it this additional power 
means that in well-run cities they can do a bet
ter job of land use control, since they add the 
powers of a proprietor to the powers of a regula
tor; (5) this would force local government to 
combine two perspectives that are now too often 
divorced-the perspective of the regulator of de
velopment, which wants to avoid or mitigate the 
negative social consequences of development, 
and the perspective of a producer, which wants 
to convert raw land into residences that some
one is willing to buy or to rent; such a combin
ing of perspectives might lead to more realistic 
government planning; (6) the program could be 
tailored to give local government an economic 
incentive to make its land use decisions without 
inordinate delay-say a delay that exceeds 18 
months; these delays currently increase the cost 
of shelter needlessly. 

If local government is to play the role of de
veloper for the nationwide construction-sale
management companies, as suggested here, 
local government would have to be provided with 
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the risk capital and the debt financing that pri
vate developers now raise. This could be ar
ranged through a new HUD program analogous 
to urban renewal. The LPA would get a prelimi
nary planning grant and then a final grant cover
ing administration, relocation, and land sale loss. 
(There might well be a land sale profit, rather 
than a land sale loss, as contrasted with the sit
uation in urban renewal, where land that is al
ready built on must be acquired and then 
cleared.) The debt financing could be provided 
as the Federal Government now provides it in 
other subsidized housing programs: Direct lend
ing, or private lending with government insur
ance, or guaranteeing locally issued tax-exempt 
notes or bonds. The risk capital could be pro
vided by the Federal Government in the form of 
a grant, or by having the local government put in 
a small share of the capital and the Federal 
Government seeing that the debt financing cov
ered a larger share of the project cost than a 
conventional lender would lend. 

Before local government, through its LPA, 
bought any land to develop, it would have to get 
its application approved by HUD, in the manner 
that HUD now approves urban renewal project 
applications. In addition to making sure the land 
was marketable, the HUD bureaucracy could as
sure certain other things: (1) Conformity with 
areawide planning; (2) affirmative action; (3) res
triction on the ultimate use of the land by the re
sale purchaser to assure compliance with a HUD 
formula for mixed residential development-a 
certain share of the units would have to be mod
erate-income subsidized housing, and a certain 
share of those would have to carry further subsi
dies to be available for low income occupants. 

One obvious problem is whether local gov
ernment, through its LPA, will have the skill to 
do the job private developers now do. There 
probably is not sufficient inhouse skill, and there 
probably never will be. But the LPA could con
tract with people who are now doing develop
ment work as entrepreneurs, letting them do the 
job for the LPA for a fixed fee. The actual devel
oper today often is working for a fee in many in
stances within the limited partnership that per
forms this function; he owns only a small share 
of the equity in the partnership; he keeps only a 
small part of the tax loss himself; he sells his 
part of the equity without recourse when the 
rental project is sold off. 

There are opposing perils in this arrange
ment between a private developer and an LPA. 
In one direction there is the fear that this will 

wind up-despite the requirement of HUD ap
proval-as nothing more than a private devel
oper now being armed with the eminent domain 
power as he continues to do precisely the same 
work as before, with no more concern for the 
public interest than before. In the other direction 
lies the fear that the same person or firm that 
did effective and imaginative development work 
in the private sector will prove less effective and 
imaginative when employed by local government, 
with all its restrictions, vacillations, and compet
ing social and economic policies. One would 
think that the details of the program could be 
worked out to steer between these two evils. 

Another problem is that land, after it has 
been through its legal and physical changes, will 
prove unsalable. The simplest solution would be 
to require the LPA to procure at least one 
buyer in advance of getting the major HUD 
grant, and this buyer WOUld, in effect, give the 
LPA an option to sell to him if the I!PA carried 
out the HUD-approved plan within a fixed period 
of time. The obvious disadvantage of this is that 
this inside-track buyer might be in a position to 
dictate to the local government unit and HUD 
and become, in effect, a private purchaser now 
armed with the eminent domain power. An alter
native, more awkward, solution is to create a na
tional quasi-public corporation to serve as the 
buyer of last resort in the event there is no pri
vate bid at a reasonable price over a certain pe
riod of time. This agency would play a role 
somewhat analogous to the secondary mortgage 
market agencies-FNMA, GNMA. Given the gen
eral tendency of land to appreciate in value, the 
risks such an agency would run in acquiring a 
land inventory would not be too great. 

It seems safe to predict that if such a Fed
eral program were created, the necessary State 
enabling legislation would not be forthcoming in 
many States at once. Probably one or two States 
would come through in the short run; this would 
be valuable, because it would provide a labora
tory for testing the idea. 

Obviously, the requirement that the devel
oped land be used for mixed-income housing will 
reduce the interest in the program by both local 
governments and private purchasers. Such a re
quirement, however, removes some of the State 
law obstacles to the use of the eminent domain 
power for this purpose. And there are undoubt
edly private purchasers who are willing to build 
mixed income developments if the units can be 
sold or rented profitably. More than a dozen pri
vate firms in Massachusetts have been building 

1252 



such projects with State financial assistance for 
the past 2 years, and the sales resistance does 
not appear to be any worse than in more con
ventional developments. The real obstacle is 
likely to be local government, particularly in 
those suburban communities that are presently 
resistant to housing for low income and moder
ate income people. 

It is possible to sweeten the package for 
local government by including in the Federal 
grant a sum which compensates the local gener
al-purpose government (and school district, if 
that is separate) for the gap between what the 
subsidized units will pay in local property taxes 
and what it in fact costs the general-purpose 
government (and school district) to service these 
subsidized residents. This can be approximated 
on a formula basis. To the extent that local com
munities face a growing body of court prece
dents precluding them from exclusionary zoning, 
such communities may, in some instances, de
cide that it is better to participate in the program 
than to let nature take its course. 
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11 Housing Allowances 


Implications of the Experience 
with the Shelter Component in 
Public Assistance for the Design 
of a National Housing Allowance 

By David M. Austin 
Professor of Social Work and 
Administrator, Center for Social Work 
Research, Graduate School of Social Work, 
University of Texas at Austin 

Summary 

The identification of a budget item for the 
cost of shelter as part of the basic public assist
ance standard in each State is part of the de
velopment of the Federal-State categorical as
sistance programs following the enactment of 
the Social Security Act in 1935. In principle, 
States first adopted policies that provided for the 
payment of the actual cost of rent to a maximum 
level established on either a statewide or district 
basis. Thus, the shelter component could have 
served as a form of housing allowance, similar 
to a "percent of rent paid" design for those low 
income households which were eligible under 
the categorical criteria established in the Social 
Security legislation. 

In reality, the functioning of the shelter com
ponent as a housing allowance has been se
verely constrained in the decades since 1935, 
through a number of features in the State public 
assistance programs that developed. Definitions 
of eligibility were narrowly specified to minimize 
the size of the potentially eligible set of house
holds. Administrative difficulties were created to 
discourage households from applying for assist
ance. Assistance standards, including those ap
plied to shelter, were allowed to lag behind ac
tual cost levels. Actual payment levels in many 
States, particularly in the AFDC program, were 
set at less than 100 percent of the official budg
etary standard, and other States established 
maximum payment levels, well below the require
ments of individual households as determined by 

the application of the State standard. States did 
not use any criteria of standard ness for housing 
occupied by welfare recipients. Systematic infor
mation on supplementary or "special allowance" 
benefits to meet unusual shelter related costs, 
such as moving costs, was not made available, 
and limited efforts were made to provide supple
mentary housing services, including housing in
formation in most jurisdictions. 

As a consequence of these constraints, and 
a variety of financial and political factors among 
the States, 50 different public assistance pro
grams now exist, with wide variations in terms of 
benefits, level of benefits, the level of the shelter 
component, and the relation of benefit levels to 
actual living costs in the State. States with the 
highest median family income generally have 
higher levels of benefits in proportion to the me
dian family income, more provision for special 
allowances, and more provision for housing serv
ices. States with the lowest level of benefits, lim
ited provision for special allowances, and no 
housing services, have the highest proportion of 
Federal reimbursement for public assistance ex
penditures. 

Within the AFDC program, additional varia
tions have developed as a result of Federal poli
cies since 1967 that apply to the disregard of 
earned income. The result is that families with 
an employed worker have a higher allowable 
standard of living than those households without 
the employed worker. 

The public assistance programs in New York 
City illustrate the complexity that can develop in 
dealing with the shelter component in urban 
areas with high rent costs, a shortage of housing 
units, and large welfare recipient population. Al
though benefit-level policies are high, and spe
cial allowance provisions and housing services 
are extensive, compared to other jurisdictions, 
welfare households occupy the oldest and the 
poorest housing in the City. Efforts to improve 
the condition of housing stock, by increasing the 
income flow to landlords, however, result in 
sharply increased costs in the public assistance 
budget, and therefore sharply increased cost to 
the city of New York. 

Since 1969, a number of States have 
changed from a "rent as incurred to a maxi
mum" policy to policies involving some type of 
"flat" shelter allowance on a statewide basis. In 
six States, the shelter component is incorporated 
in a single "flat" income payment to individual 
households which varies only by family size. The 
change to this policy has been part of a general 
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effort to simplify administration and reduce the 
degree of variation in assistance payments 
among individual households. One effect of the 
"flat" grant has been to reduce the income avail
able, to families with unusually high rental costs. 
There are no systematic data available, however, 
on the actual impacts on individual households 
of this change in policy. The change in policy is 
largely made for political and fiscal reasons, 
without systematic examination of the potential 
consequences for individual households. 

The relation between welfare recipient sta
tus and housing outcomes is primarily affected 
by the low level of assistance benefits and the 
highly skewed characteristics of the recipient 
population, particularly in the AFDC program. In 
addition there may be specific consequences for 
housing outcomes that are directly related to 
welfare status alone. Several explanations of this 
"welfare effect" are offered. One is the behavior 
of welfare households, including a high level of 
moves and the destructive behavior of children 
in single-parent households in which a mother is 
engaged in part-time or full-time employment. A 
second explanation is explicit discrimination 
against welfare recipients in addition to that dis
crimination that they may suffer because of other 
household characteristics. A third explanation is 
that higher rent charged by landlords, or re
duced services, are a rational response of land
lords to possibilities of lost income because of 
frequent moves and the potential damage of 
properties from destructive children. 

A frequent association has been found be
tween problems of housing abandonment and ex
istance of large numbers of welfare recipients as 
renters. It is clear that many other factors are in
volved, and there is no clearly established 
explanation as to whether the presence of wel
fare tenants is a major causative factor, or is 
only one of a number of indicators of a general 
process of housing abandonment in certain 
urban areas. 

Examination of the experience with the shel
ter component indicates that it has not served as 
the equivalent of a formal housing allowance, 
even for those households included under the 
categorical definitions of eligibility. It is also evi
dent, given the present characteristics of public 
assistance programs that the shelter component 
is not currently an adequate alternative to a na
tional housing allowance, although there is varia
tion in this regard among major categories. The 
new federally administered adult categories, es

tablished in January 1974, might be an alterna
tive to a housing allowance, given reasonably 
high levels of income support. Local programs of 
general assistance, now available to intact fami
lies in some areas, could not serve as an alter
native. It appears that the degree of change 
that would be required for the AFDC program, or 
some replacement, to serve as a housing allow
ance would be at least as far-reaching as the 
changes required in adopting a separate and 
universal housing allowance. 

The experience of the shelter component in 
public assistance has several implications for the 
design of a separate housing allowance. First, 
major attention would need to be given to the ef
fect of a housing allowance on present Federal
State relationships in a public assistance pro
gram. Second, the choice between "percent of 
rent paid" and "shelter gap" designs involves 
important administrative considerations as well 
as equity and cost considerations. Third, cate
gorical limitations and the treatment of earned 
income may create subcategories within the 
housing market leading to highly concentrated 
population groups with social characteristics that 
create new difficulties at the community level. 
Fourth, the level of benefits, and/or provisions 
for special allowance payments are critical fac
tors in achieving the objectives of an income pro
vision program. Fifth, the characteristics of the 
assistance benefit system can have marked im
pact on housing market conditions, including 
substantial negative effects if benefits levels are 
unrealistically low. 

Introduction 
This paper deals with three questions of im

portance in the design of a national housing al
lowance program. 

1. Has the experience with the shelter com
ponent in public assistance programs constituted 
an effective 1est of a national housing allowance? 

2. To what extent could the shelter compo
nent provisions in public assistance programs be 
used as an alternative to a national housing al
lowance? 

3. What are the implications of the experi
ence with the shelter component in public 
assistance for the design of a national housing 
allowance program? 
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Background 
Any examination of the experience of public 

assistance programs in the United States can be 
divided between the period prior to the enact
ment of Social Security legislation in 1935 and 
the period following. Prior to 1935, provision of 
financial assistance to those in need was primar
ily a local responsibility, with a few statewide 
programs for widows and the elderly having been 
established during the 1920's. Local programs in
cluded public "poor relief" based essentially on 
historic provisions of English poor law, and, in 
larger cities, "organized charity" provided by pri
vate philanthropic agencies. In both programs 
the amount of financial assistance provided to a 
particular household was tied to its specific 
household budget situation. To the extent that fi
nancial assistance was provided specifically to 
pay rent, such assistance could be considered to 
have been a form of housing allowance, just as 
other components of the assistance allowance 
could have been considered to 'be food allow
ance or a clothing allowance. 

However, the scope of these financial assist
ance programs and their impact on the housing 
market were limited in the following ways: 

1. Financial assistance was generally limited 
to those households that had no other significant 
source of income and had exhausted all savings 
or similar resources. 

2. Financial assistance was provided on a 
temporary basis with maximum pressure on the 
household to obtain income from other sources. 

3. The amount of financial assistance pro
vided for housing was at the minimum level 
needed to secure whatever shelter was available 
in the community. There were no explicit criteria 
used to determine the "adequacy" or standard
ness of housing as a condition for receiving as
sistance. 

4. It was specifically assumed that there 
would be no redistributional effect from any fin
ancial assistance provided and that any house
hold receiving assistance would be supported at 
a level below the standard of living available to 
a full-time worker at the lowest wage rate. 

5. Many small and medium sized cities, and 
rural areas, had no systematic program at all. • 

6. Assistance was often provided by 
voucher or in kind, rather than through cash al
lowances. 

In these poor relief and charity programs, 
decisions about the level of financial assistance 
required for particular households were made by 
staff personnel on a case-by-case basis. Al
though information may have been available 
about general rent levels in the area, the actual 
determination of the amount of a rental allow
ance was made by the staff person responsible 
for a particular "case." A single staff person was 
responsible for determining the level of assist
ance required for "basic needs," for securing 
funds for any unusual, or "special" needs, and 
for providing any "services" required in helping 
a family to find housing. 

Except in periods of high unemployment, fi
nancial assistance was primarily limited to per
sons who were unemployed because of physical 
handicaps, age, or responsibility for the care of 
several young children. The specific objectives 
of these welfare programs were to relieve desti
tution while maintaining pressure on households 
to be self-supporting through employment. 

The Shelter Component in State-Federal 
Categorical Assistance Programs 

In the Social Security Act of 1935, provi
sions were made for Federal support for State
administered (or State-supervised and locally ad
ministered) public assistance programs for 
persons over 65 [Title I (OAA)] and for widows 
with young children [Title IV A (AFDC)]. Later 
provisions were added covering the blind [Title 
X (AS)] and the totally and permanently disabled 
[Title XIV (APTD)]. Under these provisions the 
prior system for financial assistance was 
changed in the following ways: 

1. Financial and administrative responsibility 
for such programs was assigned to publicly con
trolled, tax supported agencies, with the key 
agency being the State public welfare depart
ment. 

2. The coverage of financial assistance pro
grams was broadened through the extension of 
assistance programs to areas which had pre
viously had no program and through the estab
lishment of statewide eligibility criteria. 

3. Categorical distinctions between house
holds defined as being outside the labor market 
and households that were defined as including 
participants in the labor force were systematized 
and made nationwide. Federal financial reim
bursement was restricted to programs covering 
persons defined as outside the labor market. 
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Other households requiring financial help were 
required to rely on State and local "general as
sistance" programs where they existed. The status 
of the ADC program (later the AFDC program) 
as covering a categorical group primarily outside 
the labor market was never as explicit as that of 
the other programs for the elderly, the blind, and 
the disabled. Federal legislation in the late 
1960's and ellrly 1970's effectively divided AFDC 
recipients into three subcategories: "unemploya
ble," "potentially employable," and "employed," 
with different regulations applying to each group. 

4. Statewide budgetary standards were es
tablished in conformance with a basic Federal 
requirement that all public assistance policies be 
consistent throughout a single State.1 These 
budgetary standards included a definition of 
"basic needs," together with guidelines for de
termining the amount of financial assistance for 
each basic need item to be provided a house
hold depending on the number and age of 
household members. Inclusion of shelter costs 
as a basic need was made in all State program 
plans. 

5. Public assistance benefits for basic needs 
were provided through regular cash payments. 

These Federal-State categorical assistance 
programs assumed that the household had little 
or no income from any other source. The assist
ance agency therefore determined the "budget
ary needs" of the household, including shelter 
costs, subtracted the full value of any other 
available income from whatever source, and pro
vided financial assistance to meet the "house
hold budget deficit." This variable income provi
sion procedure took into account "rent as 
incurred" in determining the basic budgetary 
need of an individual household. 

In addition to financial assistance to meet 
the cost of basic needs, including the cost of 
shelter, State plans made varying provision for 
meeting the costs of "special needs," including 
such shelter-related items as moving costs, rent 
deposits, storage fees, utility deposits, etc. These 
special needs allowances originally were not 
reimbursable by the Federal Government. (Some 
special allowances are now reimbursable as 
"Emergency Assistance," limited to one 30-day 

1 The first Federal regulation that required States to establ ish 
formal Budget Standards came In 1947. See Florian Du
Mornay. " A Brief Review of Current State Practices in Es
tablishin~ Budgets for Welfare Recipients." The Urban In
stitute , Washington, D. C., Working Paper: 963-10, Mar. 1, 
1973. 

period each 12 months in anyone case. Twenty
three States, in 1972, were making some use of 
this provision.) Included in the responsibilities of 
the public welfare social worker was the respon
sibility for providing those housing "services" 
which a household might require in addition to 
cash assistance to find housing or to stay in the 
unit presently occupied. 

The inclusion of "rent as incurred" in deter
mining the household need budget, together with 
provisions for special need allowances covering 
certain shelter-related costs, and the provision of 
"housing services" by the public welfare social 
worker constituted, in principle, a potential type 
of housing allowance program. It allowed varia
tions among households according to the rental 
market conditions actually faced by those house
holds. It also permitted case-by-case adjust
ments to individual rent increases over time. In 
principle, it resembled the housing allowance de
sign which has been identified as "percent of 
rent paid." However, the actual operation of Fed
eral-State categorical assistance programs since 
the 1930's has been such that the potential of 
these programs serving as an alternative to a 
separate housing allowance program has never 
been realized. 

Constraints on the Development of the 
Shelter Component as a Housing Assistance 
Program 

Although Federal-State public assistance 
programs could have included many of the fea
tures that are now proposed in a national hous
ing allowance program-at least for major seg
ments of the low income population-such an 
outcome was never achieved. While Federal reg
ulations were applied to the administrative struc
ture of the assistance programs as carried out 
by the States and to the eligibility procedures, 
there were no Federal regulations which dealt 
with the actual level of financial payments to be 
provided by the States. The pattern of benefits . 
that did develop, therefore, was determined by 
State and local decisions, although Federal reim
bursement policies did set fixed payment levels 
above which there would be no Federal reim
bursement. It continued to be assumed that 
households dependent upon public assistance 
should not receive support to maintain a stand
ard of living above that available to a household 
with a fully employed worker at the lowest local 
wage rate. 

In addition to the financial constraints that 
were applied to Federal-State public assistance 
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programs, there were a number of other con
straints: 

1. Definitions of categorical elig ibility were 
narrowly defined and efforts were made to mini
mize the size of the potentially eligible set of 
households. This included the use of State 
standards of "family suitability" as a device to 
exclude substantial numbers of single-parent 
households from eligibility for AFDC. 

2. Complicated administrative procedures, 
limited accessibility of service offices, and the 
behavior of staff personnel were also used to 
discourage potentially eligible households from 
applying for assistance benefits. 

3. Assistance standards, including the rent 
maximums established under a "rent as in
curred " policy, were allowed to lag behind in
creases in actual cost levels in most States. Ad
justments in the formal statewide budgetary 
standards were infrequent. 

4. Payment levels in individual States, par
ticularly in the AFDC program, were often set at 
less than 100 percent of the budgetary standard. 
In most instances, but not all, this "ratable re
duction" was applied to the shelter component 
as well as to other budgetary components of the 
assistance payment. 

5. Some States established an absolute 
maximum on the level of the assistance payment 
that could be made to any household regardless 
of the level of budgetary need, including rent 
costs that had been documented. 

6. States did not establish any criteria of 
"standard ness" for use in determining the ade
quacy. of housing occupied by recipient house
holds. Where regulations existed requiring that 
violations of local housing code requirements be 
brought to the attention of local officials by pub
lic welfare workers, these regulations were 
largely ignored in day-to-day operations. 

7. Systematic information on regulations 
dealing with special needs allowances was not 
made available to recipients. The provision of 
such allowances was defined as primarily within 
the discretionary judgment of the public welfare 
worker and/or supervisor. Access to State man
uals and other sources of information on special 
allowances was denied to recipients. In many 
States there were no detailed statewide policies 
for the provision of special needs allowances. 

8. No systematic effort was made in public 
assistance programs to provide specialized 

housing services, either through inservice train
ing of public welfare personnel or through the 
development of specialized staff units, except in 
a few cities with very stringent housing short
ages. 

The Shelter Component in AFDC 

Although these constraints have been gen
eral to all of the Federal-State categorical pro
grams, they have been most severe in the AFDC 
program. Benefit levels have been set at a some
what higher level for Old Age Assistance recipi
ents, or have been cut less rigorously when 
State budgets were inadequate. A similar situa
tion has existed for AB and APTD. Many OAA re
cipients have occupied their own fully paid 
homes, and shelter costs have been a less 
pressing issue in this program, in comparison to 
medical care costs, particularly before the enact
ment of Medicare and Medicaid provisions. The 
balance of this paper deals with the shelter com
ponent only in the AFDC program , in part be
cause there has been more concern with the 
problems of housing under this program, and 
more information developed, and, in part, be
cause the public assistance program as it ap
plies to elderly, blind, and disabled citizens will 
be substantially changed in 1974 as a conse
quence of the passage of H.R.I. in 1972. More
over, the AFDC program deals with those house
holds that face the most difficulties in obtaining 
housing and raise the most serious policy prob
lems in any housing subsidy program. 

The pattern of Federal-State programs that 
emerged between the mid-1930's and the end of 
the 1960's varied widely among the States. Al
though recommendations by Federal staff consul
tants were one factor in efforts to improve the 
level of assistance benefits in many States,the 
actual characteristics of the public assistance 
program, including the level of benefits provided, 
were primarily a consequence of political and 
budgetary processes at the State level. I nforma
tion on actual market costs of essential house
hold items were a minor factor in determining 
the actual level of benefits in any State. Raising 
the quality of living for assistance recipients 
above a basic subsistence level was never a 
specific objective of the operational policies ac
tually established at State or local levels. Direct 
reduction of inequality among households in a 
given State through substantial income redistri
bution using public assistance payments was not 
an objective of these programs. 

1261 



Table 1. Comparison of Benefit Levels, Family of Four, in AFDC-States with Variable Income 
Provision Policies 

AFDC 
BLS Lower AFDC Payment 

Level Payment Median Level 
Annualized Consumption Level Family as % of 

Rate Annualized Budget, in as % of BLS Income, Median 
State Payment Major City 2 Consumption State Family 

State, Standard 1 Level 1 (1971 ) Budget 1970 3 Income 

Louisiana $2448 $1368 $5425 25.2% $7530 18.1% 
(56% of standard) (Baton Rouge) 

Missouri $3756 $1560 $5855 26.6% $8914 17.5% 
($130 a month (St. Louis) 

payment maximum) 
Illinois $3276 $3276 $6106 53.6% $10,959 29.8% 

(100% of standard) (Chicago) 
Pennsylvania $361? $3612 $5825 62% $9558 37.6% 

(100% of standard) (Philadelphia) 

SOURCES: 
1 Assistance Payments Administration, SRS, HEW, internal document, "State's Methods lor Determination 01 Amount lor an AFDC 

Family Size 01 Four," dated 1172, corrected to 2/31172 and Questionnaire on Public Assistance Shelter Policies, Joint 
Center lor Urban Studies-MIT Harvard, March 1973. 

2 U.S. Department 01 Labor, Office 01 Inlormation, April 27, 1972, Table I. 
3 Statistical Abstract 01 the United States, 1972, Table 532, p. 326. 

Some illustrations of the variation among 
the States in the AFDC assistance payment pro
visions which developed among the States are 
shown in Table 1. (The figures in Table 1 and 
following tables are based on information avail
able in early 1973. Both standards and payment 
levels as reported may be changed by State ac
tion at any time.) 

Table 1 includes four States, all of which use 
a variable income provision policy, including a 
"rent-as-incurred" shelter component. As of 
1973, approximately two-thirds of the States 
were using this type of benefit policy. The annu
alized State standards, based on figures reported 
by the States to HEW include a figure for the 
shelter component. In most States, including illi
nois and Pennsylvania, this amount is the maxi
mum rent payment allowed in the largest city in 
the State. In States such as Louisiana and Mis
souri without a formal schedule of rent maxi
mums, the shelter component in the State stand
ard is an assu[l1ea amount representing a typical 
or average shelter item. The actual budget 
standard for specific households with rent costs 
below the maximum shelter allowance level 
would be lower than the figure in this table. The 
standard would also be lower for those districts 
within a State in which the maximum rent ceiling 
was set at a level lower than that for the largest 
city. The "need budget" for an individual house
hold is determined by subtracting all other 
sources of income, including a net income after 

disregard for earned income, from the budget 
standard that would apply to the particular 
household, including variations for family size, 
age of children, and level of rent actually being 
paid. 

As this table indicates, the actual level of 
payments to households may be set either at or 
below the standard. In the instance of Louisiana, 
the actual payment level in 1973 is set at 66 per
cent of the household budget deficit, while in 
Missouri an absolute maximum of $130 is set for 
a family of four regardless of the level of house
hold budget deficit that has been determined. Il
linois and Pennsylvania, on the other hand, have 
a payment level of "100 percent of standard," 
and households receive the actual amount of the 
household budget deficit. 

These four States represent, generally, the 
extremes in benefits levels available under AFDC 
programs. Mississippi has a lower level of AFDC 
payments with an annualized maximum payment 
level-regardless of the number of children in 
the household-of $1 ,296. Connecticut and New 
Jersey, using a "flat grant" payment policy (see 
discussion below) have annualized payment lev
els of $3,720 and $3,888, respectively. 

Table 2 sets forth the provisions of the shel
ter component policies in the AFDC program in 
the four states included in Table 1. Table 3 
shows the actual benefits available under these 
policies, including the shelter component in the 
basic monthly grant as well as the provisions for 
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shelter-related special allowance payments and 
provisions for specialized housing services. 

Table 2. Shelter Component Policies 

Louisiana 

Policy: "The actual monthly cost .of shelter shall 
be allowed. No maximum figure is provided but 
the shelter allowance as described in C (renting) 
shall not exceed the cost of comparable and 
available shelter in the community. The allow
ance shall provide for a family's reasonable shel
ter needs which are compatible with minimum 
standards of healthful living and comparable to 
family and community standards." 
Shelter Standard: An assumed figure of $50 a 
month for shelter costs is included in the $204 
"State standard" for a family of four as reported 
to HEW. 
Payment Level: Actual grant payment is set at 56 
percent of the need budget as determined for 
the individual household. 
Provision for Exceptions: Provisions for excep
tions to rent maximums do not apply. 

Missouri 

Policy: Rent is included in the household need 
budget on an "as paid" basis without either re
gional or statewide maximums. 
Shelter Standard: An assumed value of $40 a 
month is included in the "State standard" of 
$333 for a family of four as reported to HEW. 
Payment Level: Maximum payment to any house
hold of four without other income is $130 a 
month. Earned income is disregarded up to the 
amount of the difference between $130 and the 
"need budget" established for a particular 
household using the State standard. 
Provision for Exceptions: Provision for excep
tions to rent maximums do not apply. 

Illinois 

Policy: Rent is included in the determination of a 
household need budget on an "as paid to a max
imum" basis. 
Shelter Standard: There ' is a statewide maximum 
of $97 a month for an unheated apartment for a 
family of four. 
Grant Level: Actual grant payments are based 
on 100 percent of the need budget established 
for individual households, including actual rent 
to the maximum. 

Provisions tor Exceptions: Exceptions to the 
statewide maximum for rent can be made by the 
central State office. 

Pennsylvania 
Policy: Rent is included in the determination of 
the household budget on an "as paid to a maxi
mum" basis with variations by district within the 
State. 
Shelter Standard: The maximum rent level al
lowed in the administrative district including the 
largest city in the State is $74 a month for a 
family of four for an unheated apartment. In the 
administrative district with the highest maximum 
the ceiling is $86. 
Payment Level: Actual grant payments are based 
on 100 percent of the need budget for individual 
households, including actual rent to the maxi
mum. 
Provisions for Exceptions: There is no provision 
for exceptions to the rent ceilings established for 
a particular district. 

SOURCE: Questionnaire on Public Assistance Shelter Policies, 
Joint Center for Urban Studies of the Massachusetts Institute 
of Technology and Harvard University, Cambridge, Mass., 
March 1973. 

Tables 2 and 3 illustrate the variations in 
shelter component policies and shelter compo
nent payment procedures that have developed 
among different States. There are obvious differ
ences in the actual level of payments and in 
their relation to median rent levels, taken as one 
indicator of housing cost. An important issue is 
that all four States impose some form of con
straint on the absolute level of financial assist
ance which they provide towards rental costs for 
a public assistance household. Louisiana and 
Missouri determine the household need budget 
on the basis of the full cost of rent "as paid" 
and then constrain the actual level of the pay
ment through the application of a "ratable reduc
tion" (Louisiana) or a payment maximum (Mis
souri) . Illinois and Pennsylvania pay 100 percent 
of the individual household need budget, but 
they establish rent maximums that must be taken 
into consideration in determining the need 
budget. Illinois has a provision for approving ex
ceptions to the rent maximum, but this decision 
must be made at the State level. All 50 of the 
States use at least one of the procedures illus
trated by these four States to limit the actual 
amount of rental assistance to be provided to a 
particular household. 

When the figure for the shelter component 
in the "State standard" is reduced on a prorata 
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Table 3. Comparison of Shelter Component Provisions, Family of 4, in AFDC-States with 
Variable Income Provision Policies 

Median 
Shelter Contract Prorated Types of 

Shelter Standard Rent Shelter Shelter-
State Standard 1 3 Prorated Largest City 2 Standard Related Housing Services 3 

Missouri (prorated portion (SI. Louis) 

of $130) 


Illinois $97a $97 $110 88.2% Eight b Yes 30 
(Chicago) 

Pennsylvania $74a $74 $77 96.1% Three b Yes 
(Philadelphia) 

SOURCES : 
1 Assistance Payments Administration Document, dated 1/72, corrected to 3/31172 . "State's Methods for Determination of 

Amount for an AFDC Fami Iy Size of Four." 
2 General Housing Characteristics United States Census Summary 1970, Table 17-Contract rent with all plumbing facilities: 

specified renter occupied. 
3 Questionnaire on Public Assistance Shelter Policies, Joint Center for Urban Studies-MIT, Harvard, 1973 . 
• In 	Louisiana and Missouri this Figure is an "assumed amount" included in "State standard" as reported to HEW. In Illinois 

and Pennsylvania this is the maximum in district with largest city. 
b 	Louisiana-Home repairs, home repairs under Title 1119. Illinois-Moving costs, storage, rent arrearages, utility arrearages, 

accumulated rent and utility arrearages at time of application, security deposit, hotel housing in evictions, home repairs. 
Pennsylvania-Moving costs ; storage, home repairs. 

basis in the case of Louisiana and Missouri, in 
proportion to the "ratable reduction" or "maxi
mum payment" restrictions, the gap between the 
shelter component and the median rent level in 
urban areas is striking. However, the State poli
cies do not make a specific assumption under 
these conditions that the household actually re
duces each item of expenditure on a propor
tional basis. That is, there is no consistent or 
fixed relation between the theoretical amount in
cluded in the public assistance payment for shel
ter costs and the amount of rent that an individ
ual household may actually be paying. There are 
additional variations both among and within 
States in the shelter component, depending upon 
the size of the household and whether or not 
heat is included in the rental payment. Moreover, 
States have separate shelter schedules for 
households that are not sharing housing accom
modations with one or more persons who are 
not included in the public assistance grant. 

Variations among States are also evident in 
the provisions for "shelter-related" special needs 
allowances and the provision for housing serv
ices. The most frequent form of speCial allow
ance provision is for housing repairs. 'Illinois is 
the only one of these States that makes rela
tively complete provision for payments for a vari
ety of special costs related to shelter consump
tion. Three of the States report that housing 
services are specifically identified within their 
"State plan" as one of a series of social serv
ices. However, only Illinois reports a significant 
number of housing specialists, with 30 persons 

at State and local levels. Pennsylvania and Mis
souri report that such services are provided by 
the public welfare social service generalist, who 
is also responsible for providing a wide variety 
of other types of social services. 

The inclusion of rent in the need budget on 
an "as incurred" basis is, in theory, a limited 
form of "earmarking." However, the application 
of ratable repuction and payment maximums, as 
well as the application of rent maximums which 
are below median rental levels, particularly in 
large cities, means that this form of earmarking 
is essentially meaningless in encouraging higher 
household expenditures for housing, since most, 
if not all, recipient families-at least in urban 
areas-will have no choice in paying as much or 
more in rent payments as the amount identified 
in the actual grant as being applicable to shelter 
costs. 

Treatment of Earned Income 2 

The first three tables deal with the policies 
applied to the household without other sources 
of income or in which 100 percent of income is 
applied against the amount of the assistance 
grant that would otherwise be available to the 

'For a fuller discussion of the treatment of earned Income In 
public assistance programs, see, "Integrating Housing Allow
ances With the AFDC Program : Issues of Income Definition 
and the Implicit Tax Rates." Interim Report, Analysis of 
Selected Census and Welfare Data to Determine Relation of 
Household Characteristics, Housing Characteristics, and Ad
ministrating Welfare Policies to a Direct Housing Allowance, 
Joint Center for Urban Studies, M.I.T.-Harvard, Jan . 31, 
1973. 

~-.....-~~~------..--.~ ... , 
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Table 4. Comparison of Effects of Income Disregards ona Monthly Household /Net Income
Family of 4, in AFDC-Net Earned Income $100 a Month 

Income 
Applied as 

State Offset to Net 
State Payment Assistance Assistance 

State Standard Level Allowance Payment 
Louisiana $204 $114 $100 $14 
Missouri $313 $130 Ob $130 
Illinois $273 $273 $100 $173 
Pennsylvania $301 $301 $100 $201 

_. Source: "Annualized Standard Payments and Payment Methods for an AFDC 
Payments Administration, Assistance Standards Branch, July 1972. 

Percent 
Disre- Household Increase Increase 

garded Net from from 
Earnings Income Earnings Earnings 

$60 $194 $60 70% 
$160 $310 $160 136% 
$60 $353 $60 29% 
$60 $361 $60 27% 

Family of Four as of 7172," Document, Assistance 

~~t~~~s earnings are $180 a month. $30 and one-third of the remainder ($50) are disregarded under federal policy. Work-related 
expense allowances are omitted from consideration in this table. . $ 13 

b In Missouri net earnings would be applied to reduce the grant only after earnings and assistance payment exceeded 3 . 

household. The exception to this is Missouri, 
which allows retention of all earned income up 
to the amount of the gap between the State max
imum and the level of the "need budget" for a 
particular household. 

However, the 1967 Social Security amend
ments introduced a major change in policies 
dealing with earned income in an effort to estab
lish a financial incentive for AFDC adult recipi
ents to seek employment. Based on the 1967 
amendments, an adult in an AFDC household 
may deduct from earnings specified amounts for 
work-related expenses plus $30 a month and 
one-third of any remaining amount of above $30. 
The application of the "$30 and one-third rule" 
essentially established a dual set of income poli
cies within the AFDC program, with a higher 
level of household income allowed for house
holds in which there is an employed adult than 
for households in which there is not. 

Table 4 illustrates, in the four States, the ef
fect of the income-disregard policies. These pro
visions for the income disregard are unrelated to 
the process of determining the components of 
family "need budget" and, therefore, there is no 
assumption made about the allocation of the r~
tained earnings to specific budgetary items. ThiS 
further confuses the issue involving the basis of 
the shelter component within the family need 
budget and the amount which it is assumed a re
cipient household may, in fact, be spending on 
rental payments. In a study in 1971, 17 percent 
of AFDC households nationwide reported earn
ings with variations among the States from a 
high of 29 percent to a low of about 10 percent. 3 

3 "Findings of the 1971 AFDC Study: Part 2. Financial Charac
teristics," DHEW Publication No. (SRS) 72-03756. 

New York City Experience 
The shelter component policies of the De

partment of Social Services of New York City 
are among the most elaborate and co~p~ehen
sive in the United States. Moreover, this IS the 
only public assistance administrative unit in 
which there have been systematic studies of the 
administrative experience with the shelter com
ponent policies and their effect on th~ lo.cal 
housing market. Because the New York City Situ
ation represents an extreme situation both in the 
characteristics of the policies and in the nature 
of local housing market conditions, the findings 
that have been reported in local studies are 
summarized here. (A more extended summary of 
a number of studies dealing with welfare and 
housing in New York City is being prepared as a 
separate document by the Joint Center for Urban 
Studies.) 

The State of New York instituted a "flat 
grant" for all basic need components in the 
AFDC budget, except shelter, in 1969. Shelter re
mained on an "as incurred to a maximum," with 
each administrative district establishing rent ceil
ings for households of different sizes, subject to 
State approval. New York City is one of the ad
ministrative districts. In New York, local govern
ment pays part of the costs of the AFDC pro
gram from local tax sources and is, therefore, 
directly affected by the cost effects of public as
sistance payment policies. In the instance of 
New York City, 25 percent of the 1971 AFDC as
sistance payments came from the city budg~t. 
The Department of Social Services is the adml~
istrative agency responsible under State supervI
sion for assistance payments and social services 
in all of the Federal categorical programs, plus 
Home Relief and Veterans Assistance. 
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The New York City policies explicitly pro
vide for administrative approval of exceptions to 
the general schedule of rent maximums. Three 
different levels of approval are provided for; 

. through this process for appeals, it is possible to 
attain approval for any level of actual rent which 
a household must pay in order to obtain housing. 
In 1971, some 20 percent of all of the rents ap
proved by DSS for inclusion in a household need 
budget were above the administrative ceiling, for 
a family of four which was set at $125 in 1972 
for an apartment with heat and hot water. DSS 
also makes extensive provisions for special al
lowance payments. A 1972 study by the New 
York City Rand Institute, "Welfare Housing in 
New York City," 4 lists 16 different types of shel
ter-related special allowance payments under 
four major headings: Moving-Related Expenses, 
Payments to Assure Continuation of Services, 
Disaster Payments, and Housing Maintenance 
Payments. DSS provides specialized housing 
services with 135 housing specialists in the 42 
local service centers and a citywide central ad
ministrative unit of 35 persons. 

DSS is heavily involved in the rental housing 
market in ' New York City. Some 1,300,000 per
sons in New York City-or one in every six per
sons in the entire population-were receiving 
some type of public assistance in early 1972; 5 

63.3 percent of all welfare households received 
assistance through the family assistance pro
grams (AFDC, AFDC-UP and Home Relief). The 
total public assistance caseload increased 486 
percent from 1961 to 1971. In 1971, payments to 
welfare recipients towards basic rental costs 
were $350.5 million out of the total of $408 
million in rental expenditures by assistance 
households." Within the DSS amount, expendi
tures for private rental housing were $311.5 mil
lion. The shelter expenditures also included 
$29.9 million for special need allowance pay
ments. The total shelter allowances therefore 
were over $380 million-just over one-third of 
the total expenditures of $1.1 billion in 1971 for 
assistance payments. Of this total, New York City 
provided $284 million, or 25 percent. 

Although the New York City policies provide 
substantial flexibility in both rental levels and 
special allowances, rent control provided a sub

• Ira S. Lowry, Judith Gueron, and Karen Eisenstadt, "Welfare 
Housing in New York City," New York City Rand Institute and 
Department of Social Services, City of New York, Oct. 1972. 

'	 George S. Sternlieb and Bernard P. Indik, The Ecology of Wel
fare: Housing and the Welfare Crisis in New York City, New 
Brunswick, N. J.: Transaction Books, 1973. Chapter 1, " Some 
Parameters of Welfare ." 

• Lowry, et aI., op. cit., Chapter IV, "Housing Assistance Costs 
1969-1971 " 

stantial constraint on the actual level of benefits 
to particular households until the early 1970's. 
As a result of rent control, the actual rent allow
ances included in the majority of public assist
ance grants were below the administrative ceil
ing, with 71 percent of the basic shelter 
allowances at $15 or more below the administra
tive ceiling in 1971. 

A series of studies during the last half of 
the 1960's documented in detail the failure of 
public assistance families to obtain adequate 
housing in New York City. A 1966 study reported 
that one-third of the buildings in which welfare 
families lived had rats and hallway garbage. 7 

George Sternlieb, using 1968 information, re
ported that "Regardless of the several inputs in 
the mix, · there is no question of the concentra
tion of welfare tenantry in the oldest and poorest 
housing." 8 He also reported that "basic levels 
of rent paid by welfare recipients buy relatively 
little in the way of housing amenities." A study 
carried out for the NYC Bureau of the Budget, 
also using 1968 information, reported that 50 
percent of all the units occupied by welfare 
households were classified as "unsound." 9 

Overcrowding is also extensive among pub
lic welfare households. The 1972 study by the 
New York City Rand Institute reported that-on 
the basis of a standard of one-person-per-room 
up to four persons, and one additional room for 
every two persons above that-over 50 percent 
of the welfare households of eight persons or 
more were overcrowded. 1o However, small wel
fare households-up to three persons-were un
dercrowded, as was true among all renters in 
New York City. 

Although welfare households were reported 
as highly concentrated in substandard units 
throughout the 1960's, there was a marked shift 
in their location during the last half of the dec
ade. In 1965, four out of five of the New York 
City Community Corporation Areas (target areas 
of the OEO antipoverty program) with the highest 
rates of welfare dependency were in Brooklyn,u 

7 Lawrence Podell, "Families on Welfare in New York City," Cen
ter 	 for the Study of Urban Problems, Graduate Division, 
Bernard M. Baruch College, The City University of New York, 
1969. 

8 George S. Sternlieb, "The Urban Housing Dilemma: The Dy
namics of New York City's Rent Controlled Housing," Housing 
and Development Administration, The City of New York, April, 
1970. 

o Joan Ransohoff and Carol L. Ganz. "The Housing of Welfare 
Recipients: Opportunities for Improvements," New York City, 
Bureau of the Budget, 1969-1970 (unpublished). 

lO Lowry, et aI., op . cit., Chapter V, "Is Welfare Housing Adequate?" 
11 	Abraham C Burstein, "New York City Community Corporation 

Area," Human Resources Administration, City· of New York, 
Mar. 1972. 
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By 1970, four of the five areas with the highest 
rates of welfare dependency were in the Bronx. 
The available data do not indicate whether this 
represents a movement of the same families, or 
a higher than average increase in new recipient 
households in the Bronx in comparison to other 
areas. In 1971, however, there were 22 moves for 
every 100 assistance cases, and 26 per 100 in 
the AFDC program. 1 2 

New York City has also been marked by in
tensive efforts to devise housing policies that 
would both protect and improve the existing hous
ing stock and improve the housing conditions of 
low income families, including public assistance 
households. Among the alternatives have been 
several proposals for the use of shelter pay
ments in public assistance to create incentives 
for the improvement of the housing stock 13 and 
a proposal to complement the shelter provisions 
welfare eligibility level.14 None of these propos
als was adopted. The proposals to use the shel
ter component as a source of long term incen
tives to improve the quality of particular 
buildings were found to be unfeasible because 
the degree of concentration and stability of wel
fare households in single buildings, and even in 
particular neighborhoods, was not as high as 
had originally been assumed. The proposal for a 
New York City housing allowance was not imple
mented, at 1i3ast in part because of the additional 
costs to the city budget at a time of budget 
stringency. 

Action was taken, however, on other recom
mendations from these studies which called for 
changes in the rent control in order to provide 
more income to owners of older rental units. The 
New York City Council established the Minimum 
Base Rent (MBR) rent control program, which 
provided for a controlled, but steady increase in 
rent levels. Simultaneously, the State legislature 
took action to remove rent control restrictions 
totally from units where there was a change in 
tenancy. Although the effects of these changes 
in rent control were delayed by Federal rent 
controls under Phase II, both the city MBR pro
gram and the State "de-control" policies are 
now resulting in rent increases in a number of 
units. 

12 Lowry, et aI., op. cit., Table 6.8, "Mobility of Public Assistance 
Recipients and DSS.Supported Moves by Assistance Category," 
1971, p. 88. 

II Ransohoff and Ganz, op. cit. 
14 Ira S. lowry, editor, " Rental Housing In New York City, Volume 

I, Confronting the Crisis," The New York City Rand Institute, 
Feb. 1970. 

Since these changes in rent control, in ef
fect, began to remove the constraints that had 
existed on the actual level of shelter allowances 
for assistance households, the Department of So
cial Services was faced with the prospect of a 
rapidly increasing level of shelter allowances. 
Since DSS is, in fact, the largest single rent 
payer in New York City, any substantial increase 
in the amount of income made available to own
ers of older units through the relaxing of rent 
controls would come through the DSS budget. 
The New York City Rand Institute 1972 study 15 

was carried out in order to anticipate the possi
ble consequences and to analyze the policy al
ternatives. The two basic alternatives dealt with 
in the study for establishing some constraint on 
the potential level of shelter allowance costs 
were establishment of firm rather than flexible 
administrative ceilings, or the establishment of a 
"flat grant" shelter provision. In both proposals 
the critical factor was the dollar level to be 
used. The study reported that the policy that 
would be most effective in reducing administra
tive complexity and improving the housing stock
that is, a "flat grant" at a relatively high level
would also be the most expensive. The study 
strongly recommended that although some type 
of constraint on the level of basic shelter allow
ances should be established, the provisions for 
shelter-related special allowances should be re
tained. The report argued that in the complex 
New York City housing market, a substantial de
gree of flexibility is essential in dealing with indi
vidual case situations. 

The city administration presently has under 
consideration recommendations from this study. 
In the meantime, further action has been taken 
by the New York City Council on rent control 
policies which may have a further impact on the 
level of shelter allowances and on the level of 
costs to the public assistance budget. 

There is general agreement among all of the 
studies on welfare and low inc'ome housing in 
New York City that additional funds on a large 
scale are required for the preservation and im
provement of the existing housing stock. There is 
no agreement yet as to whether these funds 
should come from private lending institutions, 
from increased rent payments by households at 
all income levels, from State and Federal hous
ing subsidies, or from increased public assist
ance expenditures, of which 25 percent are di
rect costs to the city budget. 

"lowry, et aI., op. cit., Part 3; "Alternatives to Present Policies ." 
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The "Flat G(ant" 

As described above, the shelter component 
under a variable income provision policy using 
"rent as incurred" and using the household 
budget deficit as the basis for determining the 
assistance payment is, in general principle, a 
form of direct housing assistance, or housing al
lowance. As has been described above, however, 
the shelter component policies have varied 
widely among the States and in every instance 
have been subject to some type of cost con
straint set below the level of the full cost of 
standard housing in the open market. The use of 
ratable reductions, maximum payment policies, 
or the establishment of maximum allowable rent 
ceilings have the effect of "flattening" or restrict
ing the rental levels actually provided for in a 
public assistance grant. In New York City, until 
very recently, rent control-rather than public 
assistance policies-provided the constraint. The 
effect of such limitations, which are more severe 
in some States and localities than in others, has 
been to limit the access of households receiving 
assistance payments to a particular segment of 
available housing in a particular urban area even 
if these households actually spend more for rent 
than is recognized in the assistance budget. The 
most severe impact of such limitations has been 
on those households facing the highest housing 
costs among all low income families, particularly 
large families from ethnic minority backgrounds 
in urban housing markets with low vacancy 
rates. These same limitations also restrict access 
of welfare households to rental housing in mod
erate to high rent suburban housing markets, in
cluding families who may have been residents in 
such areas prior to application for assistance. 
On the other hand, under variable income poli
cies with "rent as incurred," households with 
relatively low shelter costs-such as families 
with modest, fully paid for, owner-occupied 

. homes-had their actual level of cash assistance 
reduced in proportion to their lower shelter 
costs. 

To varying degrees in those States with pro
visions for shelter-related special allowances, 
households facing unusual shelter costs could 
be assisted on a case-by-case basis by making 
maximum use of these provisions even if the 
basic shelter allowance was low. In most situa
tions, however, the use of such special allow
ance payments has been highly erratic depend
ing upon the amount of information made 
available to the recipient, the information ac
tually available to the public assistance worker, 

and on the attitudes of the public welfare worker 
or of the local office administrator toward a par
ticular welfare household. 

In the late 1960's, a number of factors led a 
number of States to the consideration of alterna
tive payment policies for public assistance pro
grams, particularly for the AFDC program. In the 
late 1960's, a number of changes were taking 
place in public assistance, particularly in the 
AFDC program. These changes were a result of 
both Federal actions and of events at local lev
els. There was a sharp increase in the number of 
AFDC cases, particularly in large cities. Accom
panying this increase was the increase in costs, 
and in the administrative problems resulting from 
efforts to carry out procedures requiring deci
sionmaking on the level of the individual assist
ance grant on a case-by-case basis in the face 
of growing caseloads and shortages of experi
enced staff personnel. In a number of cities, 
there was also a sharp increase in administrative 
and fiscal difficulties as organized groups of wel
fare recipients demanded special needs allow
ances for all recipient households for such items 
as seasonal clothing and household furnishings. 

At both State and Federal levels, there were 
efforts to simplify administrative procedures and 
to gain fiscal control over expenditures. Two 
changes were initiated from the Federal level. 
One was separation-that is, the separation of 
the staff functions and routine administrative 
tasks associated with assistance payments from 
the technical or professional functions associ
ated with the provision of social services, re
sponsibilities which had previously been handled 
by a single public assistance worker. HEW re
quirements for State implementation of separation 
were announced in 1969, and the final date for 
implementation was set at January 1, 1973. 

A second change was the use of a simpli
fied declaration form in filing an original applica
tion for assistance and in periodic eligibility re
determinations. The simplified declaration uses a 
limited amount of information provided only by 
the recipient in determining eligibility. Its use 
eliminated many of the prior procedures involv
ing investigation of other sources of information 
to verify recipient statements. Although Federal 
regulations called for the use of the simplified 
declaration, many States still retain elaborate 
procedures for verifying eligibility information, in
cluding home visits. 

A third development, which was not the re
sult of Federal regulations, was a move to sim
plify the determination of the amount of the 
assistance grant for individual households. The 
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objectives in making this change were to reduce 
the amount of administrative work and the num
ber of administrative errors by simplifying the 
process of determining the grant for particular 
households, to establish a firmer framework 
for estimating probable expenditures for State 
budget planning, and to eliminate the special al
lowance provisions which had been the focus of 
organized protest movements by recipients. The 
basic approach in this move to the "flat grant" 
was to establish a single schedule of public as
sistance payments, with variations only on the 
basis of family size, and to eliminate provisions 
for special need payments. The initiative in the 
move toward a "flat grant" policy has come pri
marily from the States. Although there has been 
Federal support for such a policy, there has 
been no Federal action, to date, to require 
States to adopt it. 

The first step in the direction of a flat grant 
was to establish a single statewide schedule of 
benefits dealing with all basic needs other than 
shelter. New York State established such a sys
tem in 1969 with the "rent as incurred to a maxi
mum" policy being retained for the shelter com
ponent. Other limited versions of the flat grant 
adopted by various States include the following: 

1. A single statewide schedule for basic 
needs other than shelter, and a flat or standard 
shelter allowance which varies by district within 
the State. 

2. A single set of statewide standards, 
which vary only by family size, but with explicit 
standards identified for specific budget compo
nents-food, clothing, shelter, utilities, etc.
together with a reduction or elimination of provi
sions for special need allowances. 

3. A single statewide schedule of benefits 
covering all basic needs without separate stand
ards for specific budget components, together 
with the retention of a limited range of special 
need allowance provisions. 

The "complete" flat grant policy carries the 
process of rationalization and simplification fur
ther and changes the fundamental logic of the 
public assistance grant. The key characteristics 
of a complete flat grant are as follows: 

1. A single statewide schedule of payments 
which vary only by household size, without sepa
rate standards for specific budget components. 

2. The elimination of provisions for special 
need allowance payments, with the possible ex
ception of payments for daycare and homemaker 
services. 

3. The establishment of the level of such 
payments through a sample study of the median 
level of expenditures among welfare households 
for all basic need items previously included in 
the State standard, including an average annu
alized cash value per household of the special 
need allowance provisions which are eliminated 
(fair averaging). 

Connecticut and New Jersey have adopted a 
complete flat grant policy, while California, 
Alaska, Iowa, and North Dakota have assistance 
policies that are very similar. Ten other States 
have "partial" flat grant policies, the major dif
ference being that separate standards for spe
cific budget components are still identified. The 
complete flat grant policy has been tested and 
approved in Federal courts in New York and 
Connecticut. 

The adoption of a flat grant policy does not 
change the authority of States to establish actual 
payment levels. Some States with flat grant pro
visions are currently paying less than 100 per
cent of the flat grant standard. Table 5 illustrates 
variations in benefit levels among states that 
have flat grant poliCies, including a "flat" or sin
gle standard provision for the shelter compo
nent in place of a "rent as incurred" policy. 

The change to a flat grant policy has come 
largely as a result of political and administrative 
considerations rather than after a systematic 
analysis of the effects on public assistance re
Cipients. 

The change to a complete flat grant can 
substantially simplify the administration of public 
assistance payments by reducing the number of 
alternative formulas for determining household 
payment, by reducing the number of occasions 
on which changes are made in the amount of the 
individual family payment, and by eliminating the 
administrative procedures involved in application 
for and approval of special allowance payments. 
This simplifying and routinizing of the payment 
standard also increases the ability to predict ex
penditures for a given number of cases and the 
ability to audit the accuracy level of administra
tive procedures. The elimination of special need 
allowances also removes the most effective orga
nizing device used by the Welfare Rights Organi
zation in many cities. 

In the case of many recipients, particularly 
those receiving an average or "typical" level of 
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Table 5. Comparison of Benefit Levels, Family of 4, in AFDC-States with "Flat Grant" Policies 

Payment Level 
Monthly Median Family as % of 

State Shelter Monthly Annualized Income, State, Median Family 
State Standard 1 Standard 1 Payment Levell Payment Level 19702 Income 

Georgia $226 $46 $149 ' $1788 $8167 21 .8% 
(70.2% of standard) b 

Arizona $282 $81 $183.30 $2200 $9187 23.9% 
(65% of standard) b 

Nebraska $307 $75 $190 $2280 $8564 26.5% 
(maximum) b 

Wyoming $283 $74 $227 $2724 $8443 32.3% 
(maximum) b 

Iowa $341 N.A.a $243 $2916 $9018 32 .3% 
(71 .2% of standard) b 

Connecticut $310.69 N.A.a $310.69 $3720 $11,811 31.5% 
New Jersey $324 N.A.a $324 $3888 $11,407 34.1% 

SOURCES: 

1 Questionnaire on Public Assistance Shelter PoliCies, Joint Center for Urban Studies, March 1973. 

2 Statistical Abstract of the United States, 1972, Table 532, p. 326. 

• State standard is not broken down by specific household budget components. 
b 	Actual payment levels may be determined by legislation setting fixed maximums or by adjustment of anticipated expenditure 

requirements to meet the level of budgetary appropriations. 

assistance and who had not utilized special al
lowance provisions, the change in policy may 
have made little or no difference in the amount 
of the assistance grant or in the relation of the 
recipient to the public assistance agency. How
ever, the policy change does have important im
plications for the public assistance program as a 
whole and in particular for the shelter compo
nent in public assistance, and it may create 
hardships for particular households. 

The most basic change is in the concept of 
horizontal equity reflected in the assistance pay
ment policy. A variable income provision policy 
is based upon the concept of equity in house
hold outcomes (regardless of how ineffectively 
this concept of equity is implemented in particu
lar State programs). The theoretical objective is 
to enable all assistance households to achieve 
some minimum level of adequacy in the con
sumption of basic household necessities with 
variations in the financial resources provided de
pending upon the particular needs of the family. 
In contrast, a "flat grant" income provision pol
icy is based upon the concept of equity in in
come inputs to the household. This change in 
the concept of equity has particular implications 
for the shelter component because an equity in 
income inputs assumes that all households re
ceiving benefits have essentially equal access to 
a variety of housing units in a given area with a 
single schedule of rents, and that all families are 
able to reduce their rent expenditures if neces

sary to adjust to a particular level of income and 
still obtain housing. This assumption-which has 
some validity in the instance of food and cloth
ing purchases-is less likely to be true in the 
case of standard housing for which prices may 
be very inflexible. 

The most significant aspect of the shift to a 
flat grant policy is the extent to which it "flat
tens" the shelter component provision. 

The change to a flat grant has the most sig
nificance for individual households in those 
States which have had relatively high maximum 
allowances for shelter or in which administrative 
exceptions to the shelter ceiling have been pos
sible. In these States, the provision of increased 
funds for the shelter component in the basic 
grant, together with the provision of special allo
ance payments for households facing abnormal 
housing costs, is no longer possible. In States 
which have had a low maximum payment level, 
or in which the maximum allowance for the shel
ter component has been below the median rental 
level, the change may result in the same general 
level of income provision across all welfare 
households, as was the case under the previous 
system. 

It was estimated that in Connecticut, a State 
with relatively high benefits, approximately one
third of the households receiving public assist

. ance grants had a reduction in the level of their 
payment after the change to a flat grant, while 
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two-thirds had some increase.16 The families 
with reduced grants may have relocated from 
adequate housing to substandard housing, re
duced expenditures on other basic needs in 
order to maintain payments for rent, or sought 
new or additional part time employment to sup
plement assistance payments. For households 
whose assistance payment level was increased, 
even though there were low shelter costs, there 
may have been a significant "windfall." 

Another potentially significant change in
volved in the shift to a flat grant policy is in the 
nature of the decision process required to in
crease the general level of benefit payments. 
Under a variable income provision program, it is 
possible to make selective increases (or reduc
tions) in particular budget items when cost of liv
ing increases take place. Moreover, it may be 
possible to accommodate to changes in the rela
tive cost level of areas within a State by adjust
ing the maximum allowable rent ceilings in par
ticular districts on an administrative basis 
without legislative action. Adjustments in the 
schedule of flat grant assistance payments, how
ever, require an across-the-board adjustment for 
all households. This adjustment is likely to be a 
major political decision. In this regard, changes 
in the level of public assistance benefits at the 
State level become similar to changes in the 
level of social security benefits made at the Fed
eral level. 

Public Assistance Shelter Policies 
and Housing Outcomes 

There is little systematic information on the 
relation between specific shelter component poli
cies in public assistance and housing outcomes 
for public assistance recipients. The most exten
sive studies are those that have been already re
ferred to in the discussion of the New York City 
experience. There are other case studies of the 
housing conditions of assistance recipients in 
Newark, Baltimore, and Chicago, but these stud
ies do not include a systematic analysis of the 
nature of the shelter component policies in effect 
at the time of the study. The data from the SEO 
Census and the Michigan Panel Study deal with 
a national sample of public assistance recipients 
and other low income households, but they also 
do not have information on the relation between 
housing outcomes and the characteristics of the 
specific public assistance policies determining 

"Joint Center for Urban Studies, Interim Report, op. cit., "Case 
Study: Connecticut Moves to a Single Flat Welfare Grant." 

the payment level for particular householdsY 
The 1 percent studies of assistance recipients 
carried out by SRS in 1967 and 1971 have exten
sive information on recipient characteristics and 
sources and amounts of income, including the 
assistance grant, but they have no information 
on housing conditions of recipients. 

All available sources of information, how
ever, indicate generally that public assistance re
cipient households: 1) occupy the poorest quality 
housing units in a given area, 2) receive less in 
the way of housing services when rent is compa
rable to that paid by other households, or 3) pay 
higher rents than other households for compara
ble housing services. Welfare reci pient house
holds also include a disproportionate number of 
large households living in overcrowded units. 

These outcomes in substantial part reflect 
two basic factors: 1) lack of adequate income, 
and 2) ' the special household characteristics of 
recipient households in the AFDC program. In 
1971, the national average of recognized house
hold "budget need" for AFDC households, using 
the official budgetary standards in each State, 
was $242.34 a month.l s Of this recognized need, 
$29.72, or over 10 percent, was "unmet need" 
after all sources of income, including assistance 
payments, were taken into account, meaning that 
the average actual income was $212.34 a month. 
The range across the States was from a high of 
$300 a month of recognized need, and of actual 
income in both New York and New Jersey, with 
less than $1.00 a month of "unmet need," to a 
low in Kentucky, with a recognized need of 
$159.70, actual income of $142.40, and unmet 
need of $17.30. A major factor in depressing 
these assistance payment levels, particularly in 
the AFDC program, is the emphasis both at Fed
eral and State levels on maintaining high work 
incentives through a low income support floor. 

Using a rent burden rate of 25 percent, this 
would mean that the average expenditure for 
rent should have ranged from a high of $75 a 
month in New York and New Jersey to a low of 
$35 in Kentucky, with a median household size of 
3.9 persons. At these income levels, welfare re
cipients, together with other households with 
similar income, are likely to be limited to the 
lowest cost units available in any given housing 
market area. Moreover, the existence of a sub
stantial concentration of households with in
comes at this level may have the further effect of 

11 Ibid, both the SEO Census and the Michigan Panel Study are 
discussed under Task 5 in the Interim Report. 

18 Findings of the 1971 AFDC Study, op. cit., Part II, Table 41. 
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creating a depressed market condition in which 
the value of the bundle of housing services pro
vided by housing suppliers is adjusted downward 
to meet the actual demand situation. 

The public assistance population, particu
larly in AFDC, is also a population with highly 
skewed household characteristics, including a 
high concentration of those types of households 
that face handicaps in the housing market re
gardless of income level or source. AFDC house
holds include many large families, single-parent 
families with a woman as household head, and 
black, Chicano, and Puerto Rican families. In 
general, these are types of families that face dis
crimination in the housing market expressed ei
ther through higher rent charges or through abso
lute exclusion from particular types of housing. 

However, there is also some information
particularly from the SE~ Census study-to 
indicate that when income and household char
acteristics are held constant, there is still an 
unexplained difference in the housing out
comes of welfare recipients in comparison to 
those of nonrecipient households, a difference 
which may be associated specifically with wel
fare recipient status. 19 Although there is no 
body of data that indicates what specific factors 
involved in recipient status may be directly af
fecting housing outcomes, there have been a 
number of suggested interpretations by George 
Sternlieb and others who have studied inner city 
housing markets in New York City, Newark, and 
Baltimore.20 

One explanation identifies behavioral char
acteristics of specific recipient households as a 
significant factor in the actual condition of the 
housing that they occupy. One such is the tran
sience of recipient householders, which may incur 
additional costs for a particular landlord. It is 
not clear whether the frequency of moves is a 
result of efforts to find better housing or an indi
cator of general anger over the economic and 

10 The dlHlculties of specifying diHerences In housing outcomes 
among welfare and nonwelfare households is complicated both 
by the mix of household characteristics that also may aHect 
the outcome and the difficulty in establishing any single 
measure of outcomes on which there Is consistent information. 
None of the data so far available deals with both the differ
ences in sources in Income and with neighborhood character
istics associated with a particular housing unit. Yet neigh
borhood characteristics appear to be a major factor on which 
families assess the quality of their own housing . 

2. Sternlleb, The Ecology 01 Welfare, op. cit., Sternlieb, "The Ur
ban Housing Dilemma," op. cit., Sternlieb, The Tenement Land
lord, New Brunswick: Rutgers University Press, 1966; Michael 
Stegman, Housing in the Inner City: The Dynamics 01 De
cline, Chapel Hill, N.C. : University of North Carolina Press, 
1972; and William Grigsby, Housing and Poverty, 1972; Univer
sity of Pennsylvania (In preparation). 

social situation of the family which is expressed 
in particular through discontent with any housing 
situai ion, or whether it is a specific response to 
specific public assistance policies (provision of 
moving costs may encourage moves, low pay
ment levels may encourage rent-dodging), A sec
ond characteristic which has been cited is the 
destructive behavior of older children in recipi
ent households in which the mother is employed 
and therefore often out of the home at times 
when the children are there. 

A second explanation argues that there is 
an explicit pattern of direct discrimination 
against welfare recipients by landlords and bro
kers, over and above any discrimination that may 
occur as a response to other household charac
teristics. Such discrimination may result from 
general negative community attitudes, including 
the attitudes of many public officials, towards 
AFDC recipients, or from the specific feelings of 
individual property owners about households 
who are dependent on public assistance pay
ments. In any area in which there are an appre
ciable number of assistance households, infor
mation about identity of assistance households is 
difficult to disguise, particularly when all recipi
ent households receive payment checks on the 
same day of the month in a single type of 
envelope. 

A third explanation is that landlords are be
having rationally by either charging more, or re
ducing the quality of housing services to recipi
ent households as a group, because they can 
anticipate that there are likely to be additional 
costs associated with the provision of housing 
services to such households, regardless of the 
specific behavioral patterns of anyone house
hold. These costs are those associated with a 
high rate of household moves, which pose a 
threat both of losses from rent arrearages and 
periods of vacancy without income, and losses 
from damages to the structure and to facilities 
and appliances because of destructive behavior 
of children in a one-parent household, 

While these or similar hypothetical explana
tions may account for the character of housing 
outcomes of AFDC recipients in many areas of 
the country, a more complex situation appears to 
exist in large urban areas where there are con
centrations of public assistance households, a 
shortage of housing units, and a process of 
housing abandonment. Although the relation of 
public assistance policies and of welfare status 
to abandonment has been commented on in 
qonnection with studies in New York, Newark, 
and Baltimore, there is no accepted model of 
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how the many complex factors in this situation 
interact. It is clear, however, that in situations of 
large-scale abandonment, the presence of large 
numbers of welfare recipients is part of a neigh
borhoodwide or areawide process that is more 
complex than the process that affects individual 
structures in other locations. 

Although the initial events leading toward a 
process of abandonment may occur earlier-in
cluding rising maintenance costs, a decline in 
cash flow to landlords, deterioration of the 
neighborhood environment, decline in the quality 
of public services, and excessive capitalization 
of individual units by speculative buyers-it ap
pears that the presence of assistance house
holds is regarded as a highly visible signal con
firming the probability of total deterioration of 
the housing stock in an entire neighborhood. It 
is not clear whether welfare tenantry represents 
the arrival of the most undesirable type of tenant 
or whether it may represent a deliberate choice 
at a particular pOint in the abandonment cycle to 
rent to families with a dependable source of reg
ular income, and with some guarantee for the 
landlord against rent arrearages, in preference 
to other low income families with more erratic 
sources of income. In either case, it appears that 
the presence of an appreciable number of wel
fare households occurs in connection with a 
process of major disinvestment by property own
ers and "red lining" by banks and other lending 
resources. Welfare tenantry and abandonment 
appear to be highly related, especially in central 
cities of larger metropolitan areas, although it is 
not clear whether welfare tenantry is a direct 
cause of such abandonment or whether the deci
sion to accept welfare households on an exten
sive scale is primarily an indicator of a longer 
term process largely created by other factors in 
the housing market situation. 

Conclusion 
This analysis of the experience with the 

shelter component in Federal-State public assist
ance programs has been concerned with three 
questions: 

1. Does the experience with the shelter 
component in public assistance programs consti
tute an effective test of a housing allowance? 

2. Could the shelter component provision in 
public assistance be used as an alternative to a 
housing allowance? 

3. What has been learned from the experi
ence with the shelter component that would be 
applicable to the design of a national housing al
lowance program? 

The Shelter Component as a Test of a 
Housing Allowance 

In principle, the traditional form of the shel
ter component in public assistance programs 
based on "rent as incurred" could have been a 
form of housing allowance for a particular group 
of low income households similar to what has 
been proposed as a "percent of rent paid" de
sign . The examination of the experience since 
1935, however, clearly indicates that the provi
sion of financial assistance for shelter through 
Federal-State public assistance programs has 
not constituted a significant test of the probable 
effects of ' a carefully designed national housing 
allowance. 

It is clear from the scattered and limited 
data that are available that the policies and pro
cedures used for providing financial assistance 
for the payment of shelter costs through public 
assistance have not resulted in the housing of 
public assistance families in standard housing. 
Although households that live in public housing
a situation that has not been dealt with in this 
paper-may be an exception, such households 
receive, in effect, double subsidies and consti
tute a distinctly different situation from families 
in private housing. These outcomes, however, 
are the result of characteristics of the shelter 
component and of the public assistance program 
as a whole, which are not consistent with any of 
the proposed designs for a national housing al
lowance. 

There are a number of specific aspects of 
the shelter component that distinguish it from a 
housing allowance. First, specific housing objec
tives are not used as the criteria for the determi
nation of the actual level and form of the shelter 
component. The actual operational objectives of 
the public assistance program are not concerned 
with housing recipient families in standard hous
ing, promoting mobility away from deteriorating 
neighborhoods, reducing overcrowding, or reduc
ing the level of "rent burden." Second, there are 
no effective programs to insure that assistance 
recipients in fact occupy standard housing even 
where references are made to such an objective 
in enabling legislation. 

Third , current market costs for standard 
housing have not been a significant factor in 
most States in determining the actual level of as
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sistance provided for shelter consumption. Al
though variations in housing market costs may 
be reflected in regional differences in the rent 
maximums, the actual maximums do not provide 
for access to most segments of the local housing 
market. For example, the conversion of the Con
necticut "rent as incurred" shelter component 
policy to a flat grant policy was based upon a 
determination of the median level of rent paid by 
welfare recipients rather than upon data about 
costs for standard housing. 

Fourth, specific housing outcomes for assist
ance recipients have been a result of a combina
tion of the basic provision for shelter and the 
provision of special allowance payments for such 
items as moving costs, storage fees, brokers' 
fees, and rent arrearages. In part, these special 
allowances have supplemented inadequate basic 
allowances, but only on a very erratic basis, de
pending largely on the discretionary decisions by 
administrative staff and with wide variations 
among local administrative units. Such a system 
is not equivalent to a housing allowance pro
gram that is limited only to basic support based 
on a single design that is applicable to all 
households. 

Fifth, the restricted level of payments in var
iable income provision programs, where there is 
a "rent as incurred" provision and the lack of 
earmarking provisions under flat grant policies, 
has meant that there are no effective financial in
centives in the public assistance program to en
courage families to seek better housing at a 
higher rental or to increase the proportion of 
household income spent on housing. In New 
York City, where the public assistance policies 
have provided an incentive to increase expendi
tures on rent, rent control has limited the extent 
to which assistance households have been able 
to use these provisions to improve their housing 
conditions. 

Not only are the characteristics of the shel
ter component significantly different from an ex
plicit housing allowance, but the basic character
istics of the public assistance program further 
limit the degree to which it can be regarded as 
equivalent to a housing allowance. First, the 
basic objective underlying the political and, to a 
large degree, the administrative approach to 
public assistance programs at Federal and State 
levels has been to insure a minimum level of 
maintenance for recipient households above the 
level of destitution, but below the standard of liv
ing of households with regularly employed work
ers. This has meant a general acceptance of the 
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principle that welfare recipients' households 
should be largely concentrated in the poorest 
quality housing in a specific area. As stated by 
one public assistance worker in Kansas City, "If 
recipients choose to live in an automobile or in a 
cave, that is their business and not our con
cern." 

Second, the policy priority in the AFDC pro
gram, particularly since the beginning of the 
1960's, has been to maximize the work incentive 
features both through riegative sanctions and 
through positive incentives which skew the pat
tern of benefits in favor of the small proportion 
of households with an employed adult. Such pol
icies result in a low level of basic benefits for 
households with several children but no em
ployed adult, without regard to the effect on 
housing quality. 

Third, the categorical criteria for eligibility in 
the AFDC program have had the effect of creat
ing a recipient population with highly unusual 
characteristics, a population which under any 
but the most favorable housing market condi
tions faces special difficulties in gaining access 
to standard housing. A housing allowance would 
not be limited to such a restricted population. 

Fourth, the actual levels of public assistance 
benefits have been adjusted to fit available 
funds, the amount of which is almost entirely de
termined by budgetary and political considera
tions at State levels regardless of the effect on 
individual households or on program objectives. 
Such an approach to national housing allowance 
would be likely to result in similar failure to 
achieve program objectives. 

Finally, the high degree of variation in cov
erage, benefits levels, and administrative policies 
among the State public assistance programs, 
and the lack of any significant outcome informa
tion on the consequences of these variations in 
programs, either in regard to housing, or in re
gard to any other aspect of household experi
ence, makes it impossible to cite the experience 
of public assistance programs as a "test" of any 
set of policy alternatives, except to the extent 
that an alternative program, such as housing al
lowance, were to incorporate similar provisions 
for decentralizing control over benefit levels and 
over administrative policies to State and local 
levels. 

The differences in program objectives, in the 
characteristics of the population to be served, 
and in the level of financial benefits between the 
existing public assistance program with its provi
sions for shelter costs and the current proposals 
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for a housing allowance, are so significant as to 
rule out any possibility that the public assistance 
experience since 1935 constitutes a test of a na
tional housing allowance. 

The Shelter Component as an Alternative to 
a Housing Allowance 

It is evident that the public assistance sys
tem as it now exists in the United States could 
not serve as an alternative to a separate housing 
allowance program, unless major changes were 
introduced in that system that would be at least 
equal in costs and in political difficulties to those 
involved in establishing a housing allowance. 
First, the historical definition of public assist
ance, particularly AFDC, as a form of "poor re
lief" by State administrators and legislators, 
makes it highly unlikely that it can be modified 
to provide the level of income needed to meet 
the costs of standard housing, particularly in 
urban areas. Moreover, the present public assist
ance system is based upon a fundamental princi
ple of State control over the level of benefits, 
and this control has been used particularly to re
strict benefit levels in areas with the most pov
erty. 

Second, the categorical restrictions on the 
present AFDC program-particularly the exclu
sion of low income households with a regularly 
employed"worker-make this an unsuitable pro
gram for meeting the needs of families who suf
fer primarily from overcrowding or from an un
usually high rent burden rather than from being 
housed in substandard housing. Moreover, the 
restrictive categorical characteristics of AFDC 
are directly related to negative public attitudes 
that affect the level of benefits and the level of 
funding. 

Third, the shift to a flat grant payment policy
particularly in States with large urban popula
tions-will further restrict the extent to which 
public assistance programs could function as an 
alternative to a specialized housing allowance 
program. Although an adequate level of pay
ments under a flat grant program could consti
tute an alternative to any form of housing allow
ance, it would not provide any form of 
earmarking or incentive to encourage higher 
household expenditures for housing, nor could it 
be interpreted politically as being the equivalent 
of an earmarked housing allowance. 

Finally, the use of the present public assist
ance system, even with a substantial increase in 
the level of shelter benefits, would involve the 

use of many of the same personnel who have 
been identified as hostile and punitive towards 
applicants and recipients over many years, and 
the use of administrative structures that are cur
rently overburdened and at the point of break
down in many States. 

The actual consideration of the use of a 
modified public assistance program as an alter
native to a housing allowance program would be 
directly affected by present and future differ
ences among the several types of categorical 
programs. Three different types of alternatives 
exist: • 

1. A general income provision program for 
the elderly and other adults covered under the 
federally administered, State-supplemented pro
grams provided for under H.R. 1 could serve as 
an alternative to a housing allowance. The provi
sion of an adequate, nationwide base level of in
come· support by the Federal government, to
gether with State, or State-Federal supplements, 
primarily based on differential housing costs 
among the States, could accomplish most of the 
purposes of a housing allowance program and of 
an income maintenance program within a new 
administrative structure that could eliminate 
many of the negative aspects of present pro
grams. 

2. In the instance of low income households 
with fully employed workers, and other house
holds now covered , if at all, by State and local 
general assistance programs, a national housing 
allowance could be an alternative to incorporat
ing such households in an expanded public as
sistance program. Many general assistance 
households require only temporary financial as
sistance, and then primarily to meet fixed hous
ing costs. The establishment of a national hous
ing allowance could be a simpler change than 
any effort to include such households within the 
present structure of Federal-State public assist
ance programs, as already indicated by the un
willingness of many States to establish the 
AFDC-Unemployed Parent program, which is au
thorized by Federal legislation. 

3. It appears unlikely, based on the material 
set forth above, that the present State-Federal 
AFDC program could be modified to meet the 
objectives of a housing allowance program. It is 
also evident that the households covered by 
AFDC will continue to require basic income sup
port for household needs other than shelter. In 
this instance it appears most likely that the im
mediate situation would call for continuation of 
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the existing AFDC program and the establish
ment of a separate housing allowance program. 
This would require, however, systematic and de
tailed planning to deal with a wide variety of 
program interface issues. 

Implications of the Shelter Component 
for a Separate Housing Allowance 

While the shelter component in public as
sistance as presently administered is markedly 
different from a housing allowance, and is not a 
logical alternative to a housing allowance,' there 
are a number of implications to be drawn from 
the public assistance experience for the design 
of a national housing allowance. 

These implications apply to: 1) Federal-State 
relationships under a State-controlled system; 2) 
design of the payment policy; 3) level of bene
fits; and 4) relation of benefit levels to housing 
market conditions. 

Federal-State Relationships 

There are two major dimensions to the de
sign of any income maintenance program. The 
more obvious dimension deals with the design of 
the policies dealing with the payments to individ
ual households. The other dimension involves the 
relation of such a program to the complex Fed
eral-State governmental system of the United 
States. To the extent that program control, par
ticularly control of benefit levels, in a housing al
lowance program were decentralized to States 
(and/or localities), the experience of the public 
assistance system would be relevant. 

The experience since 1935 in public assist
ance is that: 

1. State control of benefit levels has led to 
wide variations among the States in both the 
level of payments and in the procedures and 
rules used to determine the payments to a par
ticular household. Under one basic Federal law, 
50 distinctly different State programs have been 
created. The characteristics of the State pro
grams have been almost entirely determined by 
political and fiscal factors within each State, with 
only limited relation to the explicit objectives of 
the programs themselves, or to systematic differ
ences in costs of living. 

2. Prejudicial and discriminatory attitudes 
on the part of State officials, both legislative and 
administrative, and on the part of Federal 

. officials towards particular categories 	of recipi
ents, are at least as important in determining the 

outcomes of recipients in local areas as is dis
criminatory behavior on the part of landlords, 
neighbors, local merchants, etc. Local behavior 
is directly influenced by the statements of pub
lic officials, and, moreover, the actual level of 
benefits available to recipients to buy goods and 
services in the local community is directly af
fected by the impact of official attitudes on State 
legislation and budgetary appropriations. Hostile 
attitudes by public officials also limit the ability 
of the State (or local) administrative agency to 
carry out its responsibilities. 

3. In a program involving Federal reim
bursement (or matching grants), efforts to max
imize the proportion of Federal funds may be a 
major determinant of State policies, rather than 
the implementation of a program to achieve spe
cific objectives for individual households. Under 
the existing public assistance provisions, higher 
Federal reimbursement is associated with lower 
benefit levels for households. (Georgia, Louisi
ana, and Mississippi had over 70 percent Federal 
reimbursement for assistance payments in the 
period of 1960-1970; Connecticut, New Jersey, 
Pennsylvania, and Illinois had less than 50 per
cent Federal reimbursement.) These reimburse
ment formulas, which are designed to redistrib
ute the costs of a nationwide program among 
the States, with higher Federal rates of reim
bursement to States with low per capita in
comes, are associated with a regressive pattern 
of benefits to individual households-benefits in 
Louisiana and Georgia are lower in proportion to 
State median income than those in Connecticut 
and New Jersey. 

Administrative Design 

A major implication of the administrative ex
perience of publir. assistance programs with the 
design of payment policies is that a lack ofsys
tematic information on the actual effects of par
ticular policies on individual households contrib
utes to a pattern of ignoring these effects in the 
actual determination of policies. 

There are also three other important impli 
cations for the design of a housing allowance: 

1. A variable income provision policy, in
cluding "rent as incurred," without a maximum 
or with a relatively high maximum, which is simi
lar to the proposed design of a housing allow
ance based on "percent of rent paid," has dis
tinct advantages in the extent to which it can be 
responsive to differences in housing market con
ditions and to the differential cost situations that 
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families with different characteristics may face in 
the housing market. Such a policy is more diffi
cult to administer, however, particularly for a 
large number of households in a densely popu
lated urban area, more difficult to audit for accu
racy and for detection of fraud, and more diffi
cult to control financially than a "flat grant" 
policy, similar to a "shelter gap" housing allow
ance. 

2. The establishment of narrowly restricted 
categorical definitions for recipient populations, 
even in an effort to concentrate subsidy funds on 
families with the greatest need, adds substan
tially to administrative complexity, creates seri
ous problems of horizontal inequity among 
households with similar needs, and is likely to 
contribute to the stigmatizing of the recipient 
population in ways that result in a lower level of 
effective benefits, rather than a higher level. 

3. The establishment of income disregard 
policies applying to earned income may contrib
ute to some degree to encouraging employment 
of adults in recipient households, but it also re
sults in a dual system of benefits, and two stand
ards of household consumption, among families 
with similar needs based on family characteris
tics. One consequence of such policies may be a 
further concentration of families without earnings 
in the lowest cost, poorest quality housing avail
able in a given area. 

Benefit Levels 

The experience of the public assistance pro
grams, in most, if not all of the States illustrates 
the effects of an inadequate level of cash bene
fits under a nationwide program. While the exist
ence of a given program of financial assistance 
reduces political pressures fo[ action on particu
lar social problems, a grossly inadequate level of 
benefits can result in severe negative social out
comes, equal to or greater than the financial 
benefits provided. This is particularly the case if 
the characteristics of a program are such that, 
once enrolled in a program, households are 
faced with negative financial consequences when 
they withdraw from the program-for example, 
the loss of in-kind benefits-regardless of how 
low the level of cash benefits is. The program 
may, in effect, establish an income ceiling affect
ing a substantial number of households as a 
consequence of low-level-but regular and de
pendable-benefits. Moreover, as in AFDC the 
combination of categorical requirements and low 

benefits may have a destructive effect over time 
on family and neighborhood social structures. 

The experience in AFDC with the shelter 
component also illustrates the necessity of tak
ing into account, in setting the level of benefits, 
both ongoing shelter costs-primarily rent-and 
irregular and unanticipated costs such as moving 
and storage costs, security deposits, payment of 
rent arrearages, etc. Without provision for such 
"special needs," either through a relatively high 
level of regular benefits or through special al
lowances, the mobility of low income households 
may be severely limited, and housing emergen
cies may be a frequent occurrence. This problem 
varies directly with the vacancy rates in particu
lar housing markets, with housing shortages 
resulting not only in higher rents, but in a larger 
number of additional or "side" costs, particularly 
for welfare households-security deposits, bro
kers fees (as in New York City), guarantees 
against rent arrearages, etc. 

There has been some limited use of special
ized housing services programs in areas with 
marked shortages of rentals available to welfare 
households, including tenant education, housing 
recruitment, and special provisions for dealing 
with housing emergencies. Although these pro
grams have not been extensive, it appears that 
such service programs do not result in any sig
nificant improvement in recipient housing condi
tions, particularly where basic levels of assist
ance payments are low. 

Assistance Benefits and Housing Market 
Conditions 

In many areas of the country where rental 
housing is in good supply and the number of as
sistance recipients is low, there would appear to 
be very little relation between assistance benefit 
policies and general conditions in the housing 
market. In areas with housing shortages, how
ever, particularly in rental units for moderate and 
large size family units, or in areas with a high 
concentration of assistance recipients, it appears 
that there may be a complex relationship be
tween the characteristics of the assistance pro
gram and housing market conditions. Assistance 
policies, primarily the level of benefits provided, 
and categorical definitions may contribute to the 
geographic clustering of households with partic
ular characteristics, while an inadequate level of 
benefits may have a depressing effect on certain 
segments of the housing market, particularly to 
the extent that the benefit levels establish a de 
facto income ceiling affecting substantial num
bers of households. 
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Urban areas with bot.h a high concentration 
of welfare recipients and a shortage of available 
rental units are now frequently marked by condi
tions of housing abandonment. Here the relation
ship between the characteristics of the assist
ance program and housing market conditions is 
even more complex .. In many of these cities, 
benefit levels are comparatively high. 

It is clear that while the characteristics of 
the assistance program, including categorical 

definitions and benefit levels, may contribute to 

the process of abandonment, an increase in ben

efit levels, by itself, unless combined with other 

measures, may have only a limited effect on the 

abandonment cycle. Where an increase in bene

fits is available on a different basis, for example, 

only to families with an employed adult but not 

to other families, the resulting effect on the clus

. tering of households without an employed adult 

could accelerate the abandonment phenomenon 

rather than diminish it. 
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Housing Allowances and National 
Objectives 

By Arthur P. Solomon 
Associate Professor of Economics and Urban 
Studies, Massachusetts Institute of 
Technology and Director 01 the MIT-Harvard 
Joint Center tor Urban Studies 

Specifying Objectives for Federal 
Housing Subsidies 

The inadequacy of efforts to date to specify 
national housing objectives, and to assess pro
grams in relation to those objectives, has been a 
continuing source of difficulty and confusion in 
the design, implementation, and evaluation of 
Federal subsidy programs. National housing pol
icy has been discussed in vague undefined 
terms, such as a decent home and a suitable liv
ing environment. Individual programs have been 
designed, and later revised, in the absence of 
any real effort to anticipate results (as in the 
physical and social consequences of the pay
ment subsidies for public housing operations). 
Despite numerical targets to build or substan
tially rehabilitate 26 million units over a 10-year 
period an explicit statement of objectives is still 
unavailable. 

This is not a theoretical issue. The lack of 
such a statement is a partial explanation for the 
overly ambitious efforts in the past to solve too 
many problems through "housing programs," 
and the complementary failure to support hous
ing programs with appropriate social services 
and community development efforts. 
. A ~Iearer concept of national housing objec

tives Will greatly assist in the correct choice of 
program strategies, design, and administration, 
as well as substantiate the need for increased 
congressional support. In light of the absence of 
such objectives, there are certain assumptions 
that must be directly considered. In turning to an 
examination of housing allowances, then, it is 
necessary to make explicit the assumptions that 
underlie the analysis: 

• Ideally, all housing subsidy programs 
should be measured by a single, uniform set of 
objectives. Because there is no consensus about 

such objectives, it is necessary to provide a 
working set of performance goals as part of this 
assessment of the housing allowance alternative . 

• Analysis of program alternatives in rela
tion to a set of consistent objectives should not 
be misunderstood as a methodology for selecting 
a single best program. No single program is 
likely to satisfy such a broad range of goals, es
pecially since some goals may be in conflict. The 
real task is to select the most effective combina
tion of subsidy programs that advance the full 
range of objectives to the maximum extent pos
sible. Thus the analysis of housing allowances 
can be understood as a means to assess this al
ternative's contribution toward various policy 
objectives. 

• Similarly, it must be recognized that just 
as no single housing subsidy program can 
achieve all objectives, the total housing program 
mix cannot solve all the problems of which 
"housing problems" are often a part or a highly 
visible symptom. For example, in relation to cen
tral city deterioration, it is by now generally ac
cepted that housing programs are useful and 
necessary but do not by themselves offer a suffi
cient solution. Decent shelter must be provided 
as a component of a more inclusive neighbor
hood or community development plan. If housing 
programs are provided in isolation, as in spot re
habilitation, there will be an almost inevitable 
lack of success as singular efforts to upgrade in
dividual structures may be overwhelmed by mar
ket forces. 

• In addition to careful consideration of 
the objectives that can and should be served 
through housing programs, it is important to note 
that choices made in relation to a statement of 
objectives will depend to a great extent on the 
relative weight placed upon each objective by 
the decision maker. General objectives such as 
"maximize freedom of locational opportunity," 
"maintain physically and socially 'viable' central 
city neighborhoods," and "support the housing 
construction industry," will be assigned different 
valu.es by differe~t decision makers and such po
tentially competing objectives as "economic 
efficiency" and "vertical and horizontal equity" 
have no intrinsic valuations. This is an inescap
ably subjective and political weighting process. 

• It may be helpful to clarify the frequent 
confusion between program objectives and meth
ods f.or attaining objectives. For example, in
creasing the supply of new standard units is 
so~eti.mes discussed as if it were a policy 
o~Je~tlve, but it is more useful to recognize that 
thiS IS a means for achieving a range of possible 
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housing policy objectives, not an objective itself. 
Here the real objectives may include increased 
household mobility; renewal of blighted or de
caying neighborhoods; relief of inflationary pres
sures resulting from a shortage of dwelling units; 
or the growth and economic well-being of the 
housing construction industry. 

• The specification of objectives should be 
as complete as possible. To this end, we have 
started with known objectives set out in existing 
housing legislation, added other objectives im
plicit in eXisting programs, and included addi
tional goals implied by the Nation's contemporary 
"housing problems." In particular, there has 
been an effort to go as far as possible beyond 
older narrow definitions of housing objectives 
that have been confined to the physical and fi
nancial aspects of the individual household/ 
structure relationship (e.g., substandard hous
ing, excessive rent burden). Although indices of 
housing standards in terms of physical condition, 
size, and cost/income ratio are important, it is 
now widely accepted that the consumption of 
housing must include the municipal services and 
surrounding physical and social environment 
which come with the location as well. This im
plies a richer statement of the basic housing pol
icy goal set out in the National Housing and 
Urban Development Act of 1949 and reaffirmed 
specifically in section 1601 of the Housing and 
Urban Development Act of 1968 ("a decent home 

, and suitable living environment"). Thus, 	a more 
comprehensive statement of housing consump
tion goals should include the physical and social 
attributes of the neighborhood, quality of local 
schools, ,level of municipal services, and similar 
characteristics. Also, the objective should be ex
panded by the recognition that the location of a 
housing unit involves accessibility to employ
ment, shopping, and recreational opportunities. 
Implicit in this view is a concept of housing as 
part of a broader community system, rather than 
an individual isolated structure. 

• Finally, it should be noted that there is 
considerable flexibility in the design and use of 
the housing allowance itself, thus affecting the 
extent to which it achieves different objectives. 
For example, housing allowances may be tied to 
the production of new or rehabilitated units (as 
in the Rent Supplement program) or be used to 
reduce the rent burden of elderly households in 
their existing units. Some of these design issues 
are discussed in other sections of the paper. 

With the foregoing considerations in mind, 
we can turn to the task of answering our two 
major questions: 

• What are the objectives of national hous
ing policy? 

• How does the housing allowance· alterna
tive measure up in achieving those objectives? 

National Housing Objectives: How Do 
Housing Allowances Measure Up? 

Primarily for purposes of organization, the 
objectives have been aggregated into four cate
gories: Shelter services, dealing with the occu
pied dwelling unit; residential services, dealing 
with the surrounding environment; administrative 
and procedural issues; and other related policy 
objectives, e.g., economic growth. This division 
provides a potentially useful analytic perspective. 
But it should be noted that the objectives, as 
presented, overlap to some extent, and could be 
rearranged in other categories. Thus the list in 
its current form is essentially an attempt to pro
vide a convenient framework for a concise, rea
sonably comprehensive statement of objectives, 
not an effort at attaining immutable conceptual 
separation among categories. 

Impact on Shelter Services 
Occupancy of Standard Housing: Housing 

allowances will have little or no impact on the 
establishment of housing standards, primarily set 
by local building and housing codes, unless this 
becomes an explicit requirement for participa
tion; however, the use of an earmarking require
ment such that allowance recipients must occupy 
housing that meets minimum structural standards 
should increase the supply of such units in par
ticipating communities. 

Provision of Standard Housing in a Cost
Effective Manner: This objective poses a very 
basic question: At what cost can housing allow
ances result in the occupancy of units meeting 
minimum structural standards, and how does 
the cost compare with other program alterna
tives? 

This is a complex issue for which a full as
sessment must await the receipt of data from the 
housing allowance experiments now underway. 
The cost of the program, over time, will depend 
upon how landlords respond to a large infusion 
of new housing expenditures. This is the basic 
issue under study in the Supply Experiment. 

In the absence of data from the experi
ments, some preliminary evidence can be offered 
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on a tentative basis. First, experience with other 
demand-oriented housing subsidies (e.g., the 
public housing leasing program) indicates that 
housing allowance should benefit a greater num
ber of recipients per Federal dollar than new 
construction or major rehabilitation alternatives.1 

The standard proposed here is the number of 
households whose present housing conditions 
can be changed from "inadequate" (in terms of 
the physical condition of the unit) to "adequate." 
Housing allowances avoid the costliness of new 
construction programs, which have to meet mini
mum construction standards, thereby providing 
dwellings that . considerably exceed minimum 
standards of "adequacy, " and which are inextric
ably locked into the rapid escalation of housing 
development costs, e.g., land and capital. New 
public housing in New York City, for example, is 
impossible to develop for much less than $60,000 
per unit. Housing allowances, on the other hand, 
rely on the existing housing stock and involve 
much lower subsidy costs as a result. For exam
ple, either contractual cost (direct expenditure 
and forgone tax revenue) or real economic cost 
(total value of resource inputs-land, labor, and 
capital), indicate that under certain market con
ditions nearly twice as many households can 
move from substandard to standard housing 
through the public housing leasing program than 
through either Government sponsorship of new 
construction (e.g., public housing) or FHA mort
gage-insured private construction (e.g., section 
236).2 

Second, the efficacy of housing allowances 
depends on the extent to which suitable decent 
housing is or becomes available within any given 
housing market. A still unresolved question is 
the degree to which increased rent expenditures 
will result in the upgrading and improved mainte
nance of existing housing units currently below 
standard, as opposed to the degree to which it 
will be siphoned off through price inflation. Indi
vidual landlord peculiarities aside, owner re
sponse should correlate with a number of varia
bles. Perhaps 'the most important of these is the 
competitiveness of the local housing market-the 
fragmentation of residential ownership, ease of 
household mobility, availability of information, 
etc. A second consideration involves the future 
expectations of property owners and investors. In 

1 For an assessment of the cost of housing subsidy programs 
see, for example, Arthur P. Solomon , Housing the Urban Poor 
(Cambridge, Mass. : MIT Press , 1974) and Frank de Leeuw, 
"The Cost of Leased Public Housing," (Washington, D.C .: 
The Urban Institute, December 1970). 

2 Arthur P. Solomon, op. cit., Chapter 7. 

severely blighted areas, where prospects for im
provement are dim, landlords may be more likely 
to continue to follow a minimum maintenance 
strategy. Even in these areas, however, some 
modest improvements may be expected as land
lords compete for higher rent payments. And in 
less deteriorated areas-where there is a mix of 
standard and substandard housing, a reasonably 
cohesive community, and a sufficient municipal 
response to local conditions (code enforcement, 
a modicum of public safety and efforts to up
grade public services and facilities)-housing al
lowances may provide the essential stimulus to 
prevent, or even reverse, further decline. 

The availability of a more stable and effec
tive demand in older ethnic areas and elderly 
enclaves may cause landlords to undertake mod
est upgrading and to increase building services. 
The response of those who own and manage low 
and moderate priced housing will depend upon a 
number of factors, both market and institutional. 
Clearly, variations in the conversion costs of dif
ferent structures, the existence of segmented 
housing markets (for the poor, minorities, and 
welfare recipients), lack of conventional financ
ing for improvements, and inadequate municipal 
services (e.g ., schools, public safety) will inhibit 
the response of individual landlords to an infu
sion of housing allowances in the short run. 
Over the long run , underlying market forces are 
likely to determine the response of investors, 
landlords, anp other housing suppliers. 

At least in the short run, the extent to which 
the price and quality of the existing housing 
stock adjusts will depend upon a number of ad
ministrative decisions as well. Obviously, a pro
gram of partial coverage will create less pres
sure on prices than one of universal or 
near-universal coverage. Beside the scale of the 
program, the degree to which allowances are 
earmarked for housing and the gradualness with 
which the program is introduced will affect price 
and quality changes as well. And, as we learned 
from the public housing leasing program, the 
Government's guarantee of full payments over 
the term of a lease reduces the risk of rent ar
rearages, collection losses, and payment de
faults, thereby encouraging landlords to upgrade 
their properties. The risk to landlords can be 
lowered through voucher payments (as in some 
State welfare programs), direct payments to the 
landlord (as in rent supplements) , or through 
Government guarantees agai nst the loss of rent 
(as in the public housing leasing program) . It 
should be noted, however, that these efforts to 
reduce the amount of pressure on prices, by re
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ducing landlord risks, can be attained only at the 
expense of constraining tenant mobility. 

Definitive conclusions about price and stock 
adjustments will have to await the results of cur
rent research. Available information is not ade
quate to allow anything more than some cautious 
comments. From research underway at the 
Urban Institute, for example, it was tentatively 
judged that most of the increase in demand-say 
two-thirds or three-quarters-would in the long 
run lead to better housing while the rest would 
lead to higher prices. 3 Several recent studies of 
low rent urban housing markets have found that 
these sub markets are quite competitive.4 Rather 
than several large slum landlords owning the 
vast majority of properties in inner city neighbor
hoods (the pattern commonly thought to hold), 
these studies have revealed extensive fragmenta
tion of ownership. And in a market with a large 
number of potential suppliers of housing serv
ices, and a premium placed on full occupancy, 
landlords are likely to compete for tenants able 
to pay higher rent. Over the long run, this com
petition indicates that housing allowances should 
lead to an upgrading of the housing stock 
through more maintenance, filtering, and conver
sions. 

Tenure Choice: Housing allowances should 
be designed to include both renters and owners. 
Confining allowance recipients to the rental 
stock would be unfair to low income homeown
ers, seriously limit the program's flexibility in re
sponding to different tenure arrangements in 
local markets, and create incentives for poor 
homeowners to become renters. Although the in
clusion of homeowners raises difficult conceptual 
and definitional issues, the participation of both 
forms of tenure will increase the effectiveness 
and equity of the allowance program. 

Horizontal and Vertical Equity: In the de
sign of Federal housing policy, considerations of 
equity are as important as measures of program 
efficiency and cost effectiveness. Conceptually, 
there are two distributional considerations. 

3 Frank de Leeuw, "The Housing Allowance Approach." in papers 
submitted to Subcommittee on Housing Panels. Committee on 

. Banking and Currency, House of Representatives, 92nd Con
gress, 1st seSSion. June 1971. 

• See, 	for example, George Sternlleb, The Tenement Landlord (New 
Brunswlc.k, N.J.: Urban Studi.es Center, Rutgers University. 
1966), Michael Stegman, Housing Investment in the Inner City 
(Cambndge, Mass.: MIT Press, 1972); and George Peterson, 
Arthur P. Solomon, Hadi Madjid and William Apgar, Property 
Taxes, Housing and the Cities (Lexington, Mass.: D.C. Heath 
and Co. , 1973). 

The fi rst of these, the issue of vertical eq
uity, refers to the incidence of program benefits. 
Federal housing assistance may be considered 
inequitable, for example, if a large share of pro
gram benefits are diverted to the nonpoor. The 
incidence of the benefits provides answers to 
questions such as: what proportion of the in
tended benefits actually reaches the poor, and 
how much is siphoned off by individuals outside 
the target population? 

Generally, the diversion of funds to the non
poor results from the use of public and private 
intermediaries. In the case of housing allow
ances, whether universal, near-universal, or par
tial in coverage, a higher fraction of housing aid 
should reach the intended beneficiaries. First of 
all, there is no diversion of funds to high income 
investors in order to raise development capital 
(e.g., the sale of tax-exempt bonds in public 
housing or the availability of favorable IRS provi
sions for accelerated depreciation). Secondly, 
there is the possibility of keeping expenditures 
on administrative support and program monitor
ing to a minimum (e.g., in the case of Social Se
curity, the most efficient national transfer pro
gram, only 10 percent of the costs are allocated 
to program administration). Other than the need 
to certify eligibility, determine benefit levels, and 
distribute the transfer payments, all other admin
istrative tasks are optional. If, for example, a na
tional housing allowance program includes ex
tensive counseling, provides housing market 
information, and, most importantly, requires 
inspections to assure the occupancy of standard 
housing, then the amount of subsidy dollars di
verted to public Intermediaries would be larger. 
Also, if a separate administrative structure is 
created for the allowance program, without rely
ing on the Social Security Administration, Wel
fare Administration, or other existing agencies 
responsible for various forms of income assist
ance, implementation will be more complex and 
more expensive, leaving less money to subsidize 
the poor. For comparative purposes, some meas
ure of the incidence of housing benefits for other 
Federal housing subsidy programs is presented 
in Figure 1. 

The second aspect of the equity issue cen
ters on the problem of horizontal equity; the fact 
that persons in essentially the same circum
stances receive widely varying treatment. Under 
existing Federal subsidy programs only a small 
fraction of those eligible for assistance receive 
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Figure 1. The Vertical Equity of Housing 
Subsidy Programs: The Allocations of 
Housing Benefits 

Govern
ment Investors 

Tenant Interme- or Syndi-
Benefit diaries a cators h 

Conventional Public 
Housing 64% 24% 12% 

Public Housing Leasing 
Without Rehabilitation 81% 19% 0% 

Section 236 Rehabilitation 
With Rent Supplements 83% 10% 7% 

Source: Arthur P. Solomon, Housing The Urban Poor, 
Chapter 4. 

n The amount diverted to Federal and local intermediaries 
is based on the programs' respective administrative 
costs. 

b The share of the total costs diverted to high income in
vestors and financial syndicators is based on estimates 
of forgone Federal revenue from accelerated deprecia
tion and tax-exempt bonds. 

any Government aid at al1. 5 Obviously, a univer
sal or near-universal housing allowance would 
meet the needs of many more low and moderate 
income hous~holds. So would a universal or 
near-universal \public housing program. But the 
difference, in ~erms of the limited resources 
available in the foreseeable future, is that a 
housing allowance is capable of reaching more 
eligible households for any given national appro
priation. It is less costly to use the standing 
stock than to construct new stock; consequently 
a larger portion of those in need of assistance 
may be served. Moreover, even if housing allow
ances were restricted to the same number of 
families as served under existing programs (par
tial coverage), there would be less resentment 
among the nonpoor because those subsidized 
would occupy modest, older housing rather than 
newly constructed units. Thus, a housing allow
ance is a more horizontally equitable approach 
for housing the poor. 

In the design of a national housing allow
ance program, there is an inevitable tradeoff that 
has to occur between horizontal and vertical eq
uity. At the heart of this choice is a deCision re
garding the amount of supportive services and 
monitoring of housing conditions that the pro
gram should contain . Presumably, the greater the 
amount of resources committed to intermediaries 

'For some statistical documentation of partiCipation in housing 
subsidy programs, see Henry Aaron, Shelter and Subsidies 
(Washington. D.C.: The Brookings Institution. 1972) and 
Eugene Smolensky and J. Douglas Gomery, "Efficiency and 
Equity Effects in the Benefits from Federal Housing Pro
grams," Working Paper No. 2 (Madison, Wisc.: Institute of 
Poverty, 1971) . 

for these services, the higher the level of hous
ing consumption of participating households, But 
this raises the administrative costs of the allow
ance program which, with a fixed budgetary 
appropriation, means either fewer program par
ticipants (which lowers horizontal equity) or a 
lower share of subsidy dollars allocated to the 
intended beneficiaries (which lowers vertical eq
uity). 

Special Target Populations: These groups 
include, among others, the elderly, the handi
capped, and Indian households, 

Housing allowances are particularly well
suited for responding to the housing needs of 
some special low and moderate income families. 
The amount of subsidy can be established with 
considerable precIsion in relation to family 
needs: size, income, local market conditions, 
etc. And the problem of "over-income" recipi
ents does not arise, as it does in the case of 
subsidies tied to specific dwelling units. 

Housing allowances have obvious draw
backs in meeting the special requirements of 
other target groups, however, such as the handi
capped and the elderly. To the extent that el
derly households require physical facilities or 
social services that can only be provided in 
specially designed structures, housing allow
ances may not meet these needs. On the other 
hand, housing allowances will provide elderly 
households with more flexibility to choose a lo
cation near shopping, health facilities, or other 
desirable activities. An additional benefit is the 
potential for reduced overconsumption, where 
elderly households are presently locked into ex
isting large units as the result of subsidies tied 
to particular dwellings (e.g., rent control), 

Impact on Residential Services 

Municipal Services and Neighborhood Con
ditions: Today the housing problem of low and 
moderate income families is, to an increasing ex
tent, a problem of bad neighborhoods and inade
quate municipal services rather than deficiencies 
in dwelling size or condition. This is particularly 
true for poor urban families. Housing allowances 
can be expected to have a strong positive im
pact on these conditions for several reasons. 
First, because allowances flow through the pri
vate market, a portion of the funds will constitute 
an intergovernmental transfer to local units of 
government, primarily through increases in prop
erty taxes on rental property (the housing allow
ance will be capitalized into higher property val
ues). I n many metropol itan areas, property taxes 
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on rental property are the equivalent of a tax of 
20 percent or more on rents. These transfers will 
improve the overall fiscal capacity of local gov
ernments to deliver required services. This is in 
contrast to present patterns, in which both pub
lic housing developments and privately owned 
subsidized projects (e.g., section 236) receive 
substantial abatement from local taxes. The abil
ity of local housing authorities to make more 
than nominal payments-in-lieu"of-taxes is se
verely constrained by rising operating costs. And 
property tax exemptions, a standard feature of 
subsidized new construction programs, aggra
vates the regressive effect 'of the local real prop
erty tax by narrowing the tax base and eliminat
ing revenue sources from the tax rolls. 

Second, housing allowances provide the rev
enue necessary to improve maintenance of the 
existing rental housing stock. Abandonment by 
private owners of properties whose rent receipts 
cannot cover fixed costs is only the most acute 
form of undermaintenance of the existing hous
ing stock; this is a widespread problem in areas 
with older, basically sound stock. The extent to 
which increased revenues will be utilized by 
landlords for maintenance and improvements is 
at present uncertain, and will depend on local 
market conditions, such as the fragmentation of 
ownership, vacancy rate, and the rate and type 
of demographic change. But housing allowances 
will undoubtedly improve the potential for such 
maintena[lce, and, in concert with other neigh
borhood improvement efforts, offer the possibility 
of reversing the disinvestment currently taking 
place in many of our older cities. In this regard, 
it should be noted that the recent major revision 
of rent control in New York City (still a matter 
of controversy) was in large part spurred by the 
city's recognition that existing controls unduly 
restricted income flows to rental property owners, 
making necessary maintenance less probable 
and often impossible. Housing allowances would 
make increases in rent levels possible by sup
porting consumer demand. 

Third, housing allowances will allow the 
provision of assistance to low income families 
without the negative environmental effects of 
concentrated public housing developments. 
Large-scale housing projects, in some instances, 
not only have failed to serve adequately their 
own residents, but have deleterious spillover ef
fects on surrounding properties. Objection to 
new construction projects is axiomatic in middle 
income neighborhoods and suburbs, based not 
only on the frequent sterility and institutional 

quality of their design, but on community resist
ance to class and racial integration. Housing al
lowances are one of the few available means for 
avoiding these problems. Housing allowances 
can serve these populations without the "appar
ent" threat of neighborhood deterioration 
through the concentration of poor families in so
called projects. 

Locational Choice/Dispersal: Housing allow
ances have perhaps the greatest potential of all 
available housing subsidy alternatives for maxi
mizing freedom of locational choice for recipients. 
This has far broader implications than a simple 
choice to live in the central city or the suburbs. 
Individual households in varying circumstances 
have different priorities among the package of 
services associated with any given dwelling unit, 
and housing allowances permit such choices to 
be made by recipients. Thus each recipient 
household can have more choice about such fac
tors as unit size, local school quality, access to 
public transportation, proximity to relatives and 
friends, proximity to employment opportunities, 
etc. Moreover, use of housing allowances re
moves the government from the location selec
tion process, eliminating the possibility of 
lengthy, acrimonious, and often permanently ob
structive controversy surrounding site selection 
for newly constructed low- and moderate-income 
developments. 

An additional aspect of increased locational 
freedom that deserves emphasis is the continued 
mobility afforded to housing allowance recipi
ents. Job changes and family growth can rapidly 
change the housing needs and housing priorities 
of individual households. Housing allowances 
allow recipients to respond appropriately to 
these changes, instead of being "locked in" to a 
particular housing unit because of subsidies tied 
to the dwelling that must be forsaken when 
moving. In addition to the advantages for recipi
ents, this can be expected to avoid or reduce 
the underutilization of the existing housing stock 
that is such a widely observed phenomenon in 
urban areas. Moreover, an adequate level of 
housing allowance should facilitate the dispersal 
of participating families. Although deep-rooted 
prejudice obviously will continue, it is still much 
easier for an individual household to negotiate 
for a single unit in a middle-income central city 
neighborhood or suburb than it is to locate a 
large-scale federally subsidized development in 
the same area. This has been the experience 
with the public housing leasing program but not 
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with the welfare program where shelter allow
ances are extremely low and highly visible. 6 

The experience with the housing allowance 
p~~gram sponsored by the Kansas City Model 
Cities Agency (although not designed as a re
~earch ~xperiment) provides some preliminary 
information on the locational patterns of allow
ance recipients. These data have to be inter
preted with caution for cities with different mar
ket conditions, segregation patterns, program 
scale, etc. But in Kansas City; locational choices 
were clear. The vast majority of families chose 
housing in older areas on the periphery of the 
~entral city or away from the central city, but not 
In the suburbs. And the moves of families appear 
to be strongly conditioned by race, with the ma
jority of white families moving to white ethnic 
areas, and black families along the historic corri
dor for upward mobility. In almost all cases for 
whites and blacks alike, the new neighborh~ods 
wer~ less crowded and offered higher quality 
serVlces.7 

,Some Caveats: Locational choice will re
main an advantage in areas where modest, 
standard units in appropriate price ranges are 
available, or will become available. In such 
areas, subsidies for new construction would ap
pear to be a less appropriate approach. And the 
"trickle-down" effects of market-level new con
struction programs offer a very lengthy and inad
equate alternative. 

Existing obstacles to minority and impover
ished families obviously will continue to be a 
problem. Housing allowances by themselves do 
not overcome the barriers of deep-rooted resi
dential segregation. But they may well build on 
and support ongoing related efforts, such as an
tidiscrimination legislation, legal efforts to over
come exclusive zoning policies, open-housing 
programs, and the like. 

It may be necessary to deal directly with 
three related issues as part of the housing allow
ance effort: the need for improved housing mar
ket information for allowance recipients; the 
need for counseling; and the need to prevent 
blockbusting and similar racially exploitative real 
estate practices. In addition, the administrative 
design should attempt to minimize the possible 
deleterious stigmatization of recipients; there is 

6 See Arthur P. Solomon, op. cit., Chapter 8 and Lawrence Fried
man .and James Krier, "A New Lease on Life: Section 23, 
HOUSing and the Poor," University 01 Pennsylvania Law Re
view, Vol. 116 (1968). 

'Arthur P. Solomon .and Chester Fenton, "The Nation 's First 
Experience with Housing Allowances : The Kansas City Demon
stration," Land Economics .(August 1974). 

some evidence, for example, that welfare house
holds have special difficulties in their housing 
search because they are easily identified.B 

Administrative and Procedural Concerns 

Administration: There is an irreducible mini
mum level of administrative activity with housing 
allowances, involving the determination of eligi
bility, income certification, the establishment of 
housing cost and payment formulas, allocations 
for local market areas, and distribution of bene
fits. At this level of effort, the program would in
volve a low level of administrative activity and 
expense, probably approaching that of the Social 
Security program. Four difficult tradeoffs involv
ing administrative issues beyond this must be 
considered, however: 

• First, cooordination with other Federal 
housing and income transfer programs. The 
strategy of reliance on individual categorical pro
grams rather than a basic "negative income tax" 
causes complex problems of financial and ad
ministrative interaction. Housing allowances will 
have to be coordinated with other income-condi
tioned transfer programs (e.g., welfare, Social 
Security, food stamps, etc.) to minimize and 
avoid unintentional loss of benefits, work disin
centives, unnecessary costs, and administrative 
duplication. This is a critical problem in the de
sign of a housing allowance program and is con
sidered in detail in other papers in this volume. 

• Second, the interface with other pro
grams that support or are supported by housing 
allowances. Local efforts at code enforcement, 
rent control, urban renewal, homeownership, and 
open-housing will have important effects on the 
degree of success of a housing allowance pro
gram. In a complementary fashion, housing al
lowances may provide the necessary market de
mand to make neighborhood stabilization and 
code-enforcement efforts effective. In particular 
situations, it may be necessary to require such 
local efforts as a prerequisite for housing allow
ances, and this will require the establishment of 
a 10~~1 plan requirement for participating com
munities. Where local efforts to coordinate hous
ing allowances with other housing and commu
nity development activities are minimal or 
nonexistent, the opportunity of meeting larger 
residential service objectives may be thwarted . 

8 See, for example, Ira S. Lowry, et aI., Welfare Housing in New 
York CIty (New York: The New York City Rand Institute, 1972) 
Chapter 5 and George Sternlieb, The Urban Housing Dilemma 
New York , Housing and Development Administration May 
1970, Chapter 10. ' 
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• Third, resolving conflicting issues in pro
gram design. For example, there is considerable 
evidence that identification of the source of in
come (the opposite of anonymity) is an important 
factor in freedom of locational choice. Providing 
benefits directly to recipients would thus reduce 
the type of stigmatization that results from local 
welfare or housing agencies contracting directly 
for rental payments. There are alternative bene
fits to be gained from landlord participation in 
the program, however, including improved moni
toring and control over underconsumption and 
the diversion of funds to other consumption 
items. Moreover, there is a chance to minimize 
landlord uncertainty and risk through greater 
participation. 

• Fourth, the mode of verification of pro
gram earmarking and other requirements. Self
certification by recipients of such factors as eli
gibility and income levels and housing unit 
condition would involve the lowest direct admin
istrative effort, but raises the possibility of con
siderable leakage of program funds. Full inde
pendent verification-unit inspection, income and 
family characteristic verification, etc.-may im
pose an unacceptably high administrative cost. 
Resolution of this issue will be facilitated by re
ceipt of the results from the Administrative Ex
periment now underway and a closer study of 
the existing welfare program. 

Private Sector Participation: The housing al
lowance alternative relies directly on the partici
pation of key actors in the private sector, most 
importantly rental property owners, housing man
agers, and real estate brokers. In certain situa
tions-for exam pie, where blockbusting tactics 
emerge, or in deteriorating urban areas undergo
ing rapid change-monitoring and intervention 
by government agencies may be essential to the 
program's success. 

Aside from achieving private sector partici
pation as an end in itself-an objective fre
quently stated in Federal housing legislation
several other benefits may follow. First, 
recipients of housing assistance and owners and 
managers can be freed from the concentration of 
households with multiple problems that may ac
company new construction programs. Second, it 
opens the operation to the more active participa
tion of existing groups operating in the private 
market, including open-housing and nonprofit 
groups. 

Flexibility of Commitment: Housing allow
ance commitments, whatever their form, are es
sentially commitments to households, rather than 

to housing units. This provides considerably 
more flexibility than unit-tied subsidies. First, as 
a particular household's income increases, as
sistance can be gradually decreased; if income 
rises above levels requiring subsidy, the house
hold can leave the program. In both cases, the al
lowance funds can be adjusted as circumstances 
require. In unit-tied subsidies, the recipient must 
be evicted from his housing if the subsidy is to 
be made available to others. Eviction of overin
come tenants in conventional public housing in 
practice has been an extremely troublesome 
issue. Where such recipients are allowed to re
main in residence and pay "market rents," the 
potential use of the subsidy for poorer families is 
lost. In addition, such maximum rents are fre
quently below actual market rents and effectively 
continue to subsidize the overincome tenant. 
Housing allowances do not involve these prob
lems. Second, housing allowances provide a 
means for rapidly adjusting to unfavorable 
changes in recipient situations; reductions in 
household income levels, for example, can be 
offset by increases in the level of subsidy. Third, 
housing allowances are not tied to fixed mort
gage or bond-amortization periods. Thus, they 
are capable of early termination if the occasion 
warrants such action. For example, a decision 5 
or more years from now to institute a full and 
comprehensive negative income tax, or other in
come redistributive measure as the primary 
means to overcome problems of poverty could 
be accompanied by rapid termination of the 
housing allowance program, if desired. 

Some caveats: The flexibility of the program 
commitment may be illusory. Housing programs 
specifically, and Federal social welfare programs 
in general, demonstrate that it is much more dif
ficult to end modes of assistance than to start 
them. But the potential for rapid termination 
does exist in the form of the subsidy and the 
length of commitment to any individual house
hold. 

Extent of Federal Risk: Housing allowances 
essentially involve no direct Federal financial 
risk beyond actual program expenditures. This is 
in sharp contrast with new construction and re
habilitation programs. Public housing failures, 
the most monumental and famous of which is the 
Pruitt-Igoe debacle in St. Louis, are graphic re
minders of the potential loss of capital tied up in 
brick-and-mortar. Foreclosure losses in the mort
gage insurance and interest subsidy programs, 
particularly those aimed at homeownership for 
the poor, have been of significant public concern 
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in recent years. Although they are associated 
with specific incidences of corruption and poor 
administration, and by no means discredit overall 
program design, the extent of these losses
presently estimated in the hundreds of millions 
of dollars-reflects risks that are not involved in 
housing allowances. 

Scope and ICost of Alternative Plans: This 
section is going to be abbreviated because of 
the efforts already underway at HUD, the Urban 
Institute, and the Brookings Institution to esti
mate national costs, under different policy as
sumptions, with a computer-simulation model. 
Our effort to date has been to review and provide 
some assumptions for this analysis. Thus, this 
section will be limited to an enumeration of the 
factors (in some instances, administrative op
tions) that will determine the cost of a national 
housing allowance program: 

• Definition of eligibility for participation; 
• Participation rates; 
• The allowance formula, including deter

minations of income and assets, and the propor
tion of income contributed toward rent by the 
recipient; 

• Administrative costs; 
• The treatment of income and marginal 

tax rates by other income-supplement programs 
(e.g., welfare assistance) and vice versa; 

• The prevailing market cost of modest, 
standard existing housing, and the changes over 
time; and 

• The inflationary effect of the housing al
lowance program, itself, on the cost of adequate 
shelter. 

The maximum cost to the Federal Govern
ment will arise in a program involving universal 
coverage, maximum enrollment efforts (80-90 
percent), a percent of rent-incurred formula, gov
ernment-sponsored supportive services and 
inspection of recipient dwellings, partial disre
gard of other transfer payments in definition of 
income, low marginal tax rates on other sources 
of income, use of a liberal definition of "modest" 
standard housing, rapid implementation of the al
lowance program, and a 100 percent Federal 
contribution rate. Any deviations from the forego
ing administrative design would lower the annual 
cost of a national housing allowance. 

Related National Policy Objectives 

Economic Stimulation (Aggregate): The 
major Federal housing programs enacted into 
law in the period 1933-37 expl icitly stated that 

stimulation of the national economy was among 
their prime objectives. The public housing pro
gram was supported at least as much for its em
ployment potential as for its impact on housing 
conditions. Programs of rehabilitation and new 
construction have an obvious and immediate im
pact on the national economy, especially on the 
participants in housing production. The former 
221 (d)(3) program and, even more importantly, 
the sections 235 and 236 programs were respon
sible for a significant amount of new construc
tion in recent years. 

Housing allowances are at a disadvantage in 
this respect. Their impact on the housing indus
try are less direct, less extensive, and less 
certain. In particular areas, where the housing 
market demonstrates sufficient supply elasticity, 
subsidies to consumers will in part be translated 
into housing investment activities by private 
landlords and investors. Elsewhere, the supply 
effect will be more diffuse. Increased I~vels of 
maintenance and rehabilitation will include small, 
local suppliers of housing services. In older 
urban areas, this type of direct consumer sub
sidy may be of greater importance to inner city 
development than new construction, which is 
more concentrated, but narrower in geographic 
impact. 

Again, it should be emphasized that the pol
icy implications of this characteristic of housing 
allowances should be considered within the con
text of the Nation's total housing policy and of 
the target populations of subsidy programs. It 
may well be that housing programs in this con
text cannot properly serve both macroeconomic 
and social welfare objectives, and that to meet 
the housing needs of low and moderate income 
families, macro production and stabilization 
objectives have to be secondary. There already 
exist a wide range of fiscal and monetary tools 
to stimulate housing construction and moderate 
fl uctuations. 

Minority Economic Opportunity: Housing al
lowances, to the extent that they are utilized by 
owners for increased maintenance, will probably 
support minority employment and entrepreneur
ship to some degree. Increased maintenance 
provides economic opportunities with relatively 
low thresholds of entry, in terms of capital, pro
fessional training, and experience. There will 
also be the possible development of information 
and counseling agencies to support program re
cipients. But the most important and potentially 
most significant impact of the program will be 
the increase in mobility and locational choice of 
program recipients and the consequent improve

. ,. ---.- ~--...... ...... ----"""".
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ment in their access to existing and new employ
ment opportunities. In most metropolitan areas, 
employment growth has occurred primarily within 
the suburban portions of the region, beyond the 
effective reach of many inner city residents. To 
the extent that housing allowances permit central 
city minority residents to overcome existing limi
tations on residential opportunity in those areas 
where employment is growing, and allow them to 
move from the central city, the program may have 
overall benefits far exceeding its direct effects. 
In contrast to the situation regarding the housing 
industry, these employment benefits would im
pact on the target populations of the housing 
programs, rather than on other participants in 
the economy (homebuilders, construction union 
members, etc.). It is not a paradox, but an es
sential feature of the program, that housing al
lowances may operate to place initial recipients 
in a position of job access that can remove them 
from the segment of the population requiring 
subsidy. Ths positive potential of the program
its ability to draw on a considerably vaster pool 
of resources to solve the income insufficiency 
that underlies much of the housing problem
could prove to be one of its most important fea
tures. 

Urban Growth Patterns: Housing allowances 
will make four important contributions to the 
continued and heightened viability of urban 
areas. First, to the extent that recipients utilize 
allowances within the central city, they may sup
port and increase the inner city property tax 
base and accompanying revenues. Second, in

creased levels of maintenance and rehabilitation 
may contribute to the continued utility of the ex
isting housing stock, and increased rental pay
ments may renew the involvement of responsible 
landlords. This is important for older suburbs in 
the inner rings as well as for central cities. 
Third, higher rent rolls in the existing housing 
stock may enhance the local government's ability 
to impose and enforce reasonable standards of 
physical condition. At present, there is a consid
erable reluctance in city housing agencies and in 
local housing courts to regulate owners of sub
standard housing where the marginal economics 
of operations, which are in large part a function 
of inadequate present and potential revenues, 
make sufficient maintenance activities an un
realistic course. In these cases, abandonment is 
a real and present threat. Increased rental reve
nues made available through housing allowances 
will reinforce local agency confidence in de
manding improvements to standard levels. 
Fourth, housing allowances may provide the op
portunity for a reversal in the mobility patterns 
that increasingly have made central cities into 
concentrations of the poor and minorities. Each 
recipient family or household must make its own 
locational decision, and there will be a consider
able number who prefer to remain in the central 
city. But a substantial dispersal effect is highly 
probable, with the mutually reinforcing benefits 
for the c~ntral cities of reducing the concentra
sion of poor families and reducing the role of the 
suburbs as insulated havens . 

.' 
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Issues in Equal Access to Housing 
Under Revenue Sharing Programs, 
Housing Allowance Programs, 
Production-Oriented Programs, and 
Housing Preservation Programs 

By National Urban League Development 
Foundation 
Betty Adams, Richard H. Mapp, Thomas C. 
Gale, John E. Gaynus, and Daniel D. Morse 

Foreword 

Two general categories of issues must be 
addressed regarding equal access to housing: 
(1) civil rights and (2) affirmative action to 
achieve equitable results. The U.S. Department 
of Housing and Urban Development (HUD) is 
charged and legally obliged to pursue activities 
to maximize and improve compliance pursuant to 
applicable statutes and Executive orders dealing 
with discrimination on the basis of race, creed, 
color, sex, or national origin. These directives in
clude Titles VI and VII of the Civil Rights Act of 
1964, Title VI II of the Civil Rights Act of 1968, 
Section 3 of the Housing and Urban Develop
ment Act of 1968, Executive Orders 11246 and 
11375, and related policies and procedures. 

The four housing program areas (revenue 
sharing, housing allowances, production-oriented 
programs, and housing preservation programs) 
that are 'being reviewed by the HUD Housing 
Policy Task 'Force have two general forms with 
respect to equal access. They are either oriented 
toward a broad segment of the total housing 
stock on the market, or they are targeted toward 
specific segments of the housing market. Preser
vation programs may take either or both forms. 

Problems and questions regarding . civil 
rights and affirmative action issues are quite dif
ferent for each of the alternative housing pro
gram areas being considered by the task force. 
For this reason, and because administrative pro

cedures will differ with regard to matters affect
ing equal access issues for each alternative pro
gram area, we have prepared four issue papers 
that include recommendations for each alterna
tive program area: 

I. 	 Issues and Recommendations: Equal Access 
to Housing Under Revenue Sharing Programs 

II. 	 Issues and Recommendations: Equal Access 
to Housing Under Housing Allowance Programs 

III. 	 Issues and Recommendations: Equal Access 
to Housing Under Production-Oriented Pro
grams 

IV. 	 Issues and Recommendations: Equal Access 
to Housing Under Housing Preservation Pro
grams 

In each of the issue papers, equal access issues 
are presented as they apply to the respective al
ternative program area and as they apply opera
tionally to the principal current proposals rele
vant to each alternative. 

Issue Paper I, "Issues and Recommenda
tions: Equal Access to Housing Under Revenue 
Sharing Programs," focuses on issues regarding 
housing programs generally, and provides spe
cific recommendations regarding the implications 
thereof with respect to: (a) the point in time at 
which equal access to housing must be consid
ered in the administration of a revenue sharing 
program by State and local governments; (b) 
tools of intervention available to the Federal 
Government that can be utilized to ensure equal 
access to housing; (c) Federal legislative and 
regulatory changes that will promote equal ac
cess to housing; and (d) the implications that 
arise when equal access to housing is related to 
State or local housing subsidy programs. 

The second paper, "Issues and Recommen
dations: Equal Access to Housing Under Housing 
Allowance Programs," discusses the administra
tive measures that can be taken to effect equal 
access through allowance programs, and the 
effectiveness of such measures with respect to 
several of HUD's present approaches to equal 
access through fair housing law enforcement. 
MajoJ attention is given to the delivery of effec
tive fair housing law enforcement in the Experi
mental Housing Allowance Program, the potential 
impact of allowances on housing market prac
tices generally as well as in new communities 
and in redevelopment areas, the potential impact 
of allowances on housing quality and market de
mand, neighborhood improvement and citizen 
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participation as a means of achieving equal ac
cess, and the delivery of housing allowances as 
one element of a positive intervention strategy to 
control housing quality. The last section of the 
paper, "Earmarked Allowances and Individual 
Freedom," reduces the current revival of this 
19th century debate to the essential question of 
whether or not the Federal Government deems 
housing benefits necessary. 

The third paper, "Issues and Recommenda
tions: Equal Access to Housing Under Produc
tion-Oriented Programs," contains recommenda
tions to ensure that the progress made thus far in 
achieving equal access under production-oriented 
programs will not be lost. Discussion is included 
regarding key aspects of production-oriented pro
grams that are essential if minorities, as con
sumers or as developers, are to be assured op
portunities for equal access. 

The need to recognize the issue of equal 
access to housing under housing preservation 
programs as directly related to existing open 
housing market operations is the underlying 
theme of discussions contained in the fourth 
paper. A detailed discussion is provided regard
ing the relation of market trends to racial transi
tion and investment strategies. Recommendations 
for "A Model Neighborhood Preservation Pro
gram" are presented in Attachment A. 

On January 5, 1973, the President announced 
the cancellation of certain community develop
ment programs and the curtailment of funding 
of the production-oriented low and moderate 
income subsidy programs. At that time, HUD 
stated its belief that there was a sufficient 
number of housing applications already being 
processed to maintain a suitable level of produc
tion and to support the home building industry. 
In the President's Second Annual Report on Na
tional Housing Goals to the Second Session of 
the 91st Congress, he observed that: 

... the goals established by Congress in the Housing 
Act of 1966 still seem to be a reasonable expression of the 
magnitude of overall needs. Although the call for 26 million 
units in ten years, including 6 million subsidized units for 
families of low and moderate income, should not be re
garded as a specific and prescriptive statement of require
ments in exact numbers, it does serve as a useful guide
line for measuring progress. 

Current indicators, however, do not support 
that premise and show a serious decline in 
housing starts since the announced moratorium. 
Even with an increase in the annual volume of 
housing starts, blacks with only two-thirds of the 
income of whites will be hard-pressed to com
pete in the housing market. An analysis of the . 

reduction in the gap between the median in
comes of minorities and the median income of 
whites between 1960 and 1970 indicates that if 
the present rate of reduction of the gap is main
tained, closure will not occur until after the year 
2000. 

The Federal system of the United States is 
ideally suited to promoting vital and diverse 
urban areas with a choice of living environments 
for all residents. The functions of the Federal 
Government are guidance, coordination, and in
surance of standards of the rights of citizens. 
The Federal system is stabilized by Federal 
guarantees of standards regarded as the rights 
of citizens. It should be a matter of policy for the 
Federal Government to assume any function of 
the housing and urban development system that 
is not adequately performed by the appropriate 
elements. The Federal Government must con
tinue its role in housing policy development and 
enforcement, giving special consideration and at
tention to equal access concerns. 

Issues and Recommendations: 
Equal Access to Housing Under 
Revenue Sharing Programs 

A major concern of the National Urban 
League relates to the effect that general and 
community development special revenue sharing 
programs will have on present Federal civil 
rights enforcement efforts by HUD and other de
partments with housing programs. Without ques
tion, proposed "New Federalism" programs like 
the Better Communities Act will significantly shift 
civil rights enforcement responsibilities from 
Federal to State and local governmental units. 
However, preliminary indications show that a siz
able percentage of these units will likely have an 
immediate reduction in their commitment to and 
enforcement of civil rights sanctions once reve
nue sharing program benefits enter their respec
tive jurisdictions. For example, the present Fed
eral general revenue sharing program (the State 
and Local Fiscal Assistance Act of 1972) has a 
statutory nondiscrimination provision that applies 
to race, color, national origin, and sex. However, 
the Federal Government must realistically con
cede a greatly reduced Federal enforcement ca
pacity under this program, since the Treasury 
Department's Office of Revenue Sharing has the 
primary responsibility to supervise, monitor, and 
enforce the civil rights provisions of the general 
revenue sharing program for more than 38,000 
State and local governmental units. Local super

1292 



vision of a national legal commitment to civil 
rights will not likely have the necessary coordi
nation and support of the Department of Justice 
or other relevant Federal departments like HUD 
to assist nondiscrimination efforts made by State 
and local governments under a New Federalism 
approach to Federal community development 
programs. 

An analysis and comparison of the general 
revenue sharing program with equal housing op
portunity shows that general revenue sharing re
cipients are authorized to expend funds for 
housing and community development activities. A 
chronic national housing shortage indicated that 
the issue of equal access to housing relates di
rectly to the availability and to the condition of 
the housing stock in a given market area. Under 
the general revenue sharing program, the use of 
general revenue sharing funds for the creation of 
a municipal loan guarantee program, for new 
construction, for counseling and other fair hous
ing programs, or for the financing of a municipal 
homeowner rehabilitation program would appear 
to increase the housing supply and, presumably, 
enhance housing opportunities. However, surveys 
completed by the Senate Subcommittee on Inter
governmental Relations and the Office of Reve
nue Sharing show an apparent ignorance or lack 
of concern for the marriage of increased housing 
opportunities to the general revenue sharing pro
gram by State and local governments. Similarly, 
pending congressional bills on community devel
opment special revenue sharing offer little hope 
for improving housing accessibility for blacks, 
other minorities, or the poor. For example, units 
of government applying for community develop
ment financial assistance under S. 1744 (the 
Community Development Assistance Act of 1973) 
are not even specifically required to enforce any 
Federal civil rights laws, regulations, or policies 
as a condition precedent to receipt of grants or 
loans under the proposed act. The administra
tion's S. 1743 (the Better Communities Act) does 
not contain this glaring and puzzling omission. 
However, there are draft legislative proposals 
that could accomplish the same result by reclas
sifying all Federal funds received under special 
revenue sharing programs as non-Federal mon
ies upon receipt by State and local governments. 
If these proposals are accepted, they will cer
tainly make a Federal civil rights enforcement ef
fort and HUD's Equal Opportunity Office program 
goals a moot exercise in enforcement futility. 
However, even the ultimate congressional pas
sage of legislation identical to S. 1743 will offer 
little equal housing opportunity enforcement re

lief because it will not require HUD to compel 
State or local officials to enforce its nondiscrimi
nation provisions with un iformity throughout the 
country. If HUD's self-analysis of its enforcement 
of the "area of minority concentration" criteria is 
a guide for future HUD performance in this area 
(Implementation of HUD Project Selection Crite
ria for Subsidized Housing: An Evaluation, De
cember 1972), uniform enforcement of laws and 
regulations relating to equal opportunities in 
housing (with or without community development 
special revenue sharing) is apparently impossible 
without strong HUD top-level guidance and a 
more independent HUD Office of Equal Opportu
nity. 

A second HUD study also ind icates that the 
Federal Government has the sole capacity to en
force civil rights laws adequately.1 HUD's 
Planned Variations Demonstration served as a 
revenue sharing preview to measure program 
management accomplishments. The program ex
perience in seven out of 20 participating cities 
has revealed that the priorities of the Model Cit
ies program have changed in these cities so that 
a greater proportion of Model Cities funds is 
now devoted to physical development rather than 
to social services programs (which may include 
equal housing opportunity programs) . These HUD 
conclusions indicate to the National Urban 
League that the present Federal general revenue 
sharing program and pending Federal community 
development special revenue sharing legislative 
proposals do not appear to offer increased ac
cess for citizens historically discriminated against 
due to race, color, national origin, or sex. The 
remainder of this issue paper analyzes several 
equal access problems as they relate to revenue 
sharing and offers remedial recommendations 
for them. 

Issue #1 

At what point in time must equal access to 
housing be considered in the administration of a 
revenue sharing program by State and local gov
ernmental units? 

Consideration has to begin at the time Fed
eral regulations are initially drafted for the pro
gram. When the State and Local Fiscal Assist
ance Act of 1972 passed the Congress, the 
Treasury Department's initial draft regulations for 
implementing the nondiscriminatory and publica
tion provisions of the act were little more than 

1 Community Development Evaluation Series No. 7 Planned V; rl a
tions: First Year Survey, Oct. 1972. 
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verbatim recitals of the basic statutory provi
sions. However, objections raised by the Na
tional Urban League influenced the Treasury 
Department to strengthen its publication require
ments in the final regulations. Because of this 
regulatory modification, recipients of general 
revenue sharing funds are now required to ad
vise all minority and bilingual newspapers in the 
area about municipal plans for the expenditure 
of general revenue sharing funds. 

The nondiscrimination and public notice 
statutory provisions of the proposed Better Com
munities Act appear to recognize the regulatory 
experience of the Office of Revenue Sharing. 
However, the act's public notice requirements 
relative to State and local statements of commu
nity development activities appear much too 
weak for effective enforcement of applicable fair 
housing legislation. In order to promote equal 
access to housing throughout the country, the 
Better Communities Act must require publication 
as a realistic opportunity to inform our minority 
and bilingual citizens. In addition, the act should 
require chief executive officer certification of 
compl iance with a.pplicable Federal civil rights 
laws and regulations as a condition for receipt 
of special revenue sharing funds. A recommen
dation for increased public participation was 
made by the National Urban League in testimony 
before the Housing Subcommittee of the House 
Banking and Currency Committee in 1971 on 
proposed legislation that related to the authori
zation and creation of metropolitan housing 
agencies. 2 

Issue #2 

Can the Federal Government ensure equal 
access to housing at any point? 

The evidence suggests that the Federal Gov
ernment can ensure equal access only if it has 
the support of the entire executive branch to en
force and monitor Federal civil rights laws and 
regulations that will cut off financial assistance 
for noncompliance. Both the general revenue 
sharing legislation and the proposed Better Com
munities Act provide for fund cutoffs when fund 
recipients are administratively determined to be 
in noncompliance with nondiscrimination provi
sions. Similarly, HUD's affirmative fair housing 
marketing regulations expressly provide for finan

2 "'Hearings, Housing and Urban Development Leglslation-1971 , 
Part 2,"' Committee on Banking and Currency, Subcommittee 
on Housing, 1971 , pp. 689, 701. 
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cial cutoff and inability to take part in HUD pro
grams for noncompliance (Section 200.635). 
However, these civil rights enforcement tools 
plus Section 602 of the Civil Rights Act of 1964 
(financial assistance termination for discrimina
tory activities) are only as strong as .the Federal 
Government's will to vigorously administer them. 
In most cases, the Federal Government has 
taken a timid and defensive stance with regard 
to enforcement of regulations designed to pro
mote equal housing access. This passive policy 
is exemplified by certain regulations promulgated 
in the past 2 years to enhance equal housing op
portunities by the Comptroller of the Currency, 
the Federal Deposit Insurance Corporation, the 
Federal Home Loan Bank Board, the Federal Re
serve Board, and HUD (advertising regulations) . 
Without exception, the above-cited regulations 
were only policy statements that lacked sanc
tions for noncompliance with the enabling fair 
housing law (Civil Rights Act of 1968). 

Federal executive departments can ensure 
fair and equal access to housing only if they 
firmly commit themselves to this policy. The Na
tional Urban League believes that a more active 
use of the Federal Government's authority to cut 
off financial assistance to State and local juris
dictions that refuse or fail to provide equal hous
ing opportunities would display a good-faith Fed
eral effort to honor this commitment. 

Issue #3 

Are there any suggested Federal legislative 
or regulatory changes that will promote equal 
access to housing? 

During 1966, Congress considered the crea
tion of a Fair Housing Board with powers similar 
to the National Labor Relations Board. These 
powers would include the authority to issue 
cease and desist orders and to compel the at
tendance of witnesses at an administrative hear
ing by way of subpenas. This board would have 
special relevance today with the advent of gen
eral revenue sharing and other New Federalism 
programs. The evidence to date indicates that 
State and local governments tend to ignore the 
Federal Government's equal housing opportunity 
responsibility. A good example is the small num
ber of State and local governmental units that 
have passed fair housing laws substantially 
equivalent to the Federal Civil Rights Act of 1968 
(Title VIII). Thus, it would appear that an agency 

. like the Fair Housing Board definitely enhances 
equal housing opportunity. A board of this type 
would also have the unique Government-wide su



pervisory capacity to monitor progress, impose 
sanctions, and enforce all equal housing oppor
tunity laws and regulations. Finally, this recom
mendation relates directly to the administration's 
emphasis on Federal centralized reorganization 
because the proposed board would tend to elimi
nate Federal duplication of effort in the equal 
housing opportunity field. 

Issue #4 

What implications arise when equal access 
to housing is related to State or local housing 
subsidy programs? 

The proposed special revenue sharing hous
ing programs will tend to exacerbate State and 
local governments' historic lack of relative con
cern for equal housing opportunities. For exam
ple, these programs will cause an unfortunate di
vision of responsibility between the Federal 
Government's power to collect taxes and State 
and local governments' power to spend these 
collected revenues. This diffusion of accountabil
ity will likely cause increased State and local at
tention to program management efficiency and 
other financial administration concerns. At the 
same time, there will likely occur deemphasized 
official attention for citizen participation require
ments. We have already witnessed the demise of 
these requirements. The valuable experiences of 
citizen involvement acquired under the Model 
Cities, Community Action, and HUD's Urban Re
newal Project Advisory Committee Programs are 
now shelved for non relevance under the New 
Federalism. 

It does not appear that State or local hous
ing subsidy programs will assist equal access to 
housing efforts. Instead, these programs will tend 
to subsidize the weaknesses of many local gov
ernmental units that already have weak civil 
rights enforcement policies. Ironically, these pro
posed housing subsidy programs may also in
crease HUD's administrative workload for en
forcement of its relevant equal access regulations 
(project selection, fair housing advertising, real 
estate advertising, or affirmative marketing) be
cause many localities may initially seek to shift 
these official responsibilities to private social 
organizations (e.g., the National Urban League 
affiliates that handled equal opportunity com
plaints originating from HUD's toll-free telephone 
complaint program). This failure to promote equal 
housing opportunities at the State and local level 
is inexcusable today. However, this failure is a 
reality that can best find remedial attention from 
strong Federal enforcement. 

Issues and Recommendations: 
Equal Access to Housing Under 
Housing Allowance Programs 

There ' is widespread agreement that fair 
housing law enforcement has not been as signifi
cant or effective as desired by the Department of 
Housing and Urban Development and the constit
uents of the National Urban League or as re
quired by law. The discussion set forth in this 
paper focuses on the administrative measures 
that can be taken to effect equal access through 
allowance programs. It also examines the effec
tiveness of various administrative measures with 
respect to several of HUD's present approaches 
to equal access through fair housing law en
forcement. 

Fair Housing Law Enforcement and the 
Experimental Housing Allowance Program 

HUD has determined that, rather than bear 
the costs of adding law enforcement levels to 
the list of tested variables in the Experimental 
Housing Allowance Program (EHAP), cost 
efficiency can be attained through a simple dec
laration of a policy of perfect law enforcement 
for housing allowances. Payment for special law 
enforcement for EHAP participants should occur 
where the existing enforcement machinery is 
found to be imperfect. This policy is now in ef
fect at the two current sites (Pittsburgh, Pa., and 
Phoenix, Ariz.) of EHAP's Demand Experiment. 
Thus, policy decisions based on the findings of 
EHAP will necessarily assume perfect fair hous
ing law enforcement at the two sites, which may 
not always be the case. 

The level of fair housing law enforcement 
found at each of the sites of the Experimental 
Housing Allowance Program is an important po
tential cause of variation in EHAP results with 
respect to equal access. Likewise, in instances 
where enforcement is deficient, desired results 
of the use of allowances may not materialize. 

Nonetheless, the initiation of an equal op
portunities policy in EHAP is viewed by the Na
tional Urban League as the most positive step 
yet undertaken by HUD in the area of equal op
portunities. While the EHAP equal opportunity 
policy may be interpreted merely as establishing 
a required HUD standard for affirmative action, it 
can also be viewed as a commitment by HUD to 
obtain equal access results in any contemplated 
national housing allowance program. Effective 
fair housing law enforcement with respect to 
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housing allowances is critical in that large 
stocks of existing housing are subject to use in 
an allowance program and are therefore subject 
to HUD affirmative action policies mandated 
under Title VIII of the Civil Rights Act of 1968. 
Success in the delivery of effective enforcement 
is, of course, the key to equal access through 
housing allowances. 

The Impact of Law Enforcement: In prepar
ing material for the evaluation of fair housing 
law enforcement at EHAP's Pittsburgh site, the 
National Urban League submitted a memoran
dum to Abt Associates, prime contractor to HUD 
for execution of the EHAP Demand Experiment. 
The following excerpts from the memorandum 
will help in an assessment of the impact of the 
EHAP law enforcement policy on future forms of 
housing allowances: 

From 1968 through 1970, the Pittsburgh Urban League 
was funded by the Ford Foundation to provide antidiscri mi
nation services to minority homeseekers in the Pittsburgh 
area. The service was evaluated by NUL in 1969. Pertinent 
findings of the evaluation are that although 44% of the 
homeseekers believed they had encountered discrimination 
while looking for housing, only 2% followed through with 
legal complaints and only 8% requested the 'checking' 
services that were available to them. The conclusion of the 
NUL evaluation was that although discrimination played a 
large role in limiting the housing choices of black house
holds in Pittsburgh, the role that antidiscrimination law en
forcement could play in increasing housing choice was not 
significant. Similar services were evaluated in six other cit
ies (Cleveland, Miami, Philadelphia, Rochester, St. Louis 
and Seattle) at about the same time and with like conclu
sions. 

Only one of the cities (Cleveland) showed much 
greater use of antidiscrimination laws than Pittsburgh. With 
similar state and local laws to enforce, 30% of the Cleve
land homeseekers made use of checking services and 20% 
followed through with ,legal complaints. In Cleveland, as in 
Pittsburgh and all. the other cities, about half of the home
seekers believed they had encountered discrimination. Why 
did the Cleveland families seek legal redress more often 
than the Pittsburgh families with no discernible differences 
in the redresses available? 

The Cleveland service was different from that in Pitts
burgh in one major respect. The Cleveland program sought 
and received widely publicized support from the bar asso
ciations and the real estate associations. The Cleveland 
staff believes the acknowledgement and recognition given 
their service to the cause of law enforcement was the en
couragement needed in its use by many homeseekers. Both 
Pittsburgh and Cleveland organized and conducted tours of 
nontraditional living areas for black families . They both 
provided checkers, escorts, and legal services. The differ
ence is that Cleveland's legal and real estate establishment 
actively supported the program, while the Pittsburgh estab
lishment resisted the program. In Cleveland, the staff en
thusiastically held out the hope of quick and just resolution 
of any case pursued. In Pittsburgh, however, the staff could 
offer no more than the pursuit of prinCiple, even though the 
statutes and the enforcement machinery were and are very 
similar in Pittsburgh and Cleveland. 

Using the Urban League experience in Pittsburgh and 
Cleveland, the following may be expected to occur with 
300 black EHAP families in the Pittsburgh area: 

Minimum Advocacy 
Enforcement Enforcement 

Families encountering 
discrimination 150 150 

Legal cases to be filed 6 60 
Cases to be checked 24 90 

This projected expectation compares most positively 
with the actual 1972 discrimination caseload in Pittsburgh 
which follows : 

City Human Relations Commission-34 
cases (4 referred by HUD) 

State Human Relations Commission in Alle
gheny County-42 cases (7 referred by HUD) 

In addition, the Commonwealth of Pennsyl
vania filed 20 cases which it originated 
through probes of the market. 

An advocacy program will not show maximum effec
tiveness during the first moves of participants or during the 
first year of the program. The effects of advocacy will only 
be known by moves during the second and following years 
of the program. 

Cost comparisons between a minimum enforcement pro
gram and an advocacy program can be expected as fol
lows: 

Minimum Advocacy 
Enforcement Enforcement 

Staff: Director @ $15,000 $7,500 $15,000 
Legal @ $20,000 4,000 20,000 
Clerical @ $ 8,000 4,000 8,000 

Checkers @ $5.00 Per Hour 500 2,000 

Total $16,000 $45,000 

Due to consistency of Urban League data 
from city to city, the preceding tables provide a 
reasonable basis for estimating the load on fair 
housing law enforcement agencies and for esti
mating the costs of implementing equal access 
housing allowance programs. This assumes nom
inal changes in housing market procedures and 
practices in the full-scale implementation of 
housing allowances. Thus, it can be assumed 
that in the Pittsburgh area enforcement needs to 
fight racial discrimination against blacks exclu
sively (sex, age, and family size are other com
mon forms of housing discrimination) will cost 
$500,000 a year for the smallest possible opera
tional program. Nationally, an effective law en
forcement program in conjunction with a national 
housing allowance program may be expected to 
cost in excess of $200 million per annum. 

With respect to existing equal opportunity 
legislation, the cost of following up the policy in
itiated in the Experimental Housing Allowance 
Program or in any national program of allow
ances appears to be prohibitive. However, if one 
assumes that, once eradicated, discrimination is 
a nonrecurring disease, a cost of $1 billion for 
removing housing discrimination from the Na
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tion's list of social ills within 5 years may be 
considered a bargain. 

The Federal Obligation: As cited previously, 
the legal obligation of the Federal Government 
to provide equal access flows from fair housing 
laws (primarily Title VIII). However, HUD may 
also be motivated to effect equal access out of 
moral commitment. Underlying the discussion of 
equal access issues that follows is the realiza
tion that equal opportunity program motivation 
by HUD will vary significantly and will relate di
rectly to whether or not, and to what extent, 
HUD views its responsibility as originating solely 
from legal sanctions or from a moral commit- · 
ment as well. 

The Impact of Allowances on Housing 
Market Practices 

HUD intends to measure the impact of hous
ing allowances on urban housing markets 
through the Supply Experiment of the Experi
mental Housing Allowance Program. However, 
since the results of this project will not be avail
able for several years, we must discuss market 
practices in terms of a theory of market behav
ior. The National Urban League has developed a 
theory that relates urban housing markets to 
equal opportunities, i.e., equal access to hous
ing. The theory is based on research into hous
ing market behavior 3 combined with intuitive 
judgments based on Urban League experiences. 

The theory hypothesizes that equal access 
to housing through housing allowances relates to 
the shifts betweer:l market areas as described 
below. Based on this model, allowances can be 

Housing Market Racial 
Area Characteristics 

expected to decrease demand in uninvested areas 
and to increase demand in full investment and 
disinvestment areas. 

It is important to recognize that the fate of 
urban neighborhoods is determined by the con
sensus of investment opinion concerning each 
neighborhood. Investment decisions are made by 
three general types of investors: (1) residential 
mortgage investors, (2) commercial investors, and 
(3) public sector investors. Allowances can be 
used as a tool to implement investment decisions. 

New Communities: New communities on 
suburban open land and on HUD-assisted rede
velopment land areas exemplify the impact made 
on urban development by commercial investors. 
Typically these investors seek to aggregate land 
parcels on a scale sufficient to create interactive 
commercial and residential developments that 
will attract middle and upper income residents. 
HUD's New Communities Program experience in
dicates that incentives to market actively and 
plan for lower income residents in new develop
ments are presently lacking because lower in
come families do not contribute to the market 
power that developers desi re in order to attract 
"top drawer" commercial tenants and investors. 

Housing allowances provide unique oppor
tunities for developers of new communities to 
expand the market for new communities to lower 
income families and individuals. Rent or housing 
purchase money alone, however, will not mu
tually benefit developers and lower income fami
lies. A higher level of social services is neces
sary. Unless developers are induced or legally 
compelled to plan for appropriate social serv-

Investor Equal Opportunity 

Strategies Strategies 


Full Investment Area Predominantly 

white 


Disinvestment Area Transition or pro
jected transition 
white to minority 

Uninvested Area Predominantly 

minority 


Reinvestment Area Reestablishment 

of whites 


'The National Survey of Housing Abandonment, Third Edition, 
Center for Community Change and National Urban League, 
New York, Mar. 1972; Analysis of Changes In the Black Sub
market for Housing 1950-70, National Urban League, New York, 
May 1972; Where the Lender Looks First: A Case Study of 
Mortgage Disinvestment in Bronx County, 1960-1970, National 
Urban League, New York, Apr. 1973. 

Exclusion of 
minorities 

Rapid transition 

Exploitation of tenants 
and abandonment 

Relocation of 
minorities 

Open access, economic 
and racial integration 

Package services mutually 
beneficial to residents 
and investors 

Maintain social services 
and plan for develop
ment 

Obtain participation for 
residents of redevelop
ment 
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ices, they are not likely to rise to accept the 
"carrot" offered in the form of housing allow
ances. Furthermore, housing allowances alone 
will not promote equal opportunities in new com
munities. It is therefore necessary to include the 
costs of social planning and affirmative market
ing for lower income families in new communi
ties development financing. 

To the extent that the Federal Government 
is instrumental in financing new communities, it 
can regulate equal opportunities practices in 
new communities development. However, present 
Federal regulations that induce equal opportuni
ties objectives will quite likely make the use of 
Federal guarantees less desirable and even non
competitive with private financing .unless the 
Federal financing program includes the cost of 
the needed social planning. Effective coordina
tion of new communities development and equal 
opportunities policies (using housing allowances 
and other available tools to make equal oppor
tunities financially feasible in new communities) 
could be accomplished if these policies were im
plemented at the level of government that is re
sponsible for providing social services. This level 
of government should require social planning for 
all new developments. The Federal Government, 
by appropriate legislation, should insure that 
local governments-whether State, county, or 
municipal-will assume this responsibility. 

Alternatively, the Federal Government can 
ensure local government action by withholding 
funds that affect a geographic area larger than 
the particular development in question. This 
larger area should be at the scale of a total 
housing market area or an urban investment 
area. Smaller area jurisdictions that may desire 
to exclude new development for reasons not 
consistent with national housing policy goals 
could use the threat of sanctions to withhold co
operation with developers. A multijurisdictional 
approach, on the other hand, is more likely to 
lead to realistic anticipation of the benefits to be 
reaped from new developments. Therefore, the 
Federal Government should be diligent in hold
ing State governments responsible for the super
vision of social service programs developed by 
local governments. 

State governments should have discretionary 
authority to implement their own sanctions and 
to design methods for meeting these additional 
responsibilities. In order to assure that State 
sanctions are used to counter rather than to sup
port improper actions, the Federal Government 
must have ultimate monitoring and sanctioning 
powers over State governments stipulating 

clearly that States, in turn, cannot levy sanctions 
selectively. The consequences of improper prac
tices must be felt in all the jurisdictions within 
the impacted area. 

Similar authority and responsibility should 
apply to redevelopment activities. Developers in
volved with clearing land suitable for redevelop
ment may utilize housing allowances to assist 
area residents. However, if relocation benefits 
and guaranteed housing subsidies are available 
to lower income families, developers may find it 
easier to acquire the cooperation of local gov
ernments in acquiring funds for land clearance 
and redevelopment only. 

Redevelopment Areas: Redevelopers, like 
new communities developers, seek to provide 
development land for employers and entrepre
neurs as well as coordinated residences for the 
employees and customers of those establish
ments. Even with allowances, many families re
siding in the target areas for redevelopment will 
not become employees and customers of the 
firms the developer must attract. Developers, 
therefore, have little incentive to plan for the use 
of housing allowances in a manner that tends to 
promote equal opportunities. The question that is 
raised here is whether or not housing allowances 
can be used in redevelopment planning proc
esses to promote equal opportunities. 

Housing Quality and Demand: Theoretically, 
housing allowances can cause the creation and 
distribution of more high quality housing than 
existed in a housing market area at the inception 
of a housing allowance program. When this oc
curs, redevelopment can be expected to create 
better quality housing and to eliminate lower 
quality housing, thus acting to increase the over
all level of housing quality in the total market 
area. Redevelopment raises total quality more ef
ficiently than does new development. Assuming 
this to be true, housing allowances may be a 
very powerful tool for the provision of equal op
portunities for access in the redevelopment proc
ess. 

Effective distribution of higher quality hous
ing is possible only if the redevelopment process 
does not reduce housing quality elsewhere in the 
housing market. The common result of urban 
renewal, however, has been the general lowering 
of housing quality due to displacements, thus 
causing greater demand for low quality housing. 
Can allowances create a demand for higher 
quality housing coincident with rent schedules 
that are realistic in terms of the lower income 
housing market? If not, there will be greater low
ering of housing quality than is presently the 
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case with urban renewal. The danger is that with 
a larger number of housing units subject to 
lower income demand resulting from the availa
bility of housing allowances, low maintenance 
standards may, therefore, be instituted in a 
larger segment of the housing market. 

The Demand Experiment of the Experimental 
Housing Allowance Program includes a Housing 
Information Program that attempts to develop de
mand for better housing. This individual demand, 
however, does not produce a general demand 
for better housing quality because housing qual
ity is not demand-stimulated in a vacuum. Im
proved housing quality is the result of investment 
strategies that are pursued through property 
management practices that only cOincidentally 
and superficially take demand into account. 

The National Urban League research cited 
earlier concluded that investment strategies con
trol housing demand (as reflected by the urban 
renewal experience) and can be almost immune 
to demand because urban housing market de
mand reacts illogically to minority-group housing 
demand. We acknowledge opinions that differ 
from this conclusion. A discussion of alternative 
theories is given in a companion to this paper 
entitled "Equal Access to Housing Under Hous
ing Preservation Programs." (The device of many 
housing economists in describing and generally 
classifying minority demand under a term such 
as the "demand for slum housing" does not en
hance their credibility or sensitivity.) The essen
tial pOint is that housing quality can and has 
been demonstrated to be relatively unresponsive 
to degrees of demand in the minority submarket. 

EHAP's Housing Information Program is a 
necessary but insufficient means for aggregating 
lower income demand for better housing quality. 
We contend that the consideration of community 
demand for better housing quality is as impor
tant as the consideration of individual demand. 
The empowerment of neighborhoods to provide 
housing management · coincident with housing 
costs supported by a housing allowance program 
as a replacement for present investment strate
gies represents the most effective means for 
achieving equal opportunities. 

Neighborhood Empowerment and Citizen 
Participation: Neighborhood power is a responsi
bility of local government. Monitoring the exist
ence or nonexistence of neighborhood power by 
the Federal Government appears more difficult in 
this case than with respect to coordinating social 
and development planning. 

Loc~ 1 governments traditionally seek the 
greatest amount of revenue from property taxes. 

They invest in economically stable communities 
to increase and protect their investment attrac
tiveness. Therefore, local governments can be 
expected to view housing allowances as a tool 
to spur redevelopment and to replace low-rated 
tax properties with higher rated tax properties. 

The only effective constraint on pure eco
nomic justification for local government deci
sions is citizen participation in the rlOdevelop
ment planning process, especially effective 
citizen participation by residents of proposed 
redevelopment areas to make the key decisions 
concerning redevelopment versus rehabilitation. 

The well-documented experience of urban 
renewal shows that equal opportunities are 
usually violated and equal access opportunities 
are severely limited in redevelopment projects 
that do not include appropriate resident input in 
redevelopment plans. With suitable technical as
sistance, such citizen groups may be able to 
wield their housing allowances as instruments to 
implement their plans. Citizen participation has 
been very weak because of the absence of such 
a tool. 

It is unwise and unjust to disregard citizen 
participation in planning. On a demonstration 
basis, the Federal Government should assume a 
role for housing allowances as they relate to re
development as it has done with Project Area 
Committees under the Federal urban renewal 
program. In other words, citizen planning groups 
should be required as a condition for the distri
bution of funds. The citizen planning groups 
should be empowered with rights that include 
making decisions that favor redevelopment or re
habilitation. 

We do not conceive of any viable alternative 
to the empowering of neighborhoods to organize 
and monitor the use of housing allowances. We 
therefore recommend that local governments be 
given responsibility for qualifying the desired 
market response from housing allowances and 
for empowering neighborhoods to achieve the 
desired response. The Federal Government 
should approve the plan and therefore the mag
nitude of allowances to be delivered in the juris
diction. Since housing markets are generally 
larger than political jurisdictions, State govern
ments should assume the planning and coordina
tion function with local government participation. 
Without such protection, we believe that racially 
determined urban housing market systems will 
inevitably consume the allowances without pro
moting equal access. Without neighborhood de
cisionmaking power, a more appropriate housing 
subsidy for the promotion of equal opportunities 
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• 
appears to be a subsidization of housing acquisi
tion costs. This subsidy could be used by minor
ity persons in existing housing markets to 
achieve homeownership without fears of subse
quent inability to sell because the mortgage prin
cipal is too high for market conditions. This is 
usually the case with present Federal subsidy 
programs for older housing. In conclusion, we 
believe that allowances are an effective tool for 
increasing housing quality for lower income 
households if neighborhoods can collectively use 
allowances to break down racial distortions in 
urban housing markets. For a description of a 
proposed neighborhood program, see Issue 
Paper IV, Attachment A, "A Model Neighborhood 
Preservation Program." 

The Delivery of Housing Allowances 

The National Urban League believes housing 
allowances should not only be earmarked for the 
attainment of standard quality housing but also 
should be an effective tool for directly control
ling housing quality. To accomplish this end, we 
believe allowances should be delivered on a 
neighborhood basis, according to plans for con
trolling housing quality, in magnitudes sufficient 
to accomplish the plans and in cooperation with 
other necessary actions such as code enforce
ment, packaged property management services, 
etc. (See Attachment A to Issue Paper IV, "A 
Model Neighborhood Preservation Program.") In 
redevelopment areas, allowances should be co
ordinated with redevelopment plans. In other 
areas, allowances should be coordinated with 
preservation and rehabilitation plans. 

We strongly favor the use of housing allow
ances as the primary vehicle for delivering hous
ing subsidies because allowances hold the hope 
of integrating subsidized families with house
holds in the general housing market. Supply pro
grams have demonstrated their inability to 
achieve this end. Our experience in providing 
housing services and our research into the racial 
impaction of housing markets convince us that 
direct intervention in housing markets is neces
sary for effective action against urban housing 
problems. Allowances are one element of posi
tive intervention, if they are coordinated with 
other submarket (neighborhood) activities. 

We do not have philosophical problems in in
tervening in housing markets either in respect to 
interfering in profitmaking supply activities or in 
building positive demand for better housing. Al
though hard data are lacking to relate social 

pathologies to causes in housing quality, there is 
a massive amount of data connecting social 
pathology with environments characterized by 
low quality housing.4 We believe housing quality 
is determined by forces external to supply and 
demand considerations and that, therefore, the 
concept of "demand for slum housing" should 
be irrelevant to decisions in housing policy. Our 
argument in support of this belief and contrasted 
with the argument that housing quality is purely 
income-conditioned is made in Issue Paper IV, 
"Equal Access to Housing Under Housing Pres
ervation Programs." 

Earmarked Allowances and Individual 
Freedom 

The argument that earmarked housing allow
ances may restrict the freedom of individuals to 
decide their fates has echoes of the conserva
tive-liberal debate of the 19th century over State 
welfare policies. The raging question was 
whether or not the State had a right or obliga
tion to provide more than SUbsistence assistance 
to indigents. Liberals said "no" on the grounds 
of interference in the individual's right to inde
pendence from the State, whatever the economic 
consequences. Conservatives said "yes" on the 
basis of the State's right to build its economy or 
society according to its design. The political la
bels for the sides in the debate may be reversed 
today. For much of the 20th century this form of 
welfare policy questioning has been allayed in 
recognition that modern societies are mixed eco
nomically and socially and that freedom is condi
tioned for all individuals by complex economic 
and social factors. The current revival of the de
bate in terms of whether to provide single in
come grants to indigents or multiple earmarked 
grants has the stigma of looking backward to 
simpler times with simpler issues. We must ac
knowledge the overwhelming evidence of exter
nalities in housing costs and payments that 
mock any attempt to deliver benefits without in
tervening in the structure of forces acting 
against beneficial effect. The introduction of an 
income versus intervention question in housing 
policy issues thus is essentially the question of 
whether or not housing benefits are considered 
necessary. If they are not, the Federal Govern
ment may simplify its role by abandoning its re
sponsibility for housing policy. 

• A 	 standard reference for this is Alvin K. Schorr, Slums and In
security, U. S. Department of Health, Education and Welfare, 
Social Security Administration , Research Report #1, Wash
ington, 1966. 
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The National Urban League believes the evi
dence is available to conclude that intended 
beneficiaries believe that effective housing subsi
dies are necessary. We are not impressed with 
recent data showing that lower income families 
in North Carolina might as often create savings 
as purchase better housing if delivered an 
unearmarked allowance. 5 We are unimpressed 
for three reasons : 

1. The data were not conditioned by supply 
constraints. Who knows what people will really 
do with money until they are tested in the mar
ketplace? An attitude survey regarding housing 
has the problem of separating estimation of sup
ply elasticity from behavior with elasticity in
duced. We believe the data show that people are 
well enough aware that money means less in 
housing than it does at the grocery store. 

2. The Urban League's continuing attitude 
surveys in ghetto areas as well as other surveys 
consistently show that ghetto residents consider 
housing to be among the most important prob
lems to attack-along with employment oppor
tunities and better education. 

3. The Urban League has polled 600 ghetto 
families in six different cities concerning their at
titudes toward integrated housing.G The results 
are remarkably consistent from Miami to Seattle 
and all regions in between. A whopping 85 per
cent of ghetto residents favor racial integration. 
This attitude is not based on ideals, but on a be
lief that better housing can only be obtained and 
maintained outside the ghetto environment and 
that better housing is worth separation from the 
ghetto environment. This result does not imply 
the desire to abandon ghetto culture at all costs. 
It reveals that ghetto residents distinguish CUl
tural from physical environments. 

The distinction between cultural and physi
cal environments is a necessary element of 
housing policy. All cultures are dynamic. They 
change partly in response to opportunities in the 
total environment. As stated by Levine, "We 
know from historical evidence that, however sta
ble culturally distinctive dispositions appear in 
the individual lifespan, they can and do change 
in response to environmental conditions over 

' Evaluation 01 Housing Pol/cies and Programs in Southern Rural 
Areas, Low Income Housing Development Corporation, Chapel 
Hill, June 1973. 

• The 	 Right to Live, The Freedom to Buy, National Urban League, 
New York, Feb. 1972, P. 47. 

longer periods of time." 7 Evidence shows that 
adaptation of ghetto personalities to enforced 
conditions of overcrowding, etc., are likely to 
produce cultural attributes due to causes from 
which many ghetto residents wish to seek relief. 
Only effective housing policies will give ghetto 
residents the opportunity to continue to develop 
a socially derived culture and one with physical 
cultural attributes planned into environmental 
and cultural development through physical plan
ning participation of residents of environmental 
neighborhoods. 

Lack of effective housing policies may con
demn ghetto residents to warped cultural devel
opment. The risk of this is too great to be com
pensated by a less complex Federal role. We do 
not believe the Federal Government can with any 
conscience abandon its role in housing policy 
development and results. In particular, we do not 
believe the Federal Government can escape its 
obligations through the back door of the great 
welfare debate of the 19th century. 

Summary 

HUD has taken a positive step toward imple
menting equal opportunities policies in housing 
allowances through a policy decision in its Ex
perimental Housing Allowance Program. The pol
icy requires an adequate fair housing law en
forcement environment as given in tests of other 
policies in housing allowances. Full-scale imple
mentation of this policy may cost $200 million 
per year in a national program of housing allow
ances. However, even full law enforcement may 
only affect a segment of the available housing 
stock that must be considered an equal oppor
tunities concern in housing allowances. Law en
forcement primarily provides access to the stock 
that is characterized as being in low risk, or full 
investment, areas. 

Coordinated social planning with new com
munities development and redevelopment activi
ties with empowerment of neighborhoods to 
exert demand influences on housing quality by 
ensuring sound management practices are meas
ures that must be undertaken in conjunction with 
any program of housing allowances in order to 
further equal opportunities objectives. These ac
tivities are properly the responsibilities of local 
governments with financial sanctions and moni
toring imposed by the Federal Government on 
State governments that are in turn responsible 

1 Robert A. Levine , Culture, Behavior and Personality, Aldine Pub· 
lishing Company. Chicago, 1973, p. 21 . 
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for regulating the activities of local governments. 
We further recommend that allowances be quan
tified and delivered on the basis of State and 
local government plans to stimulate positive mar
ket activity through housing allowances. We be
lieve that allowances should be delivered on a 
neighborhood basis. 

Above all, the Federal Government must 
continue its role in housing policy development 
and effectuation. Philosophical issues in housing 
allowances are side issues to the potential use 
of allowances in housing policy development. 
They must not be allowed to sidetrack efforts to 
deal with the Nation's critical housing problems. 

Issues and Recommendations: Equal 
Access to Housing Under Housing 
Production-Oriented Programs 

As the HUD-assisted production-oriented 
housing development programs have emerged in 
response to the economic ills and fluctuating 
employment needs conditioned by war, require
ments for equal access to that housing have 
been promulgated. The Department of Housing 
and Urban Development is responsible for ad
ministering equal opportunity requirements under 
Title VI of the Civil Rights Act of 1964, Title VIII 
of the Civil Rights Act of 1968, Section 3 of the 
Housing and Urban Development Act of 1968, 
Executive Orders 11063, 11625, 11246, 11375, 
and 11478, as well as for enforcing appropriate 
regulations, procedures, and directives of HUD, 
the Department of Labor, the Civil Rights Com
mission, and the Civil Rights Administrative Ac
tivities of the Department of Justice. The Office 
of the Assistant Secretary for Equal Opportunity, 
which was established to ensure that all HUD 
programs are designed and implemented to pro
mote equal opportunity for all persons intended 
to benefit from the program and which has the 
strong support of the Secretary, is responsible 
for assuring that the departmental responsibility 
for civil rights enforcement is implemented. 

Equal Opportunities and Housing 
Development 

Traditionally, the homebuilding industry and, 
to a lesser degree, commercial developers in the 
United States have been fragmented, relatively 
small, isolated operations. Therefore, the market
ing of development products has depended on 
direct contact between developers and potential 

consumers. Equal opportunities laws, if suitably 
enforced, at least had the potential for governing 
the transactions between developers and con
sumers and therefore had the potential for influ
encing development plans. 

We must recognize that these conditions are 
changing. Developers are planning and imple
menting designs for planned-unit developments, 
new towns, and large-scale redevelopment proj
ects. Profits from the sale of homes are not al
ways the motivation behind these efforts; rather, 
the scheme is to provide homes for residents 
who will become customers of nearby commer
cial developments. Thus, sales and lease 
charges are set so that the commercial proper
ties return the major profit to developers. To 
succeed in such schemes, developers must be 
able to offer higher income consumers to their 
commercial tenants. A captive market of poor 
families is less attractive than one of big spend
ers. 

The result of this particular means of devel
oping and redeveloping property is an increased 
trend toward economic segregation in urban 
areas. The social consequences of this trend are 
obvious. Chief among them will be increased ra
cial segregation due to the facts of income dis
parity among races in the United States. 

We believe that the Federal Government is 
the only agent with the capacity to deal with the 
equal opportuniities issues that are raised by 
current development trends. Any future forms of 
Federal housing subsidy must be designed and 
delivered to promote economic integration of 
new developments. There must also be Federal 
monitoring and sanctions with respect to State 
and local exercise of police powers in the field 
of development planning with the aim of provid
ing access for all income groups to new devel
opments. 

Minority Involvement in the Production 
Process 

The housing production process centers 
upon one factor perhaps more important than 
any other-the control of land. Without it, other 
production functions cannot occur. Additionally, 
the assemblage of a competent development 
team with members who are experienced in 
those processes that relate to the specific proj
ect to be created is imperative. 

Once the land is under control and the de
velopment team members are selected, the suc-, 
cess or failure of the project depends, in large! 
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part, on the maximum availability and use of le
verage. This is true whether the project is to be 
a luxury development or housing for persons of 
low-to-moderate income. It is especially true 
when the sponsoring/developmental entity com
prises minority representatives exclusively. His
torically, the vast amounts · of monies necessary 
to control land, to retain lawyers, architects, sur
veyors, engineers, etc., and to meet the equity 
investment requirements established by the 
American banking system have not been avail
able to well-intentioned minority developers. 

'it is for these reasons that the Housing Act 
of 1968 and later legislation and guidelines 
sought to provide for the maximum use of lever
age to make effective minority and community 
participation in the actual production of housing 
a reality. Additionally, attempts were made to 
bring to bear the vast equity resources available 
in the private sector in the form of limited inves
tors. From 1968 on, as the Nation's developing 
housing programs specifically directed attention 
toward minority involvement, the problems of 
lack of capital and expertise were recognized . 

A key development was utilization of the 
nonprofit sponsorship mechanism (which had 
been in existence since 1959) as a device to pro
vide for the maximum use of leverage and maxi
mum exposure of minorities to areas previously 
unavailable to them. The process allowed for 100 
percent mortgage financing and provided that 
these monies necessary for initial "seed" expen
ses were completely recoverable from mortgage 
proceeds. This eliminated the need for any 
money whatever on the part of the sponsoring 
entity and facilitated "minority control" of the 
development process. As in any learning proc
ess, the uninitiated must have a beginning point 
and as such, the nonprofit mechanism served 
this purpose. Although there has not been to 
date a thorough evaluation of the overall long 
term experiences of the nonprofit sponsor, its 
role as a catalyst for the involvement of minori
ties in the housing process is well documented. 

Additional minority participation and com
munity involvement came about through the 
urban renewal process, which allowed for "proj
ect area committees" composed of disadvan
taged area residents who maintained signoff ap
proval or veto power over redevelopment plans 
for their respective areas. This power coupled 
with the nonprofit mechanism forced the inclu
sion of minorities in the developmental process 
by Federal, State, and municipal powers as well 
as private sector builders and developers. In 
short, the Federal programs for financing and 

land control (urban renewal) became virtually in
accessible to majority concerns without minority 
participation. Thus, the entire climate surround
ing urban redevelopment was forced into 
change. Although developmental expertise re
mained in large part the domain of the majority, 
the minority learning and "control of turf" con
cepts were born. 

Once minority input became a reality, the 
call for minority involvement in jobs and profes
sional tasks associated with the production of 
housing began to surface. While there were ca
pable minority professionals available (i.e., attor
neys, accountants, architects, etc.), minority 
involvement in the construction trades was 
severely limited due to the inaccessibility of the 
craftsmen's unions, lack of capital, and the in
ability to meet the extensive prior experience cri
teria imposed (often in a discriminatory manner) 
by government insuring offices. To combat these 
conditions, the affi rmative action and equal op
portunity programs were vigorously promoted 
downward from the Federal level. 

The affirmative action program initiated pur
suant to Executive Order 11246 provided that 
contractors on federally assisted construction 
projects of $50,000 or more were required to 
maintain an affirmative action program designed 
(1) to promote extensive outreach efforts to hire 
and train minority personnel, and (2) to eliminate 
discrimination on the basis of race, creed, color, 
or national origin. Additionally, Section 3 of the 
1968 Housing Act required that HUD provide for 
"the usage of low income residents in all phases 
of the development of HUD-assisted housing pro
duction including citizen participation in the de
cisionmaking processes as well as utilization of 
minority area businesses in the production proc
ess." Section 204 of the same act (1968 Housing 
Act) speaks to the utilization of tenants in public 
housing management activities. 

HUD was further mandated by Executive 
Order 11625 to provide for additional arrange
ments for developing and coordinating a national 
program for minority business enterprises in Oc
tober 1971. This order prompted the expansion 
of equal access and opportunity activities of the 
Department and further caused the creation of 
the "Minority Goals" program. This program pro
vided that each insuring office of the Department 
establish a target for minority business participa
tion in HUD production programs. In essence, 
the local insuring offices were required to allo
cate portions of their contract authority available 
to minority sponsorship of housing projects, mi
nority participation in construction activity on the 
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general and subcontractor levels, and the in
volvement of minority consultants, architects, 
attorneys, accountants, etc. 

In the housing finance area, an integral por
tion of the production process, the Federal Na
tional Mortgage Assoc iation (FNMA) created a 
minority opportunities program designed to facil
itate the entry of select minority individuals into 
the mortgage banking field. The program waived 
the general FHA-approved loan correspondent 
requirements regarding net worth (the $100,000 
requirement was reduced to $5,000) and pro
vided a vehicle for the injection of cash into a 
minority operation when cash flows became de
pleted due to unusually lengthy delays in mort
gage processing for delivery to investors or for 
other such unusual cases. Funds could be in
jected into the minority enterprises via the pur
chase of up to $50,000 of the enterprises' prefer
ence stock, with a repurchase clause. Later, as 
the minority operation prospered, with FNMA 
guaranteeing purchase of its mortgage "paper," 
it could repurchase its stock. 

There are fewer than 25 approved minority 
loan correspondents in the country, all of whom 
are alumni of the Minority Opportunities, Inc. 
Program. The program is presently one of those 
under the January 5, 1973, suspension. 

Under the Minority Goals · Program, the Af
firmative Action Program, and others herein ref
erenced, the numbers of minority general con
tractors and subcontractors involved in the 
construction of HUD-assisted projects increased 
markedly.8 Some of the techniques designed to 
facilitate his involvement were intended to rem
edy the historic noninvolvement of minority busi
nesses. Of the techniques employed, perhaps 
one of the most significant was the provision of 
HUD Circular 4200.2 that presented alternatives 
to be utilized in lieu of otherwise unavailable 
bonding to minorities. The circular specified the 
use of cash deposits or letters of credit where 
bonding by surety companies was unavailable. 
Additionally, FHA bonding requirements were re
moved altogether on construction projects of 
$600,000 or less. Other methods encouraged on 
the Federal level were the use of joint venture 
arrangements between minority and majority 
concerns. The arrangements encompassed the 
experience and financial strength of " big brother" 
majority construction enterprises with the strug
gling minority firm. 

8 Minority Business Participation in Housing Production-Fiscal 
Year 1972, U.S. Department of Housing and Urban Develop
ment. 

The Minority Contractors Assistance Pro
gram was designed further to eliminate discrimi
nation by the surety industry by providing 
backup guarantees to secure letters of credit 
from banking institutions for use in lieu of 
bonds, which were unavailable in the open mar
ketplace. 

Thus, the Federal Government has, since 
1968, been a major force as well as a catalyst in 
efforts to provide equal access for minority in
volvement in the housing production process. 
The successes achieved to date, though marginal 
in many instances, could not have occurred with
out the active promotion and support of the Fed
eral Government. Even the phrase "minority 
business enterprise" was vi rtually nonexistent 
prior to 1968. 

Of primary importance in the shifting of re
sponsibility for housing production-oriented pro
grams in whatever form to the States and munic
ipalities is the issue of ensuring to the greatest 
degree possible that progress toward assuring 
equal access that has 'already been made, pri
marily at the instigation of the Federal Govern
ment, will not be lost. It is therefore recom
mended that: 

• The Federal Government continue to 
require the maintenance of affirmative action 
programs designed to ensure minority group par
ticipation in State housing production programs. 

• Tax incentives of the types heretofore 
available under the Tax Reform Act of 1969 and 
relating to private sector investment in housing 
resources be continued. These provisions are es
pecially important to minority involvement in 
housing production in that now, as well as tradi
tionally, minorities do not have available the vast 
equity requirements necessary to act as spon
sors and developers of residential housing. With
out tax incentives to the private sector, housing 
production activities will revert into the hands of 
the majority sector and an important incentive to 
the redevelopment of our Nation's urban areas in 
a manner which assures equal access to devel
opers as well as consumers will be lost. 

• Programs be designed and executed to 
facilitate the transfer of ownership of low income 
housing projects from limited-dividend sponsors 
to groups organized for the benefit of tenants. 
Otherwise, it is unlikely that the initial benefits 
resulting from tax incentives will be continued 
very far beyond the point when adequate shel
ters are no longer provided. 

• The mandates inherent in Executive Or
ders 11246 and 11625 be continued and ex
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panded. The States should be required, as a 
condition of the use of revenue sharing funds for 
housing production, to maintain a minority goals 
program that allows for the allocation of specific 
redevelopment sites for minority participation 
and involvement. 

• "Seed" capital funds, similar to the pro
visions of Section 106 of the National Housing 
Act, be made available to minority development 
concerns. Such funds should be repayable from 
the profit proceeds generated from successfully 
completed projects. 

• The land write-down procedures of the 
urban renewal process be maintained and the 
Project Area Committee or like community par
ticipation vehicles be maintained to provide for 
community control of development and their des
tinies. 

• The equal opportunity procedures and 
attitudes be extended to the State programs to 
allow for redress of discriminatory grievances in 
the housing production process. 

• The minority contractor assistance pro
gram and like programs be maintained and ex
panded. 

• Training programs designed to upgrade 
the skills of minority construction-trade workers 
be maintained and expanded by the Federal 
Government and provisions be made to ensure 
that workers completing training programs are 
guaranteed access to State-controlled housing 
programs and construction projects. 

• 'Federal efforts to upgrade the skills of 
housing delivery team members be maintained 
and expanded; i.e., project management training 
programs, project development training pro
grams, etc. 

• Intensive studies be undertaken by Fed
eral and State governments to ensure efficiency 
of construction, adequacy of management and 
maintenance budgets, etc. Theoretically, the 
costs of creating standard housing units for the 
markets created under the housing allowance 
program should substantially decrease due in 
large part to the elimination of excessive fees 
and the "loading" of contractor bids to reflect 
the immense time factor inherent in the former 
FHA processing procedures. These savings 
should be passed on to the ultimate tenants in 
the form of reduced rental charges. 

• Comprehensive studies be conducted at 
the Federal and State levels on the feasibility of 
the creation of a real estate development
oriented "MESB'IC"-tYpe investment corporation 
as a mechanism to facilitate the continuing availa
bility of equity resources for housing and land 

development. As MESBICs were created princi
pally for the uplift of minority business enter
prise, this source should serve to satisfy several 
of the "equity" requirements mandated by the 
banking establishment in the financing of hous
ing development. 

In conclusion, the discussion and recom
mendations contained herein are not intended to 
serve as an exhaustive evaluation of past and 
present policies and programs, but rather to pro
vide a review of those key elements of housing 
production-oriented programs that are necessary 
if minorities as consumers or developers are to 
achieve equal access to housing under govern
ment-assisted production programs. 

Issues and Recommendations: 
Equal Access to Housing Under 
Housing Preservation Programs 

According to the 1970 Census of Housing, 
only 16 percent of black households reside in 
housing built between 1960 and 1970, compared 
with 25 percent of all households in the U.S. The 
disparity is even more evident when one com
pares the percent of black households with the 
percent of all households residing in owner
occupied and renter-occupied housing units in 
relation to the age of the structures. 

Table 1. Owner-Occupied Housing 
Units, 1970 1 

Year Built 
Occupants Prior to 1940- 1950- 1960- 1965

1940 1949 1959 1964 1970 

Percent of 
Total Households 35 12 25 13 13 

Percent of 
Black Households 42 18 20 9 8 

Table 2. Renter-Occupied Housing 
Units, 1970 2 

Year Built 
Occupants Prior to 1940- 1950- 1960- 1965

1940 1949 1959 1964 1970 

Percent of 
Total Households 48 13 15 10 11 

Percent of 
Black Households 52 17 15 7 6 

1 Percentages based on figures provided in Detailed Hous
ing CharacteristiCS. 1970 Census of Housing. U.S. De
partment of Commerce, Bureau of the Census, July 
1972. 

2 Ibid. 
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Thus, as the housing stock of the Nation ages, it 
is more likely to be occupied by a racial minority 
household, and it is likely to become renter
rather than owner-occupied housing. Of black 
households, 41.6 percent own thei r residences 
compared with 62.9 percent for all households. 

Relation of Equal Opportunities to Housing 
Preservation 

Issues in housing preservation are issues in 
equal opportunity in the sense that qualitative 
changes result from the transfer of housing re
sources from white to minority occupancy in 
aging neighborhoods. Black Americans occupy 
older housing, much of it inherited from whites. 
Such changes in ownership and management 
strategies result in housing of lower quality for 
blacks than was the case during the period of 
white ownership, even though the cost of hous
ing is more often raised than lowered as quality 
declines. 

Racial Price Discrimination: The phenome
non of price discrimination by race has been ob
served by several housing experts. Kain and 
Quigley report a consensus of a 5 to 10 percent 
surcharge in the black housing submarkel.9 
Vaughn has analyzed 1960 census data and ob
tained verification of the existence of "price dis
crimination" in housing for nonwhite versus 
white Americans.1o Likewise, the National Urban 
League has examined census data for 1950 
through 1970 as well as business data for this 
period and obtained similar verification of racial 
impact on housing market behavior.H 

Several housing experts acknowledge the 
existence of evidence of racial price discrimina
tion in housing but deny that the evidence arises 
from differential strategies in managing and own
ing white and nonwhite lower income housing. 
That is to say they assign the cause of price dis
crimination to differential incomes for whites and 
minorities. Preservation of housing as it passes 
from white to black occupancy or as it is threat
ened with racial transition according to the in
comes thesis is a function of eliminating income 
disparity. 

'John F. Kain and John M. Quigley, "Housing Market Discrimina
tion, Homeownership, and Savings Behavior," The American 
Economic Review, June 1972. 

10 Garrett A. Vaughn, "The Role of Residential Racial Segregation 
in Causing and Perpetuating Inferior Housing for lower In
come Non-whites," Journal of Economics . and Business, Vol. 
25, Temple University School of Business Administration, 
Fall 1972. 

11 Analysis 01 Changes in the Black Submarket for Housing, 1950
1970, National Urban League, New York, May 1972. 

Income Disparity: The income-disparity de
scription of housing problems has an intellectual 
history of 100 years, reaching back to Frederick 
Engels' publication of The Housing Question. In 
more recent times, however, the concept is un
derpinned by the work of Richard Muth in the 
early 1960's. In Cities and Housing, Muth states 
that theories about housing quality based on 
premises other than that income is the sole 
effective determinant of housing demand "all 
imply that the increase in the relative quantity of 
slum housing which the th~ory attempts to ex
plain, results from an increase in the supply of 
slums relative to that of good-quality housing in 
tne city as a whole. 12 Muth states three points 
of evidence he believes refute all other 
theories.13 The chief of these is that an oversup
ply of slum housing would result in relatively 
lower prices for slum housing rather than the 
converse, which he and others have observed. 

The Muth theory depends on measurements 
that he believes are demand and supply re
sponses. In its service contacts with lower in
come black families, the Urban League has been 
made aware that housing quality is induced by 
factors outside the demand-supply equilibrium. 
Whether vacancy rates are high or' low in ghetto 
areas, we are aware from the experience of our 
service clients that housing quality declines dur
ing occupancy according to the perceptions of 
the occupants. One of Muth's three points in ref
utation of theories that are not income-based is 
that housing quality in center cities rose between 
1950 and 1960, according to census data. These 
data are currently unacceptable, however. We 
have measured and reported the perceptions of 
Urban League service clients,l4 and believe they 
are indicative of trends in urban ghettos during 
the latter 1960's and early 1970's. 

Mortgage Investment Decisions: In our view, 
there is no space in the demand and supply 
theory to account for the numerous instances of 
abandonment of ghetto housing properties re
ported by George Sternlieb, Frank Kristoff, et al. 
during the late 1960's. To evolve an improved 
theory, we conducted research into the phenom
enon of housing abandonment. 15 From this re

12 Richard F. Muth, CIties and Housing, Third edition, The Univer
sity of Chicago Press, Chicago, 1971. p. 122. 

13 Ibid., p. 121 et seq . 
"The Right to Live. The Freedom to Buy, National Urban league, 

New York, Feb. 1972. 
,. The National Survey 01 Housing Abandonment, Third edition. 

Center for Community Change and National Urban League, 
New York, Mar. 1972. 
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search, we have been able to construct a de
scriptive process of building management and 
ownership changes in aging, racial-transition 
neighborhoods. The critical plateau in the proc
ess is reached when investment capital is made 
unavailable or difficult to acquire long before de
mand changes might possibly induce supply re
sponse. Our description of the process leading 
to building abandonment conceives of quality de
cline as stimulated by changes in mortgage 
availability. In further research, we believe we 
have verified that mortgage investment decisions 
are made in advance of racial transition, but with 
racial transition as the projected decision 
frame. 16 

Thus, we believe that a fundamental issue in 
equal opportunities is the quality of mortgage 
financing. Table 3 indicates the status of mort
gage finance inequalities between white and 
nonwhite Americans using available information. 
The data show that homeowners' mortgages are 
severely unequal in regard to interest rates and 
terms of mortgage. These inequalities show more 
than any other available statistics why minorities 
pay more for less housing than whites. 

Table 3. Comparative Quality of 
Homeowners' Mortgage Financing, Nonwhite 
and Total Households, 1960 

Size of 
Term of Down- Interest 

Mortgage payment Rate 
Median Median Median 

(In years) (In %) (In %) 

Total Households 20 20 5.1 
Nonwhite Households 14 15 6.0 

Racial Characteristics and Investment Strat
egies: The Urban League has developed a useful 
display of racial characteristics of urban neigh
borhoods as determined by investment strate
gies. It illustrates the Urban League's theory of 
inequalities in housing distribution as derived 
from inequalities in housing financing. We be
lieve the display is also intuitive from our gen
eral experience of urban areas. 

16 Where the Lender Looks First: A Case Study of Mortgage Dis
investment In Bronx County, 1960-1970, National Urban League 
New York. Apr. 1973. 

Table 4. Neighborhood Characteristics and 
Investment Strategies 

Racial 
Housing Market Charac- Investor Equal Opportunity 

Area teristics Strategies Strategies 

Full Investment Predomi- Exclusion Open access, 
Area nantly of mi- economic and 

white norities racial integration 
Disinvestment Transition Rapid Package services 

Area or pro- transi- mutually bene
jected tion ficial to residents 
transi- and investors 
tion 
white to 
minority 

Uninvested Predomi- Exploita- Maintain social 
Area nantly tion of services and plan 

minority tenants for development 
and 
aban
don
ment 

Reinvestment Reestab- Reloca- Obtain participation 
Area lishment tion of for residents in 

of whites minor- redevelopment 
ities 

The conclusion to be reached from Table 4 
is that equal access to housing depends on 
effective measures for preserving the Nation's 
neighborhoods as they become categorized by 
urban investors as disinvestment areas. This ca
tegorization usually follows the identification of 
the area as subject to racial transition from pre
dominantly white to substantially and predomi
nantly minority. 

Housing investments in urban areas are not 
the only ones affected by racial transition. Com
mercial and public investors also reevaluate their 
strategies according to trends in racial change in 
neighborhoods. In its survey of housing aban
donment,17 the National Urban League observed 
that the withdrawal of major commercial inves
tors often precedes housing disinvestment. 

Measures to Combat Disinvestment 

With the exception of State and local anti
blockbusting legislation, present statutory author
ity and caselaw are a futile means of combating 
inequalities due to changing financing and man
agement strategies in areas of racial transition. 
Statutes might be drafted to compel urban inves
tors to maintain their investments in racial transi
tion areas. However, the conceivable provisions 
of such laws would likely have high enforcement 

17 The National Survey, op. cit. 
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costs and severe enforcement problems, and 
therefore would result in foreseeable political 
difficulties in ultimate passage. On the other 
hand, laws that relate to the dynamics of neigh
borhoods that are aging and experiencing racial 
transition are more likely to succeed with regard 
to equal opportunity and housing preservation. It 
is clear that programs directed solely at single 
housing units (or even blocks of housing units) 
without relating to urban investment processes 
cannot succeed. Consider, for instance, the fol
lowing Urban League experience with Federal 
housing rehabilitation programs: 

The Seattle Experience: In the late 1960's, 
the Seattle Urban League identified the rehabili
tation provisions of the new Section 235(j) home
ownership subsidy program and of the Section 
221 (h) program as appropriate tools for a major 
strategy for its housing program. The goal was 
racial integration of urban neighborhoods; the 
program was called Seattle Operation Equality; 
the strategy was to buy and rehabilitate one or 
two houses on predominantly white blocks of 
moderate cost housing that appeared to be in 
poorer condition than the other homes in the 
area. A sign was placed in the yards of selected 
houses announcing that they were undergoing 
improvement as a benefit to the block or neigh
borhood. During the rehabilitation process the 
neighbors usually found ways to show their ap
preciation; some neighbors even assisted in the 
work. When the houses were completed and sold 
to black families, the good will usually carried 
over and racial integration was smoothly accom
plished. 

The availability of subsidies under the Fed
eral Section 235 homeownership program greatly 
expanded the number of black families who 
could be served by Operation Equality. One sig
nificant problem was detected during initial at
tempts to utilize the subsidy program: The FHA 
processing time was so lengthy that neighbor
hood interest in the project declined over time. 
Since maintenance of the keen interest of neigh
bors was critical to the Operation Equality strat
egy, the Seattle Urban League proposed a 
change to the Seattle FHA office regarding the 
procedure wherein a detailed rehabilitation pro
posal must be followed by an FHA appraisal of 
the property. The proposed · change suggested 
that FHA staff accompany Operation Equality 
staff and rehabilitation contractors in an inspec
tion of proposed rehabilitation properties and 
that the contractor's work writeup and the FHA 
appraisal be made simultaneously. The change 

in procedure was subsequently adopted and FHA 
processing time was reduced significantly. The 
new procedure provided the genesis of HUD's 
major housing rehabilitation effort, Project 
Rehab. 

Operation Equality was successful for about 
two years. During that time, the scale of Opera
tion Equality's operations expanded enough to 
influence positively the acquired housing market. 
Houses that once could be acquired for $5,000 
to $7,000 and rehabilitated for an additional 
$2,000 or $3,000 were found 2 years later to cost 
$10,000 to $12,000 to acquire and $4,000 to 
$6,000 to repair. The market had adjusted to ac
commodate the allowable FHA rehabilitation 
costs. However, these costs were unrealistic in 
terms of the total housing market. 

Owners of rehabilitated properties only sold 
them under the FHA rehabilitation programs at 
costs specified as FHA-allowable, rather than at 
costs that could be accommodated in the new 
FHA market. This did not affect the buyers, many 
of whom received interest subsidies, until they 
wished to resell their houses and found they had 
virtually no buyers because they could not sell 
for less than the liability of their mortgage and 
could not resell under a subsidy program. The 
mortgages were unrealistically high in terms of 
the incomes of housing consumers eligible for 
the FHA subsidy programs, but not all proper
ties, including those previously rehabilitated, 
were eligible for subsidies. 

Operation Equality suspected that its use of 
the FHA rehabilitation programs had actually 
caused neighborhoods to deteriorate rather than 
improve as they changed racially. The results 
were all the more poignant because Operation 
Equality's neighborhoods changed from predomi
nantly owner-occupied to substantially absentee 
ownership. With the change of tenure, costs did 
not decline, but quality declined severely. The 
moral that has been taken by the Urban League 
from Seattle Operation Equality's experience is 
that housing rehabilitation efforts must be related 
to housing market processes. There is no exist
ing Federal housing program that is an appropri
ate tool for Urban League housing rehabilitation 
programs, with one limited but, we believe, very 
important exception that has been demonstrated 
by the Urban League of Phoenix. 

The Phoenix Experience: The Phoenix pro
gram uses FHA-repossessed properties and sets 
the acquisition cost so that the combined costs 
of acquisition and rehabilitation bring the reha
bilitated house on the market at market rates. 
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Mortgagees will finance the Phoenix Urban 
League's sale of housing and will also finance 
the Phoenix Urban League clients' resale of their 
houses. In general, mortgagees rarely provide 
this incentive with respect to Project Rehab 
properties. In effect, the Phoenix effort provides 
a capital subsidy that enables the rehabilitated 
product to pass on its subsidy through regular 
housing market processes. The Seattle program, 
on the other hand, utilized an interest subsidy in 
a manner that produced artificial mortgage prin
cipals that could not be renegotiated in the regu
lar market. 

The Phoenix Urban League program demon
strates a necessary, but not a sufficient, 
condition for successful rehabilitation efforts. 
Measures for ensuring standards of housing 
quality are also necessary. To understand the 
full range of needs for successful rehabilitation, 
it is necessary to consider the aging of urban 
neighborhoods from an equal housing opportu
nity perspective. 

The Aging Neighborhood 

At a given point in the life of a neighbor
hood, age generally becomes a relevant factor in 
the marketability of real properties unless there 
is significant intervention or influence to counter 
the effects of age on the properties. Usually the 
effect of aging is a decline in market price. 

Such a decline in price attracts both lower 
income residents and real estate speculators. 
Speculators will create a market for mortgages 
with a high ratio of interest payment to equity re
duction. This may be the result of a strategy de
signed to take advantage of the benefits of Fed
eral tax laws. It may also result from a policy of 
refinancing and withdrawing equity capital regu
larly as a bit of equity develops. Equity with
drawn in this manner is not taxed as a gain to 
the landlord. Selling according to tax deprecia
tion schedules, regularly withdrawing equity, or a 
combination of the two insures that mortgages 
will always be in a period of high interest 
charges with respect to principal reduction. 

Tenants of such housing carry the burden of 
the inflated finance costs in their rent payments. 
The margin of inflated costs amounts to the dif
ference between (a) the finance costs of a build
ing depreciating with age according to the curve 
of value in the prespeculation period and (b) the 
excess costs due to the speculator's finance 
strategies. Expenditures for building maintenance 

are held low to compensate for high finance 
costs. 

The next stage in the life of an aging neigh
borhood occurs when the lack of building main
tenance causes building deterioration to a point 
that cannot be ignored by a mortgagee when 
presented with a refinancing proposal. Expendi
tures for maintenance during the speculation pe
riod are increasingly deferred and substituted for 
finance payments as the need for maintenance 
increases. Mortgagees become increasingly nerv
ous when they suspect that deferred mainte
nance practices are evident in a building. When 
refinancing becomes impossible, the building is 
effectively abandoned, the neighborhood be
comes an area void of investment potential, and 
the area is isolated from the real estate market. 
Only public investments are possible, but they 
cannot relate to the total investment market ex
cept through redevelopment processes. 

Age and the Precipitation of Neighborhood 
Decline: Age is not the precipitating factor in 
neighborhood decline. Age is merely a vehicle 
for change. Change itself is a framework for the 
"prisoner's dilemma" in real estate, whereby the 
tendency is for low quality housing to infect, 
rather than be influenced by, higher quality 
housing (and therefore such measures as hous
ing rehabilitation). As expressed by one ob
server, "The existence of spots of low quality 
occupancy in an otherwise higher quality 
neighborhood is more likely to depress occu
pancy levels downward than is the existence of 
high quality occupancy spots in an otherwise low 
quality area to raise levels."]o Because housing 
quality is a relative matter and investment risk is 
determined by judgment, it is accepted as good 
real estate practice to try to offer relatively less 
housing quality than is available in the neighbor
hood. Higher housing quality protects investment 
in lesser housing quality and, conversely, lower 
housing quality creates risks for higher quality 
investments. Because f isk is the dominant factor 
in center city real estate operations~ creative real 
estate investors seek to use every changing mar
ket influence to minimize risk and not neces
sarily to provide better housing. Racial patterns 
have become among the most predictable 
changes in urban areas and are therefore used 
as warnings of real estate investment risks by 
major real estate investors, including institutional 
housing mortgagees. 

IS Jerome Rothenberg , Economic Evaluation of Urban Renewal, 
The Brookings Institution, Washington, D.C., 1967, p. 47. 
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Figure 1 

The Aging Process in Typical Racial Transition Neighborhoods 


A 

.!l 
Il 
~ 

~ 
"C 
!i, 

~ 
0 
E 
'0., 
~ 
~ 
'g 
~ 

Age· fltl 

Key 

Note: (a) The negative relationship between the value of mortgaged 
real estate and age (depicted by a smooth downward sloping 
line) implicitly assumes, ceteris paribus, that all other rele
vant factors remain constant. Locality, for instance, can have 
a distorting effect on this relationship. In the aggregate, the 
downward sloping curve is not an unrealistic assumption. 

Note: (b) The area CDEF can be looked upon as economic value 
gained to mortgaged real estate. Since it may be larger (as 
shown) than the area depicting economic value lost, there 
appears to be a net gain in economic value over the period. 
However, we are talking about a disinvestment area-i.e. leak
ages exist whereby generated funds are not plowed back into 
the area. In essence, CDEF represents not a real but an 
artificial economic gain. 

A The principle value of mortgaged real estate for typical 
properties in an aging neighborhood before speculation is 
apparent. The value is a natural function of aging. 

8 Assume 8 to be the hypothetical point at which influx of 
minority and low income residents (invasion-succession 
process) has reached the "pi ling up" stage. 

8-C Accelerated decline brought about by the process of "in
vasion-succession." Assumed to be compatible with market 
forces. 

C-G Hypothesized path of decline of real estate value given no 
further distortion of market forces. 

C Assume this to be the point at which the effects of speculative 
activities begin to manifest themselves. 

C-D Level at which speculative activities succeed in maintain
ing artificial equity 'as monies are shifted from maintenance 
expenditure to inflated finance costs. 

D Assumed to be the pOint at which lack of maintenance and 
natural force of time reach such a level as to affect the 
availability of new and refinancing mortgage monies. 

D-E Effect of the "nervousness of mortgagees. " May be drawn 
out a bit as speculator-owner seeks to "milk the rent roll," 
or sells to "slumlord" who functions in the same way. 

E Assumed to be point at which refinancing is now impossible
building is effectively abandoned. 

E-F Structure drops rapidly into complete decay to a point (F) 
much earlier in time than the natural aging process would 
have done (assumed to be p'oint G). This creates a loss of 
economic value to the building (shaded area). 
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The Aging Process and Racial Transition: 
Figure 1 is a graphic portrait of the neighborhood 
aging process as it occurs in neighborhoods that 
undergo transition from predominantly white to 
predominantly minority populations . 

Race and Neighborhood Preservation Efforts 

Abandonment of ownership responsibilities 
is the end result of urban aging processes in 
neighborhoods impacted by transition from pre
dominantly white to predominantly minority pop
ulations. This is a finding of the National Urban 
League's research in housing abandonment 'as 
well as the understanding of most participants in 
neighborhood preservation efforts. The avoid
ance of neighborhood doom as symbolized by 
housing abandonment is the goal of neighbor
hood preservation efforts. There are two general 
strategies employed in seeking this goal. Both 
are racial strategies. 

The most successful neighborhood preserva
tion , programs are those that achieve rapid dis
placement of black populations, rehabilitation of 
properties, and reinstitution of the neighborhood 
as predominantly white. It is argued that this 
strategy may be an income or social class strat
egy rather than one of race. However, it must be 
recognized that Georgetown (Washington, D.C.), 
Society Hill (Philadelphia, Pa.) etc. were once 
black neighborhoods and are now predominantly 
white. It must also be recognized that this strat
egy is tentative until there is widespread recog
nition that whites will repopulate the area. Re
moval of minority persons is necessary to this 
condition. Removal of lower income whites is 
not likely to be as urgent in pursuing this preser
vation strategy as removal of blacks. 

A less successful strategy is exemplified in 
the actions initiated by community groups grad
ually to stabilize their neighborhoods racially. 
Racial integration is sometimes considered to be 
the goal of this strategy, but for purposes of this 
analysis, it is appropriate to consider integration 
as a strategy for halting the decline of neighbor
hoods. This concept is validated by the fact that 
integration is invariably pursued through tactics 
directed at housing industry operations in the 
neighborhood in a manner that recognizes that 
the housing market can produce cataclysmic de
cline in areas of racial transition. It is strategized 
that gradual racial change will forestall precipi
tous market responses and may even induce 
some whites to remain in the neighborhood in
definitely. Racial stabilization is a byproduct of 



the strategy. The goal is housing market stabili
zation. 

A third activity that is sometimes regarded 
as a strategy for preservation is government
sponsored rehabilitation programs. Among these 
programs are Project Rehab, Neighborhood Con
servation, and many variations in Model Cities 
housing programs. We do not consider these ac
tions to be in fact preservation programs be
cause in most instances they are grossly insensi
tive to the actions of the housing market. Their 
net effect has been to raise the quality of the 
housing that they treat, while lowering the qual
ity of housing in their impact area. The example 
cited previously of the rehabilitation program of 
the Seattle Urban League is typical of the best
intended programs of this sort. The most suc
cessful project rehabilitation programs from the 
perspective of social gain are considered to be 
the low volume, multi agency programs that have 
been particularly sensitive to small-neighborhood 
dynamics.19 

In summary, the experience of neighborhood 
preservation programs is that they can be suc
cessful when they are operated in tandem with 
prevailing housing market forces or in specific 
challenge to market forces. They are not likely to 
succeed if they attempt to operate without re
gard for trends in the housing markets that they 
impact. Since prevailing forces in the impacted 
housing markets are racially determined, it is 
necessary to pursue equal opportunity policies 
through intervention in the housing markets in 
racial transition areas. 

Intervention in Transition-Area Housing 
Markets 

According to the process described above, 
the intuitive point for effective intervention in 
transition-area housing market processes comes 
as early as disinvestment is detected. During the 
period between market response to aging and 
very early in the speculation period before de
ferred maintenance expenditures become signifi
cant, there may be sufficient evidence of transi
tion to identify the phenomenon. 

The shortening of mortgage terms by 
mortgagees is a prime indicator. The intuitive in
tervention at this stage is to provide alternate 
ownership opportunities for the buildings subject 
to speculation. Intervention of this type is neces
sary in most urban neighborhoods at some point 
to prevent their untimely decay. 

19 Arthur D. Little, Inc., Project Rehab Monitoring Report Over
view, U.S. Department of Housing and Urban Development, 
Washington, 1971. 

Intervention in the disinvestment process at 
more advanced stages of speculation is also 
needed if much sound housing is to be pre
served. Our surveys in several cities convince us 
that vast numbers of urban neighborhoods are 
currently in the phase of speculation prior to 
quick abandonment. Millions of families and indi
viduals with no alternative choices in housing 
will be trapped in the accelerated abandonment 
process if effective intervention in neighborhoods 
undergoing speculation is not carried out. Feasi
ble and timely intervention in many neighbor
hoods requires the provision of alternative refi
nancing opportunities. 

The alternative refinancing opportunity 
should be made available when the mortgagee 
refuses a refinancing proposaL At that point, an 
alternative resource should guarantee the kind of 
refinancing that will solve the mortgagor's financ
ing problems (including second mortgages) and 
provide the mortgagor with a fixed profit for 
managing and maintaining a building for a pre
determined number of years. In return the mort
gagor should agree to a phased relinquishing of 
management rights to a responsible ownership 
agency, such as a cooperative association of the 
tenants, and eventual yielding of title to the 
agency and withdrawal of a fixed amount of cap
ital at a predetermined time. The withdrawal 
must be accomplished with the transfer price ap
propriately scaled to a viable housing market. 
The steps we consider appropriate are described 
below. A description of proposed program oper
ations is attached. 

Urban League Program Proposal Outline 
The stages in planning and organizing a 

preservation program for disinvestment areas 
can be listed as follows: 

• Determine disinvestment areas. 
• Organize a neighborhood association. 
• Organize an owner's and tenant's coun

seling service. 
• Monitor investments. 
• Provide technical assistance to the 

neighborhood association in negotiations with 
mortgagees. 

• Provide technical assistance to the 
neighborhood association in negotiations with 
local governments. 

• Provide technical assistance to the 
neighborhood association in negotiations with 
commercial investors. 

• Monitor property conditions and manage
ment. 
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• Provide property management assistance 
to owners. 

• Coordinate physical and social improve
ment programs in the neighborhoods. 

Summary 

Underlying each of the previous discussions 
is the need to recognize the issue of equal ac
cess to housing under housing preservation 
programs as directly related to existing open 
housing market operations. These trends in turn 
relate to racial transition in the inner city areas 
and subsequent investor strategies. Most of the 
existing Federal programs have been directed to
ward impacting areas that have already gone 
through the disinvestment process and have 
been effectively or almost effectively abandoned. 
With this emphasis, such programs are biased 
towards redevelopment and reinvestment strate
gies that forcefully reverse the national popula
tion trends in inner cities. Moreover, this strategy 
appears to contradict the fact that most of our 
cities are at the moment caught up in the proc
ess, i.e. , they are in transition. Equal access 
should, by necessity, be pursued through inter
vention in the housing markets of racial transi
tion areas, bearing in mind the need to main
tain viable economic entities. 

1. It is clear that equal access to housing 
cannot be looked upon as a supplement for rea
sons of conscience to any potential program, but 
as an overriding consideration that is an intrinsic 
part of the programs themselves. In this light, 
the point in the operation of each alternative 
program that equal access to housing should be 
considered ceases to be a question. Guidelines 
and mechanisms for ensuring equal access 
should be built in at the initial planning stages of 
the program. A problem surfaces in determining 
at what pOint in the general process of deteriora
tion the programs themselves should intervene. 
Urban League research suggests that interven
tion in housing market operations should be as 
early as the tendency to disinvestment is de
tected. 

2. Given this built-in aspect of equal access 
to housing, the point in the operation of pro
grams at which government should act to ensure 
equal access would be contingent upon points at 
which infractions of the guidelines and mecha
nisms promulgated surface. This, of course, 
necessitates ongoing and close monitoring of 
local program operations. 

3. Monitoring, therefore, assumes a position 
of unprecedented importance in ensuring equal 
access. To be effective (a) it should be done ex
clusively at the local level; (b) the most appro
priate mechanism should be an independent spe
cialized organization that has a history of local 
community-oriented operations; and (c) the orga
nization selected should have direct access to 
legal and other governmental authorities that can 
be called in to deal with or implement sanctions 
against infractions that may arise at any point in 
time. The monitoring body should be employed 
with the task of delivering the necessary coun
seling to the recipient or beneficiaries of any of 
the pr-ograms through community-based groups. 

4. Within the framework of the New Federal
ism, the shift in responsibility for provision of 
housing assistance from Federal to State and 
local government belabors the fact that the Fed
eral Government can ensure equal access only if 
it enforces antidiscriminatory laws and regula
tions. (See Issue Paper I, "Equal Access to 
Housing Under Revenue Sharing Programs.") 
Sanctions and other tools of enforcement must 
seek to cut off financial assistance and/or par
ticipation in Federal programs in instances of 
"noncompliance with nondiscrimination provi
sions." "Issue No.3" of the discussion of reve
nue sharing programs points out the relevance 
of a Fair Housing Board or some such organiza
tional specialty with the capacity to impose 
sanctions and enforce equal access laws and 
regulations. 

Successful urban preservation is necessary 
to implementation of equal opportunity policies. 
As such, preservation programs necessarily 
reach into the causes of inequalities in urban de
velopment. We consider these causes to be 
based in racially impacted urban investment de
cisions. We believe the most serious inequality 
to be that of inequality of housing financing. 
Therefore our recommendations concerning 
equal opportunities in urban preservation are de
voted to reconciling the posture of investors and 
minority tenants and homebuyers, aggregated as 
minority groups in processes of obtaining access 
to real estate in racial transition areas. We be
lieve preservation is chiefly a matter of interven
tion in housing market processes, including 
intervention in real estate financing. 

We believe the most feasible form of inter
vention to be the empowerment of neighbor
hoods to organize and exercise responsibilities 
to secure appropriate municipal services, coordi
nate the use of housing subsidies, and provide 
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for responsible management of real properties in 
transition neighborhoods. We have provided, as 
an attachment, a model for a neighborhood pres
ervation program that incorporates the principles 
discussed in the body of this paper. In addition 
to the neighborhood empowerment, government 
or pooled risk financing should be available to 
enable ownership transfer to responsible public 
and private ownership agencies at appropriate 
stages in the life of buildings. 

Concluding Statement 

Transition areas in the development of 
urban minority communities are important. It has 
been estimated 20 that although black homeown
ership occurs 60 percent as frequently as white 
homeownership, black wealth from homeowner
ship is 40 percent of all black wealth while 
homeownership accounts for only 30 percent of 
all white wealth. For the income range (1967 fig
ures) $5,000 to $7,500, the median range for 
black incomes, homeownership is 67 percent of 
black wealth and 40 percent of white wealth. By 
value for the $5,000 to $7,500 income range, 
black homeownership equity was worth 16 per
cent that of white homeownership equity. 

These figures point to the dramatic eco
nomic loss suffered by blacks in moving into 
housing vacated by whites with the consequent 
high frequency of change in the properties from 
resident to absentee ownership and the inevita
ble decline of the housing market in black areas. 
This action begins in transition areas. Correcting 
the inequalities in transition areas, therefore, can 
have significant impact on the economic devel
opment of minority communities. 

Attachment A: 

A Model Neighborhood Preservation 

Program 
Determining Neighborhoods by Investment 
Type 

Data sources for understanding the invest
ment posture of a neighborhood include public 
records of real estate title transfers and mort
gages and interviews with mortgagees, real es
tate brokers, commercial market analysts, and 
publ ic officials. Information collected from these 
sources should be coordinated with census or 
local survey data (including building inspection 
records) providing structural age and condition 

2Q Andrew Brimmer and Henry S. Terrell. unpublished paper. 

data and income and racial data pertaining to 
residents of the neighborhood. 

Neighborhood Association 

Real estate speculation and its conse
quences are the ad hoc and often ruinous poli
cies of investor individualism. For protection 
against speculation, owners must join in com
mon to promote mutually beneficial policies. The 
goal of organizing is to secure financial backing 
for ownership policies beneficial to the neighbor
hood. It is expected that the lure of financial 
backing will attract more participation in benefi
cial ownership policies and that the evidence of 
such policies will attract more financing. A 
neighborhood association is needed to provide 
confidence for owners and investors that the 
neighborhood will retain a dynamic property 
market. Neither local governments nor private 
agencies can be relied upon to adhere strictly to 
the interests of a neighborhood as forces imper
iling its preservation impinge upon it. Only an 
association of neighborhood interests is likely to 
prove sensitive to the needs of the neighborhood 
as conditions change. 

The role of local governments or private 
agencies in organizing neighborhood associa
tions is to ensure that the goals of the associa
tion are clearly and widely understood by neigh
borhood residents and by investors. For this 
purpose, it will probably be best to prepare a 
program for the association and to seek partici
pation in the program as the result of joining the 
association. In fact, it may sometimes be the 
case that the program of the association will of 
necessity be placed in operation by a govern
ment or private agency or a small community 
group prior to full organization of the associa
tion . It should be understood that a broadly 
based association will eventually oversee the op
erations of the program, however, because the 
policies of the program will affect the total envi
ronment of the neighborhood. The program must 
be responsible to trends in the community and 
must coordinate effective strategies. 

It is necessary that owners have strong 
voices in the policy structure of the association 
because the program promotes the marketability 
of properties in transition areas and seeks to im
pose policies on the market. The goal of the pro
gram is to offer good housing on the housing 
market and to maintain a market for good hous
ing through strategies of ownership. Tenant 
strategies are meaningful primarily in the context 
of a market for good housing. Therefore, tenant 
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organizations must responsibly exert influence 
and be wary of seeking to impose tenant con
cerns directly into matters affecting confidence 
between owners and investors. 

In case of the collape of housing markets, 
as in uninvested areas, tenants must organize to 
supplant the housing market. Therefore, in unin
vested areas the program of a neighborhood as
sociation should be based on tenant organiza
tion. That is not the case for disinvestment 
areas, however. 

Program of the Association 

The basic services of the association should 
be its counseling and information and manage
ment functions . The association should establish 
a housing information center in the neighbor
hood. At this center, owners and prospective 
owners may be qualified for mortgages and for 
mortgage refinancing. Qualification may include 
an understanding and pledge of cooperation with 
the policies of the association. Qualification may 
be secured through a counselor assigned to 
process an individual 's loan application. The 
counselor can provide individual counseling as 
needed and can assign applicants to appropriate 
sessions of an information program operated by 
the center. 

The counseling service should be operated 
according to standards set by cooperating lend
ing institutions and by private mortgage insur
ance companies and/or FHA. Securing a guaran
tee of mortgage insurance is considered 
preliminary to ensuring mortgage availability. 

The association will want not only to guar
antee that property management and manage
ment advice will be available to member owners, 
but also to guarantee to investors that all prop
erties in the area will be maintained. To 
accomplish both aims, the association's program 
should include access to management advice 
and service to members, backup management 
services for landlords who do not have long 
range management incentives (banks that have 
foreclosed, etc.), and a monitoring function that 
relates to city code enforcement activities. Prop
erties that are not well-managed should be 
forced by city code enforcement actions to pro
vide better management. The association 's pro
gram will both ensure code enforcement and 
offer a means for property management. 

In addition to monitoring property conditions 
and city code and ordinance enforcement prac
tices, the association's program should include 
monitoring the investment activities of mortga

gees, commercial investors, and public agencies. 
It should also initiate negotiations with investors 
operating counter to the policies of the associa
tion. To successfully negotiate with speculators, 
it is necessary that the association have suffi
cient investment resources to become interim or 
last-resort owner and manager of real estate. 
Tools for enabling negotiations with speculators 
to prevent harm to properties must include 
backup investment resources to liquidate second 
mortgages and other encumbrances. The asso
ciation must also be able to either induce or 
perform ownership management functions while 
arranging for tenant or other responsible 
ownership. Organizing and using these resources 
is a part of the program of the associat ion. A 
calculation of a typical refinancing arrangement 
that should be provided by the association has 
been detailed in Where the Landlord Looks First: 
A Case Study of Mortgage Disinvestment in 
Bronx County, 1960-1970. 

Not the least of the elements of the associa
tion's program is the function of applying, re
cruiting, and coordinating programs that will 
support the policies of the association. Housing 
allowances present an example of a potential 
tool of the neighborhood association. The hous
ing information center and program and policies 
of the property owners association as proposed 
here provide the best available opportunity, we 
believe, for constructive use of housing allow
ances. (See Issue Paper II , "Issues and Recom
mendations: Equal Access to Housing Under 
Housing Allowance Programs.") 

Organization of the Program 
A staff or other personnel resources capable 

of collecting , processing, and analyzing the data 
necessary to identifying investment areas is the 
essential first element of the program. 

The initial research person is the logical 
agent of continuity for using the research find
ings to solicit cooperation among owners and 
investors in the neighborhood. 

It is also desirable, in the fi rst stages after 
identification of a target area, to establish the 
housing in'formation center and provide a tenant! 
homebuyer counseling service. Evidence of 
service and acceptance in the resident commu
nity is a necessary condition for acceptance by 
the investing community. 

Following the establishment of the counsel
ing service, the full drive to organize the neigh
borhood association can begin . With the associa
tion substantially org 'lnized, negotiations can 
begin with the investors. 
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Management services should come after 
there has been some success in organizing and 
negotiating and operating the counseling and in
formation service-perhaps after one year. 

Until the management services are orga
nized, it is proposed that the program be oper
ated entirely under the aegis of a government or 
private agency with the neighborhood associa
tion functioning as an advisory group. In time, it 
is contemplated that the association can assume 
management of the program with certain services 
and technical assistance provided by a local 
government or private agency under contract to a 
government. 

Funding the Program 
The program is designed to provide oppor

tunities to collect fees for services rendered to 

investors in the area. The program must be able 
to perform services that are considered ordinary 
expenses of owning and managing real estate 
and -to perform them in such a manner as to pro
vide the owners and managers with additional 
benefits from the cooperative venture. 

Initially, financial support must come, at 
least partially, in the form of grants from inves
tors who can see advantages to themselves in 
the future, if the program operates successfully. 

The program as proposed here is not as yet 
operating fully in any part of the country. How
ever, the Neighborhood Services Program of the 
Federal Home Loan Bank Board, several Model 
Cities housing programs, and several Urban 
League and other community agency programs 
have demonstrated important elements of the 
program. 
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13 General 
Direct Federal Housing Loans 

Versus Interest Rate Subsidies 


By Jack M. Guttentag 
Robert Morris Professor of Banking, 
Wharton School, University of Pennsylvania 

This paper is directed to the question of 
whether replacement of the existing interest rate 
subsidy program by a direct loan program could 
reduce costs to the Government, or improve the 
efficiency with which housing services are deliv
ered to low income households. 

Budgetary Impacts 
It is well understood that a given level of 

subsidy benefit will have a much larger shortrun 
effect on the Federal budget under a direct loan 
program than under an interest rate subsidy pro
gram. Under a direct loan program the entire 
amount of the loan is recorded as a budget ex
penditure in the current year, whereas under an 
interest rate subsidy program only the interest 
payment is a current expenditure. This probably 
accounts for some of the early appeal of the in
terest rate subsidy approach. 

It can be shown, however, that the differ
ence in budgetary impact does not imply a dif
ference in macroeconomic effect. Assuming a 
given volume of subsidized loans to households, 
the larger budget outlay under a direct loan pro
gram (and correspondingly larger deficit) does 
not mean that the budget has a more expansion
ary effect on the economy. Hence, the choice 
between the direct loan and interest rate subsidy 
approaches should not be influenced by their dif
ferent budgetary impacts. That this has been a 
consideration in the past may reflect some de
gree of misunderstanding, combined with the 
fact that appraisals of the budget by Congress 
and the public tend to focus on the "bottom 
line," which is affected equally by loan outlays 
and by expenditures on goods and services. This 
problem could be avoided by showing Govern
ment loans in a separate account, as recom
mended by Senator Proxmire's Subcommittee on 

Priorities and Economy in Government of the 
Joint Economic Committee in its report of March 
5, 1973. 

The difference in budgeted outlays under 
the two approaches is, of course, temporary. Net 
outlays under an interest rate subsidy program 
will rise over time relative to those under a di
rect loan program, and at some point the paths 
will cross. Assuming a 7 percent direct loan rate, 
a 7 percent interest rate subsidy, 3D-year mort
gages amortized monthly, and a "conservative" 
schedule of prepayments in full, my calculations 
show tilat this would occur after about 6V3 
years. After that, budgetary outlays would be 
higher under the interest rate subsidy program. 

Financial Cost to Government 
Much more relevant in evaluating the merits 

of direct loan versus interest rate subsidies is 
the total financial cost to Government of the two 
approaches. There is a prima facie case that 
costs could be lower under a direct loan pro
gram because the Treasury's required rate of re
turn is lower than that of private lenders. This is 
the core of the case for direct loans advanced 
by the General Accounting Office. ' 

If the subsidized loans made under the section 235 
program were financed with borrowings by the Treasury 
rather than by private lenders, the Government could take 
advantage of its ability to borrow funds at lower interest 
rates than those charged by private lenders. Data compiled 
by the Federal National Mortgage Association show that the 
interest yield on home mortgage loans insured by HUD was 
7.62 percent in August 1972. The interest yield on a recent 
issuance of long-term Treasury bonds ($2 .3 billion, August 
15, 1972) was 6.5 percent. '. 

The prima facie case is, indeed, stronger 
than indicated in the quotation above. The yield 
differential of 112 basis points is quite low by his
torical standards. In an earlier study I estimated 
the "normal" yield differential between FHA mort
gages and long term Government bonds at 200 
basis points. " Subsequent revisions and updating 
have not resulted in any change. The average 
"nominal" differential, based on FHA mortgage 

1 See "Detailed Description of GAO's Estimate of Savings to be 
Realized Through an Alternative Method of Financing-Sec
tion 235," in Housing Subsidies and Housing PoliCies, Hear
i ngs before the Subcommittee on Priorities and Economy in 
Government of the Joint Economic Committee, Dec. 4, 5 and 
7, 1972, Government Printing Office, 1973, p. 23. 

2 See my "Changes in the Structure of the Residential Mortgage 
Market: Analysis and Proposals," in Study of the Savings and 
Loan Industry, directed by Irwin Friend. for the Federal Home 
Loan Bank Board, July 1969, p. 1513. 

.. 
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yields as they are calculated by FHA,3 was 180 
basis points during 1960-72, 208 basis points 
during 1968-72, and 190 basis points in 1972. 
The differential using a new and improved method 
of calculating mortgage yield,. which generates 
a considerably higher yield than that computed 
by FHA or private investors, averaged 209 basis 
points during 1969-72, 248 basis points during 
1968-72, and 222 basis pOints in 1972. 

The argument that the yield differential rep
resents a potential source of real cost savings to 
the Government implies, however, that the addi
tional return required on mortgages (over that 
required on Government bonds) is functionless, 
in the sense that there is no cost or obligation 
that goes with it that Government would be 
forced to assume if it became the mortgage 
lender. To determine the extent to which this is 
true, we must examine each of the possible 
causes of the yield differential, and in each case 
we must ask whether it represents a possible 
source of real cost savings to the Government 
under a direct loan program. 

Servicing, Administrative, and Origination 
Costs 

It is clear that part of the yield differential 
between FHA mortgages and Government bonds 
is due to servicing, administrative, and origina
tion costs on mortgages. For example, GAO rec
ognizes that the Government's costs under a di
rect loan program would have to include 
servicing fees paid to the agents that service its 
direct loan portfolio. 

We believe that most private lenders who are currently 
involved in the Section 235 program would be willing to 
continue to perform mortgage servicing even though loan 
funds were provided by HUD. Our review indicates that 
when the original lender sells the mortgage to FNMA, but 
continues to perform the servicing functions, FNMA is re
quired to pay an annual fee of .375% of the unpaid princi
pal balance for these services. Thus we believe HUD would 
have to pay .375% for mortgage servicing. (Detailed De
scription, p. 24.) 

I would think this figure is fair enough.5 

'The "nominal" yields are taken from the Prepayment Mortgage 
Yield Table for Monthly Payment Mortgages (Financial Pub
lishing Company), assuming prepayment in 15 years. 

4 The new method of yield calculation is based on work I have 
been doing with Anthony Curley for the National Bureau of 
Economic Research, soon to be published. 

' On Section 203 loans the prevailing service fee today in the 
private market is .25 percent but 235 loans are substantially 
more expensive to service. Mortgage servicers to whom I 
have spoken indicate that the added expense is not compen
sated by the $3.50 per loan payment made by FHA. A recent 
GAO survey disputes this. In any case, a .375 fee should be 
more than adequate for 235 loans. 

In addition, the mortgage . investor must 
maintain his own supervisory staff to monitor the 
investment operation and the activities of the 
servicing agent. Records must be maintained for 
control purposes, even though they substantially 
duplicate the records of the agent. Loan admin
istrative services are sometimes purchased by 
pension funds, at costs that run about 10 basis 
pOints. While not all of this would be an added 
cost of a direct loan program-HUD also has ad
ministrative costs under the interest rate subsidy 
program-there would be some net cost. 

Lenders also incur costs in originating mort
gage loans which may not be fully covered by 
the fees paid by borrowers. A recent HUD study 
covering origination costs of 98 mortgage com
panies in 1971-72 shows that, ignoring gains and 
losses on sales, most originators had a net loss 
on their origination operations.6 Adding net 
gains on sales, which happened to be substantial 
in the period covered (following several years of 
losses), 23 of 98 originators still had net losses. 
While it cannot be demonstrated, I would guess 
that net losses would be the norm over a period 
of time long enough for net gains and losses on 
sales to balance out. If so, some part of the 
gross yield on mortgages reflects net origination 
costs, although I cannot believe that it is more 
than 5-10 basis points. 

Whatever the actual magnitude of servicing, 
administrative, and origination costs as a compo
nent of mortgage yields, it is clear that Govern
ment can effect savings in the performance of 
these functions only if it can arrange to have 
these functions performed more efficiently than 
they are now. With Government the contractor, 
these basic functions might indeed be performed 
more efficiently, but there is also the possibility 
that they will be performed less efficiently. This 
raises a question regarding the precise nature of 
the relationship between Government and the 
private sector under a direct loan program, a 
subject which will be discussed later. To antici
pate my later argument, I believe it would be 
possible to so structure these relationships that 
servicing, origination, and administrative costs 
would decline, but this would require some 
breaks from conventional practice. 

Liquidity 

A large part of the yield differential between 
FHA mortgages and Government bonds is due to 

r. 	See Review and Analyses of Mortgagees' Costs 01 Original/on 
Services, HUD Office of Inspector General (05-2-3-1-0000), 
Mar. 23, 1973. 
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the greater liquidity of bonds. If an investor 
needs cash in a hurry, the bonds can be readily 
sold, whereas mortgages take some time to dis
pose of. Because liquidity is valued by investors, 
they require a "liquidity premium" to be induced 
to hold mortgages. 

There is reason to believe that the premium 
is quite substantial-on average, perhaps about 
100 basis points. For one thing, when we add up 
plausible estimates of all the other components 
of the yield differential between FHA mortgages 
and Government bonds, the unexplained residual 
is quite large. Furthermore, the yield differential 
changes appreciably over time-between 1960, 
1965, and 1970, the annual differential swung 
from 2.06 to 1.23 to 2.46 percent; the most plau
sible explanation of these swings is that they re
flect fluctuations in the liquidity premium. The 
swings in the yield differential correlate perfectly 
with changes in the level of mortgage yields, 
which is consistent with the view that yield dif
ferentials rise (fall) when liquidity positions of 
investors generally become tight (easy) .7 There 
is no plausible hypothesis that could explain 
these swings in terms of the cost and risk com
ponents of the yield differential. 

Can this desire of investors for liquidity be 
exploited by Government to its profit? Because 
of the magnitude of liquidity premiums, this is a 
very important question. Unfortunately it is also 
a very difficult question that I have been able to 
examine only on a theoretical level. 

Let us suppose Government issues a new 6 
percent bond which it swaps with a private in
vestor for a mortgage that is identical to the 
bond in all respects except that it is illiquid and 
carries a 7 percent yield. We will assume that 
the private investor is as well off as before, i.e., 
the 1 percent decline in yield is exactly compen
sated by the greater liquidity of the bond. Is the 
Government better off? It would appear so be
cause the Government is making a 1 percent 
" profit" on the swap, but we must look further. 

The first question to ask is whether Govern
ment would be forced to assume any additional 
costs by virtue of having made the swap. If the 
liquidity of the bond was dependent upon the 
willingness of the Government to redeem jt on 
demand, the Government would be required to 
hold additional cash balances which would carry 

We have independent eviden ce that liqu id ity premiums vary w ith 
market conditions. See Phil li p Cagan, " A Study of liquid ity 
Prem iums on Federal and Muni cipal Governm ent Secu ri t ies," 
in Essays on Interest Rates , Vol. I , edit ed by Jack M. Gutten
tag and Ph i ll ip Cagan, National Bureau of Economic Research, 
1969. 

an opportunity cost (the Government could other
wise invest these balances) . This is not the 
case, however. The greater liquidity of the bond 
is due to its greater marketability, which imposes 
no burden on Government. We must look else
where for any additional burden on Government 
arising from the swap. 

The burden arises from the macroeconomic 
effect of the swap. Let us inquire exactly why 
the private investor would be willing to swap an 
illiquid 7 percent mortgage for a liquid 6 percent 
bond. The reason is that with the bond the inves
tor could reorganize the balance of his portfolio 
in such manner that he could increase his earn
ings by enough at least to offset the lower rate 
on the bond. The most obvious case and the 
most convenient to analyze would be one in 
which the investor reduces his cash balance. If, 
in the example given, the shift from the mort
gage to the bond allowed the lender to reduce 
cash holdings by an amount equal to 162/3 per
cent or more of the swap, and if this cash was 
invested in more 6 percent bonds, the investor's 
income would be as high or higher than it was 
before. But this reduction in cash balances has 
an expansionary macroeconomic effect, compar
able to a rise in the money supply of the same 
amount. If this effect is to be avoided, Govern
ment must see that these balances are not of
fered on the loanable funds market to others 
who would spend them for goods and services. 
Government therefore would be obliged to sell 
more securities to the investor, in an amount 
equal to the reduction in the latter's cash bal
ance. This raises interest costs to the Govern
ment, offsetting the profit derived from the swap. 

With assistance from my colleague, Anthony 
Santomero, I have done some abstract model
building to determine whether the additional 
interest cost to the Government from neutralizing 
the macroeconomic effect of the swap would be 
greater or smaller than the profit from the swap. 
Unfortunately, the results to date are inconclu
sive, suggesting that the chances are as good 
that Government will be a loser as that it will be 
a winner. In the absence of better information 
we must conclude that any benefit to Govern
ment from swapping a liquid security for an illiq
uid one will be offset by the costs of neutraliz
ing the macroeconomic effect of the swap. 

Risks: Nonfinancial Cost of Foreclosure 

Investors in FHA mortgages that go to 
foreclosure lose some interest and have to ab
sorb part of the legal expense involved in fore

I 
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closure proceedings. It is doubtful, however, that 
the prospect of such loss contributes signifi
cantly to the yield spread between mortgages 
and Government bonds. s Even if it did, Govern
ment would stand the same losses under a di
rect loan program, so that this factor does not 
constitute a source of real savings. 

Risks: Nonfinancial Cost of Foreclosure 

Nonfinancial costs of foreclosure are more 
important than financial ones. I described this 
problem in my earlier study as follows: 

The great majority of lenders wish to avoid foreclosure 
for reasons other than the direct financial cost. Life 
insurance companies are sensitive to the possi,ble impact 
of foreclosures on insurance sales, while banks and sav
ings institutions are sensitive to the impact on their deposit 
influx. With a few exceptions, this public relations burden 
of foreclosure has been quite small in the past but there is 
always a danger of a steep rise in foreclosures in the fu
ture. Although lenders are guarded against serious direct fi
nancial loss from such development, they are not protected 
against a serious public relations burden . To some degree 
this possibility contributes to the existing yield spread. 
("Changes in the Structure of the Residential Mortgage 
Market," pp. 1415-1516). 

Whether Government would assume a com
parable burden under a direct loan program is a 
debatable issue, but my own view is that it 
would. Indeed, one could make a persuasive 
case that the nonfinancial burden of foreclosure 
would be greater for Government than it is for 
the private sector, because the foreclosure proc
ess-particularly the extent to which Government 
will extend forbearance-could easily become a 
political issue. I thus place this factor on the lia
bility side of the direct loan ledger, 

Risk: The Possibility of Disaster 

Part of the yield differential between FHA 
mortgages and Government bonds may be due 
to the view of investors that in the event · of a 
"disaster" in which the FHA was swamped with 
foreclosures, the agency would break down and 
payments would be delayed or not made-and 
that nothing comparable would happen to bond
holders. It is easy to dismiss this view on the 
grounds that the probability of such an event is 
very low, but there is good reason to believe 
that the market attaches considerable weight to 
the difference between a very small probability 
of loss and zero probability of loss. Obligations 
of Federal agencies carry significant yield pre

8 See my "Changes in the Structure of the Residential Mortgage 
Market," pp. 1514-1515. 

miums over direct Treasury issues of the same 
maturity, ranging generally between .25 percent 
and .5 percent and part of it is evidently due to 
the market's perception of a difference in risk. It 
is plausible that the market would attach a simi
lar perception to FHA mortgages. 

If this view is valid, does it provide scope 
for a real saving to Government under the direct 
loan program? It does if one accepts the propo
sition that the Government's guarantee under the 
FHA program is in fact meant to be, or should 
be, absolute regardless of the market's percep
tion of it. If the Government's guarantee is abso
lute in fact, then it will profit the Government to 
put the guarantee in such a form that the market 
perceives it to be absolute. 

Because the point is a rather subtle, one, 
some elaboration may be useful. Governments, 
like individuals, make promises of varying de
grees of force. A "weak promise," carrying some 
reasonable probability that the promisor may not 
deliver under exigent Circumstances, may be 
useful under certain conditions. While it may not 
elicit as satisfactory a response from the promi
see as a strong promise, this may be more than 
counterbalanced by the greater flexibility derived 
from the fact that the promisor is not irrevocably 
committed. If the promisor intends his promise to 
be absolute, however, it rarely would be to his 
advantage to offer a promise that is less than 
absolute, and in the case of financial promises, 
this is always so. Thus, if Government would 
stand behind the obligations of its agencies 
under any circumstances whatever, it should ex
press its promise in such form that this is clearly 
understood, so that it can gain the advantage of 
a lower rate for the agencies. Probably the only 
way to do this is to convert the agency obliga
tions into direct Treasury obligations.9 The argu
ment, of course, applies to all agency obligations 
and not just the contingent obligations of the 
FHA. 

In summary, only one of the various causes 
of the yield differential between insured mort
gages and Government bonds represents a 

" It 	 Is not at all clear that the proposed Federal Financing Bank 
Act (Senate Bill S. 3001) would accomplish this Since what 
it does is to set up still another agency whose obligations 
presumably would be substituted for those of existing agen
cies. Whil e the new agency's credit wou ld be supported by 
the right to borrow up to $5 billion from the Treasury, it 
may be do ubted that the market would consider the agency 's 
obligations to be the equivalent of Treasury issues, any more, 
indeed, than any other agency's issues are so considered. 
The mechanism established by S. 3001 thus may be useful 
for purposes of coordinating the financing operations of the 
agencies, but I do not think that it would lower agency finMc
ing costs. 
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source of real savings to the Government realiz
able under a direct loan program. This is the 
yield reduction that would result from substitut
ing the absolute promise of the Treasury for the 
less than absolute promise of FHA. We do not 
know how much this cost saving might be, but 
the yield differential between Treasury and 
agency issues, on the order of .25 percent to .5 
percent, sets the outside limit. The saving would 
be smaller than this to the degree that the 
Treasury-agency yield differential is accounted 
for by differences in liquidity or anything else. 1 0 

On the other side of the ledger, there is the 
additional burden on Government because of its 
responsibility for foreclosures. This burden is not 
quantifiable, and, indeed, some might argue that 
it does not exist at all, but I consider it a nega
tive factor because it creates a new and delicate 
issue (foreclosure policy) and uncertainty regard
ing how the issue will be resolved. On balance, 
there is a case for a direct loan program on 
grounds of cost reduction to the Government, 
but because of the uncertainties on both sides of 
the ledger, I do not feel that it is persuasiveY 

Delivery of Housing Services to Low 
Income Households 

We turn next to the question of whether a 
direct loan program could increase the efficiency 
with which housing services are delivered to 
low-income households. I believe that it can, 
provided that the direct loan program is properly 
structured. My proposed structure is as follows: 
The eligibility of household-borrowers would be 
determined by HUD (FHA), which would reserve 
loan funds on their account at the time they is
sued a certificate of eligibility . No commitments 
or fund allocations would be granted to lenders, 
builders, or anyone other than households. Pri

10 Unfortunately, there is very little research on the relative impor
tance of the various determinants of the Treasury-agency yield 
differential. An unpub l ished study by Thomas F. Coakley and 
Arthur DiMartino, Jr. (graduate students at the Wharton School) 
indicates that in the minds of market participants, only a small 
part of the dilferential is due to differences in risk. Most of 
the differential is attributable to differences in liquidity and 
In value as collateral-securing loans. The problem is that there 
are very complicated interact ions between these various 
facto rs. 

11 I 	 might add that if a direct loan program is considered better 
than an interest rate subsidy program on grounds of relative 
cost, it is also better, for the same reason , than the Section 
203 program. It is true that the higher cost under 203 is borne 
by the borrower, whereas under 235 it is borne by the Gov
ernment, but what of that? The objective of reducing the 
Government's cost under 235 shou ld be no more compelling 
than the objective of reducing the borrower's cost under 203. 
Indeed, the lower the cost of 203 to the borrower. the smaller 
will be the demand for subsidies under 235. 

vate lenders would be authorized to originate 
loans for the Government to eligible borrowers. 
For this service the Government would pay a 
fixed dollar amount per month, to cover the 
costs of origination that are not reimbursed by 
the borrower. HUD (FHA) would contract sepa
rately for loan servicing, which would not neces
sarily go to the loan originator. The rationale of 
this proposal will now be considered. 

The Commitment Function 

Commitments and Market Power: A major 
problem under the Section 235 program has 
been that a large part of the benefit that Con
gress intended for low-income households has 
been preempted by builders, brokers, and other 
real estate intermediaries. Investigations have fo
cused on the administrative failure of Govern
ment to protect the borrower-particularly on the 
breakdown of property inspection procedures 
and on the corruption of the appraisal 
process.12 

This emphasis is misplaced . The basic 
source of the difficulty is that under the adminis
trative procedures employed by FHA, subsidy 
commitments were placed in the hands of inter
mediaries rather than in the hands of home buy
ers. A subsidy commitment is a type of market 
power in the hands of whoever holds it, and 
most holders can be depended upon to use this 
power to benefit themselves rather than the in
tended beneficiaries of the prog ram. 

A brief digression into theory may help to 
clarify the point. Assume that a standard service 
offered on a competitive market sells for $100 a 
month, while a substandard version of the same 
service sells for $50 a month. Assume further 
that the Government decides that eligible fami
lies now using the substandard service should 
have the right to purchase the standard service 
and offers to pay the difference in price. If a sub
sidy commitment is given to a well-informed 
household, that household would be able to buy 
the standard service for $100 a month-that is, 
at the same price that everyone else pays, or 
only slightly more. Suppose, however, that one 
of the sellers of the standard service, but not the 
others, is authorized to sell under the subsidy 
program; buyers must deal with him. That seller 
can reduce the quality of the service so that it is 

"See Inter im Report on HUD Investigation 01 Low·and·Moderate
Income Housing Programs, Hearings Before the Committee on 
Banking and Currency, House of Representatives. Mar. 31, 1971, 
GPO 1971; and HUD Office of Audit, Audit Reviewal Section 
235 Single Family HoUSing, Dec. 10, 1971. 
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only slightly better than the substandard service, 
and he can charge $100 because buyers have no 
other option. The eligible buyer will deal with 
that seller because the buyer's situation will im
prove relative to what it was, but the seller 
would absorb the lion's share of the benefit. 

In effect, this is how the interest rate sub
sidy program has been structured. 

It is, of course, the function of regulation to 
force the seller to give the buyer a better deal 
than he would otherwise be obliged to give, but 
this places an intolerable burden on the regula
tory process. It is hardly surprising that it broke 
down in so many places-especially in the case 
of transactions in existing houses. While the in
herent logic of a subsidy program suggests that 
beneficiaries should satisfy their demand largely 
from the standing stock, the great difficulty in 
effectively policing such transactions has been 
one factor causing heavy emphasis to be placed 
on new construction. 

I fear that if a switch were made to a direct 
loan program, the tendency would be to set it up 
in such a way that the basic problem I have just 
described would be carried over substantially 
unchanged. This would be the case if fund allo
cations under the program were made to lenders 
or builders. If a lender were told, for example, 
that "during the first quarter he could disburse 
$X on the Government's account," the power to 
direct these funds would be a valuable asset
much more valuable, I would guess, than any or
igination fee the Government would pay him. 
Can anyone doubt that the funds would be di
rected to the lender's customers and associates 
who are in position to provide reciprocal bene
fits? 

The way to avoid this is to have HUD (FHA) 
issue a certificate of eligibility directly to house
holds. "This certifies that John Doe is eligible to 
receive a Title X loan in an amount up to 
$ . Any loan originator authorized under 
Section of HUD Regulation is 
entitled to advance funds to John Doe up to the 
above amount for the purpose of acquiring a 
dwelling unit approved by the FHA, and to be 
reimbursed under the procedures set down in 
Section ___ 

Value of Commitments to Households: 
Granting commitments to households does not in 
any sense mean that households automatically 
will retain their full value. The extent to which 
they benefit depends on such factors as (a) the 
structure of the local mortgage market, (b) the 
household's knowledge and sophistication, and 

(c) its access to counseling services. If the 
household has access to many potential lenders, 
plus the requisite knowledge and the will to 
shop, it will retain the benefit for itself. But 
(to take the opposite extreme), if there is only a 
single source of loans, or if the household is a 
completely dependent personality without access 
to counseling who is unable to do more than 
place himself wholly in the hands of the first 
lender he encounters, the chances are good that 
he will lose much of the value of the commit
ment. 

There are those who argue that the typical 
house buyer under 235 was too ignorant to be 
given freedom to operate in the private market 
on his own. There is considerable evidence that 
many buyers under Section 235 were unprepared 
for homeownership and in many cases did not 
even understand the responsibilities that owner
ship involved. Yet the solution to the problem of 
consumer ignorance is not to place market 
power in the hands of those who have an incen
tive to exploit the consumer and then try to pre
vent the exploitation through administrative con
trols. That is the hard way. The easy way is to 
place the market power in the hands of the in
tended beneficiaries of the program and use the 
administrative resources of the Government to 
help them make intelligent decisions in the mar
ket place. The shift in administrative procedures 
from regulation to counseling could improve the 
efficiency of the bureaucracy for many reasons, 
not the least of which is that it would eliminate 
"payoffs" and more subtle forms of corruption 
that tend to undermine the regulatory process 
whenever there are large profits to be made. 

Implications of Greater Coinsurance: In a 
reaction to the first draft of this paper, officials 
in HUD raised the question of whether additional 
,coinsurance imposed on lenders would in any 
way prejudice the objective of enabling house
holds to obtain the value of loan commitments.13 

The answer to this is that a significant degree of 
coinsurance would shift the balance of forces 
against the household, although it is hard to 
know how important the shift would be. Greater 
coinsurance means greater risk, which would 
tend to reduce the number of lenders in any 
market. Perhaps of more importance, lenders 
would face higher origination costs because of 
the greater need to protect themselves, and this 
would make it more difficult for households to 

13 The rationale underlying proposals to increase coinsurance is to 
allow FHA safely to delegate to lenders greater responsibility 
for loan processing {see the appendix note}. 
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obtain information by shopping. This point has 
no applicability, however, to direct loans, be
cause these would carry no risk to originators. 
Potentially, therefore, households would be faced 
with a more favorable market structure under a 
direct loan program than under an interest rate 
subsidy program, provided that HUD took the 
necessary steps to maximize the number of will
ing loan originators (see B below). Some further 
aspects of the relationship between coinsurance 
and issuance of commitments to households will 
be discussed in an appendix note. 

Allocation of Commitments: Since the de
mand for commitments under interest rate sub
sidy or direct loan programs exceeds HUD's 
commitment authority, commitments must be ra
tioned in some way. When commitments are is
sued to builders or other intermediaries, the 
temptations offered to officials in local FHA 
offices are very large. The amounts involved in 
individual transactions are substantial, while the 
criteria they must apply in allocating funds are 
necessarily quite vague. Consider the following 
admonition given to FHA field offices regarding 
how allocations are to be given to builders under 
Section 235. 

This evaluation [of requests by builders for reserva
tions of contract authority] requires the exercise of good 
judgment in applying the selection criteria to individual re
quests .... In evaluating requests, field offices shall make 
every effort to achieve an equitable geographic distribution, 
giving due regard to the communities with the greatest 
need for housing in the jurisdiction. Similarly, there should 
be a reasonably equitable distribution among builders 
whose proposals rate well under the selection criteria. En
couragement should be given to those proposals which are 
likely to provide a potential mix of subsidized and unsubsi
dized units. (From Homeownership for Lower Income Fami
lies, Section 235(i) Handbook, HUD Circular 4210.1, Jan. 
29,1973, pp. 4-11.) 

It is hardly an exaggeration to say that with 
criteria such as these, field offices can get away 
with almost anything. 

When commitments are issued to house
holds, in contrast, the amounts involved in any 
one transaction are small, and very explicit ra
tioning procedures can be used-such as first
come-first-served. Hence, the probabilities are 
much smaller that the administrative process will 
be corrupted. 

Commitments to Households and the Vol
ume of New Construction: It is implicit in a pol
icy of giving commitments to households that 
builders obtain no special privilege and require 
no special authority to sell to subsidy recipients. 
If builders cannot meet the subsidy market, then 

subsidy recipients will have recourse to the ex
isting house market. This raises a question, 
posed by HUD officials, as to whether the vol
ume of new construction will be lower than if 
commitments were offered directly to buildersY 

Let us assume that a subsidy program ex
pands housing demand by a given amount, but 
in one case the demand is directed to new units 
and in another case to existing units. If all units 
were homogeneous the results would necessarily 
be identical; in the second case additional de
mand for existing units would immediately spill 
over to the new house market. Lack of complete 
homogeneity creates a possibility that in the 
short run the spillover effect will be less than 
complete and that new construction will not be 
expanded by as much. In the long run, however, 
I would not expect the effect to be significant. 
Any such effect, furthermore, would tend to be 
offset by the higher effective price of housing 
services, and, therefore, lower demand of sub
sidy recipients, when market power is placed in 
the hands of builders. 

It is helpful to remember other costs of 
channeling subsidies to new construction. First, 
in many areas the per household subsidy is 
larger because it is more costly to meet mini
mum housing standards by constructing new 
un its than by providing housing from the stand
ing stock. Second, household satisfaction is 
likely to be lower if buyers are restricted to a 
narrow range of options. 

Dividing the Loan Origination and Loan 
Servicing Functions 

The purpose of dividing the loan origination 
and loan servicing functions is to reduce the 
costs to Government of a direct loan program to 
the lowest possible level, and to extend the net
work of loan origination facilities as widely as 
possible. 

The loan origination function is largely a 
"handicraft" operation, in which there are no 
scale economies. The cost of producing 1,000 
loans is very close to ten times the cost of pro
ducing 100 loans. Much of the servicing function, 
in contrast, is computerized and subject to 
marked economies of scale. The cost of servic
ing 1,000 loans is very much less than ten times 

H This question is quite general and can be posed regarding 
any type of housing assistance. including preferential tax 
ueatment . secondary market support . preferential credit 
terms, or whatever. It Is rather surprising that on a question 
applicable to so many aspects of housing policy there is no 
literature, but that appears to be the case . 
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the cost of 100 loans. By negotiating for these 
functions separately, the Government would be 
in a much stronger bargaining position. By offer
ing large servicing portfolios, it could obtain the 
best competitive rate, calculated by bidders on 
the assumption of a large volume operation. At 
the same time, the per loan origination fee would 
be as attractive to a small lender as to a large 
one, and the network of loan origination outlets 
would be maximized. 

If the Government negotiated for a com
bined origination-servicing function, it would be 
obliged to pay a combination origination-servic
ing fee attractive enough · to appeal to low
volume producers whose servicing costs would be 
high. Large-volume producers would then make 
surplus profits. If the combination origination
servicing fee were cut to the level appropriate to 
the large-volume producers, the low-volume pro
ducers would not be attracted to the program. 

An optimum division of functions might be 
obtained without the Government's contracting 
separately for origination and servicing if the 
Government paid an attractive origination fee and 
a servicing fee that was attractive only to large
volume producers. In this case, small-volume 
producers might originate loans and give away 
the servicing. I believe, however, that this ap
proach would be more difficult to implement, 
would generate more resistance, and would not 
be as effective. Potential large-volume servicers 
would be uncertain regarding the size of the 
servicing portfolio they could amass, and they 
would not be willing to accept as low a fee as 
they would if the Government gave them a com
mitment on servicing volume. 

Summary of Principal Conclusions 
1. Federal budgetary outlays under direct 

loan and interest rate subsidy programs would 
exhibit different time patterns. Direct loan pro
grams have a much larger immediate impact, but 
the difference shrinks over time and, after six 
years or so, outlays under interest rate subsidy 
programs become larger. This difference should 
not affect the policy choice between these ap
proaches, since they have no bearing on cost 
effectiveness or macroeconomic impact. 

2. There is a prima facie case that total fin
ancial cost to Government could be lower under 
a direct loan program because the Treasury's re
quired rate of return is lower than that of private 
investors. On average, the Treasury can borrow 
at rates roughly two percentage points below the 
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market yield on FHA mortgages. An examination 
of the causes of this yield difference indicates, 
however, that very little of it represents a poten
tial source of real cost savings to the Govern
ment. The only source of cost savings is the 
yield reduction that would result from SUbstitut
ing the absolute promise of the Treasury for the 
less than absolute promise of FHA. This saving 
cannot be quantified, but it is not large. On the 
other side of the ledger is the additional burden 
on Government, also not quantifiable, from hav
ing to assume responsibility for foreclosures. On 
balance, the case for a direct loan program on 
grounds of cost effectiveness is not very persua
sive. 

3. Under either interest rate subsidy or di
rect loan programs, it is sound policy to issue 
subsidy or loan commitments directly to house
holds rather than to builders, lenders or other in
termediaries. It is very difficult to prevent inter
mediaries from using the market power conveyed 
by a commitment to benefit themselves at the 
expense of the intended beneficiaries of the pro
gram. The regulatory function tends to be cor
rupted in the process. It is far better to place the 
market power in the hands of the intended bene
ficiaries of the program and to use the 
administrative resources of the Government to 
help them make intelligent decisions in the mar
ket place. This should lead also to a more equi
table system of allocation among households. 
Over the long run, the volume of new construc
tion should not be significantly different if subsi
dized households direct their demand to the ex
isting housing stock than if commitments are 
given to builders. 

4. A direct loan program could be struc
tured administratively more efficiently than an in
terest rate subsidy program. By contracting sep
arately for loan origination and servicing 
services, the Government could maximize the 
number of loan originators; this would benefit 
borrowers in several ways. In addition, by con
tracting separately for the servicing of large 
portfolios, the price of servicing to Government 
could be reduced. 

Appendix Note: Coinsurance and Issuance of 
Commitments to Households 

It was noted earlier that greater coinsurance 
imposed on lenders under an interest rate sub
sidy program might prejudice to some degree 
the objectives involved in granting subsidy com
mitments to households. Here I will consider 
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whether issuing commitments to households 
would prejudice the objectives involved in in
creasing the degree of coinsurance. The ques
tion is considered separately for interest rate 
subsidy programs (235) and nonsubsidized in
sured loan programs (203). 

The presumed objective of increasing coin
surance is to increase origination efficiency. 

A fairly high degree of coinsurance would induce pri
vate lenders to exercise normal lending prudence in 
screening borrowers. This would allow complete delegation 
of the loan origination function to the private sector. 
Hence, existing private facilities could be employed, and 
bureaucratic control by the insuring agency-with its at
tendant processing delays, reporting requirements, and the 
like-could be avoided. ("Changes in the Structure of the 
Residential Mortgage Market," p. 1511). 

The origination function that is most ger
mane to this argument is the evaluation of credit 
risk. The presumption is that lenders will do an 
effective job of assessing risk if they have some
thing significant to lose when loans go into de
fault. 

Under an interest rate subsidy program, 
however, the additional function arises of deter
mining subsidy eligibility, and this does not carry 
the same presumption of effective performance 
by originators. There is no reason based on 
self-interest why lenders should exercise great 
care in determining eligibility .for subsidies. 
Hence HUD cannot completely delegate respon
sibility for this function. The best it can do is 
delegate partial responsibility. This suggests that 
the cost savings from increasing coinsurance on 
235 might be smaller than anticipated, and cer
tainly they would be smaller than on 203, regard
less of whether commitments are issued to 
households or not. 

If 235 commitments are issued to house
holds, the function of determining subsidy eligi
bility cannot be delegated at all. If HUD issued 
commitments while originators determined sub
s1dy eligibility, HUD would find itself making 
promises and setting aside funds for ineligibles. 
This probably would generate impossible prob
lems. If HUD assumed responsibility for deter
mining subsidy eligibility, it would force an ineffi
cient separation between this function and the 
function of evaluating borrower credit. Thus, the 
issuance of commitments to households would 
indeed prejudice the objectives involved in in
creasing coinsurance under 235. 

This is not the case for nonsubsidized in
sured loan programs such as 203. Any gains in 
origination efficiency associated with greater 
coinsurance would not be prejudiced by grarting 
commitments to households. On the other hand, 
household commitments would not perform the 
same function under 203 as under 235 because 
203 commitments ordinarily do not have scarcity 
value. 

It turns out that household commitments 
under 203 would be useful only if combined with 
complete elimination of coinsurance. Thus, the 
benefits of greater processing efficiency associ
ated with increasing coinsurance under 203 
should be set against a broader set of benefits 
associated with zero coinsurance plus household 
commitments. I have argued elsewhere 15 that 
the latter benefits are substantial, including a 
large reduction in the 203 yield, elimination of 
the need for contract rate ceilings, and break
down of restrictive local market structures that 
have curtailed the availability of insured loans in 
nonmetropolitan areas. 

"See "Changes in the Structure of the Residential Mortgage 
Market," pp. 1510-30. 
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A Survey of the Attitudes and 
Experience of State and Local 
Government Officials with Federal 
Housing Programs 

By Louis Harris and Associates, Inc. 
Project Director: Carolyn E. Sellow 

Introduction: 

Purpose and Methodology 
This is the final report of a national survey 

of State and local government officials submitted 
to the Department of Housing and Urban Devel
opment by Louis Harris and Associates, Inc. 
(pursuant to Contract # H-2089R). Between June 
13 and 29, trained Harris executive interviewers 
conducted in-person interviews with representa
tive samples of 126 State government officials 
and 257 local government officials. 

On January 5, 1973, HUD announced a mor
atorium on subsidized housing programs in order 
to evaluate their effectiveness prior to develop
ing recommendations on the Federal role for 
housing. The objective of this survey was to ob
tain data on the attitudes of government officials 
towards Federal Government housing policies 
and programs and possible revisions of these 
policies and programs. More specifically, the 
survey sought to measure the nature of any op
position to construction of subsidized housing. 
These attitudes are among the important factors 
to be taken into consideration as part of this 
evaluation. A report is due to Congress from the 
President on or about September 7, 1973. 

In addition to the survey of State and local 
government officials, the Harris firm conducted 
two other studies under this contract. The re
maining surveys include: 

1. A survey of the attitudes of the American 
public towards Federal Government housing poli
cies and programs, and 

2. A survey of the attitudes of occupants of 
HUD-subsidized housing towards Federal Gov
ernment housing policies and programs. 

The methodology employed in conducting 
this survey of State and local government 
officials (the design of the samples, conduct of 
interviewing, data processing, and analysis) are 
shown below. 

The Design of the Samples 

The focus is on government officials who 
are not professional housing officials, but, rather, 
have more general responsibilities. 

State Government Officials: The sample was 
drawn to approximate State government officials 
across the Nation. It includes the Governor or 
substitute for the Governor 1 in all fifty states. In 
addition, in each of a group of 15 States 2 (cho
sen to be representative of the Nation as a 
whole), the Lieutenant Governor and four key 
State legislators 3 were interviewed. 

Local Government Officials: The sample was 
drawn to approximate local government officials 
in the largest metropolitan areas across the Na
tion. The sample includes officials of the central 
city government, other incorporated places out
side central cities, and county governments, in 
the 25 largest standard metropolitan statistical 
areas (SMSAs). 

There was some debate as to whether the 
selection of local governments (aside from the 
central cities) should be made proportional to 
population, or whether each governmental unit 
should have an equal chance of being chosen, 
regardless of size. Both approaches have value, 
and it was decided to represent both approaches 
by stratifying by size in the selection process, 
choosing a certain number of communities within 
three population strata-under 10,000, 10,000
49,999, and 50,000 and over. Interviews were 
conducted with the head of the executive branch 

1 If a Governor was not able to be Interviewed In the time avail
able, a substitute was interviewed. First preference for sub
stitute was the Governor's executive assistant, second prefer
ence was Lieutenant Governor, third preference was a State 
cabinet official with responsibility for housing-related affairs, 
and fourth preJerence was the Governor's press secretary. 

2 The 15 states are Arizona, California, Florida, Georgia, Illinois, 
Louisiana, Massachusetts, Minnesota, Nebraska, New Hamp
shire, New Jersey, New York, Oregon, Texas, and Wisconsin. 

a Key state legislators included the leaders of each of the two 
major parties In each chamber of the legislature. If these key 
state legislators were not able to be interviewed in the time 
available, substitutes were drawn from members of housing 
committees, In order of seniority. 

.---.~ ... --~ .... ~~ 
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and the head of the legislative body of each gov
ernment in the sample.' 

Conduct of Interviews 

Before the questionnaires were fielded, let
ters were sent from Secretary James T. Lynn of 
Housing and Urban Development to all officials 
included in the sample. The content of the letters 
was the following: 5 

As part of the Federal Government's review of housing 
policies and programs, HUD has commissioned a leading 
public opinion research firm to conduct an extensive sur
vey (among a sample of key local officials in the larger 
metropolitan areas/ among the Governors and other key offi
cials of the 50 States). 

The purpose of this survey is to provide current infor
mation as to the thinking of (local / State) officials on hous
ing needs and on the appropriateness of various 
governmental strategies for housing assistance . 

The answers you give will be kept entirely confidential 
and will not be revealed on an individual basis. The tabu
lation and analysis of the data will present only the com
bined answers of all respondents . 

You will be contacted shortly concerning this interview. 
The interview should not last more than an hour. Your co
operation in this important matter would be greatly 
appreciated, and I thank you for your help . 

All field work was assigned by the New 
York office of the Harris firm. The interviews were 
conducted in person by specially trained execu
tive interviewers, experienced in conducting in
terviews with government and business execu
tives. Interview appointments were set up in 
advance by telephone. 

Upon approval of the questionnaire, field 
kits were mailed, special delivery, directly to the 
interviewers or to area supervisors, who in tu rn 
assigned as many interviewers as were needed 
in their area. These kits contained, in addition to 
the questionnaires, a full written explanation of 
the substance and purpose of the survey with 
detailed instructions covering any complex or 
unusual requirements. 

Before interviewing commenced, the written 
instructions were supplemented by a briefing (in 
person or by telephone) from either the New 
York office or area supervisor. As the work pro
gressed, it was monitored to assure that sched
ules and quotas were being met and that all re
sults conformed to the specified sampling 
design. Returns were sent back to the New York 
office as they were completed, and checked 
again for quality and completeness. 

• If those heads were not able to be interviewed in the time avail
able, substitutes were interviewed. The substitute chosen was 
the best available respondent to represent the intended head 
of government. 

• Different letters were used for State officials and for local offi
cials. The variations in the letter are indicated by parentheses. 

Data Processing 

Once editing checks were made, open 
ended (unstructured) questions were coded to 
permit computer processing. The full question
nai res were then keypunched, key-verified and 
put on magnetic tapes. The data were tabulated 
by basic cross-tabulation programs and pre
sented in the form of annotated tables showing 
cross-tabulations (frequencies and percentages) 
of questions by independent variables agreed 
upon in advance by the Department of Housing 
and Urban Development and Louis Harris and 
Associates. 

Analysis 

With the exception of occasional questions 
asked only of one group of officials or the other, 
the substance of the questionnaires administered 
to local and to State government officials was 
identical. The main difference was the wording: 
Local officials were asked to think in terms of 
their "city/county," while State officials were 
asked to think in terms of their "State." 

For the purposes of analysis, the responses 
of the two groups of officials were run in total 
(that is, responses of local and State officials 
combined) r. and separately (that is, responses of 
local officials broken out separately from those 
of State officials). Within each g roup of officials, 
the results were run by key variables. A defini
tion of these variables and their distribution in 
the sample are shown here. 

Per
centage 

of 
Sample 

Total of local and State officials 100 
Total local officials 67 

Position 
Mayors, deputy mayors 20 
Other local executives (including city 

manager, assistant to the mayor, 
city housing or planning officials, 
other city officials, county executive 
or administrator, aide or assistant 

• to county executive and other 
county executives) 26 

6 While th e total provides a useful indication of the combined atti
tudes of State officials and local off icials (in the 25 largest 
SMSAs). it must be recognized that this is a somewhat arb i
trary combination. In general , it is the differences between 
State and local officials which are of the greatest interest and 
deserve the most attention. 
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Local legislators (including president 
or chairman of city councilor com
mission, other councilmen or com
missioners, assistants to city legis
lative officials, head of county board 
or commission and other county 
commissioners) 21 

Housing experience (previous experi
ence directly related to housing matters) 
Government (including legislators who 

have sponsored housing bills or 
served on housing committees, ex
ecutives who have initiated housing 
legislation or policies, and execu
tives and legislators with general 
government experience) 15 

Housing experts (including advisors 
on housing policy and members of 
housing commissions, zoning board, 
officials and employees of HUD, 
FHA or other housing authorities) 18 

Private professionals (including archi
tects, contractors, lawyers or other 
professionals with experience in 
housing) 21 

Time spent on housing (proportion 
of professional working time directly 
involved with housing matters) 
10 percent or less 38 
More than 10 percent 29 
Size of place 
Central cities 19 
Outside central cities 34 
Counties 14 
Region 
East 22 
Midwest 19 
South 11 
West 15 
Outside central cities 
Less than 10,000 population 8 
10,000 to 49,999 population 15 
50,000 and over 11 
Less than 20 percent growth rate 

(since 1960) 17 
20 percent or more growth rate 

(since 1960) 17 
Counties 7 

1 Counties were divided as indicated above (based on data from 
"Local Government Finances in Selected Metropolitan Areas 
and Large Counties: 1969-70" U.S. Dept. of Commerce GF70- 6) 
In order to reflect the fact that county governments would vary 
significantly in responsibilities. Per capita expenditures was 
used as an overall indication of this variation. 

Less than $420 direct per capita 
expenditures 7 

More than $420 direct per capita 
expenditures 7 

Total State officials 33 

Position 
Governors, lieutenant governors, as

sistants to Governor 10 
Other State executives (including 

aides to lieutenant governors, hous
ing and planning officials, other 
State officials) 9 
State legislators (majority leaders, 
minority leaders, other assembly
men or senators, and aides to State 
representatives) 14 

Total executives in 15 States only 
(Governors, lieutenant governors, 
assistant to Governors and other 
State officials in same 15 States 
where legislators were interviewed. 
See design of samples above) 10 

Housing experience 
Government 11 
Housing experts 8 
Private professionals 11 

Time spent on housing 
10 percent or less 19 
More than 10 percent 14 

Percentage of State urban 
Less than 65 percent urban 9 
65 pe rcent to 80 percent urban 15 
More than 80 percent urban 9 

Region 
East 
Midwest 
South 
West 

8 
8 

10 
7 

The following report includes statistical 
tables drawn from the annotated tabulations. In 
addition, the report includes a description of the 
main findings and a discussion of the significa
tion of the study results, including clearly identi
fiable "observation" sections discussing the pol
icy implications of the findings. 

The questionnaires administered in this 
survey were developed by Louis Harris and As
sociates in close consultation with HUD person
nel. Copies of the two questionnaires (one for 
State officials, the other for local officials) are 
available from Louis Harris and Associates, Inc., 

1328 



1270 Avenue of the Americas, New York, N.Y. 
10023. 

Section I: Summary of Key Findings 
The following conclusions can be reached 

about the views and experiences of State 
officials and local government officials in the 
largest metropolitan areas of the country on the 
subject of housing and the perceived role and 
performance of the Federal Government in hous
ing in the past, present, and future: 

1. Government officials attach a higher 
priority to housing as a pressing concern facing 
their level of government than they do to lack of 
money, taxes, environmental control, transporta
tion, unemployment, and crime. In sharp contrast 
to the general public, which gave housing a 
much lower priority, State and local officials put 
housing in first place on their volunteered list of 
most serious problems facing their level of gov
ernment. Housing was mentioned most often as 
an issue of concern to central city public 
officials, with 45 percent of them singling it out 
as a most serious problem, compared with 30 
percent of all State and local officials surveyed. 
While only a minority .pf the public (18 percent) 
rated their housing as only fair or poor, the 
problems of these apprcximately 9 million fami
lies nonetheless make housing a top priority for 
government leaders and create serious pressures 
to find solutions to housing problems. (Section 
II) 

2. In cities where officials feel the need for 
new housing is greatest, however, the opposition 
seems to have been highest. By a substantial 
69-31 percent, government leaders in the central 
cities reported that "there has been organized 
opposition to construction of new housing," 
while local and State officials as a whole re
ported such opposition by 52-46 percent. (Sec
tion III) 

3. At all levels of government, highest oppo
sition surfaced to subsidized low income 
housing. By 74-19 percent, local officials said 
that they had found resistance to low income 
housing in the key central cities, and this was 
confirmed by State officials (by 67-29 percent). 
In the suburbs, subsidized low income housing 
met with opposition in the experience of 91 per
cent of local officials and 85 percent of State of
ficials. 

After subsidized low income housing, subsi
dized moderate income housing was believed to 
be the next target of opposition. Local officials 
(by 54-37 percent) reported that such housing in 
central cities has met with opposition. State 
officials are less certain of central city opposi
tion to subsidized moderate income housing: By 
49-48 percent, they reported opposition in cen
tral cities. In suburban areas, however, moderate 
income subsidized housing emerged as running 
into deep trouble, with an 81-16 percent majority 
of local officials and a 69-28 percent majority of 
State officials reporting opposition. Only unsubsi
dized housing evoked little or no opposition in 
the central cities and suburbs, according to 
State and local officials. (Section III) 

4. Government officials and the public agree 
on the prime targets for Federal housing assist
ance. There is a clear mandate from both groups 
that the elderly and low income working families 
be the beneficiaries of Federal housing pro
grams : 89 percent of officials surveyed felt that 
federal funds should be targeted to elderly citi
zens, and 87 percent felt they should benefit low 
income working families. Sixty percent of gov
ernment leaders felt that Federal funds should 
be targeted to housing programs for each of the 
following groups: welfare families, moderate in
come families, and the physically handicapped. 
Only minorities of officials backed Federal fund
ing for housing for ethnic and racial minorities 
and veterans. (Section III) 

5. In an evaluation of specific HUD-spon
sored housing programs, the Section 235 home
ownership assistance program received a nega
tive assessment from State officials by 45-42 
percent and from local officials by a thumping 
65-26 percent. The problems with the program 
focus on lack of cooperation of people in main
taining their homes once they have received 
mortgage assistance, and on the poor quality of 
the construction, the lack of an enforcement sys
tem on maintenance, and the fact that people 
over the income limits get into the 235 program. 
Nonetheless, among central city officials who do 
not have 235 programs, by 46-27 percent they 
would like to see them in their communities. 
(Section IV) 

6. The low rent public housing program is, 
on the whole, not badly received: Local officials 
come up with a 52-42 percent positive rating, 
while State officials give it a slightly lower 44-40 
percent positive rating. The thrust of complaints 
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here is that the program is not properly sup
ported by the Federal Government. (Section IV) 

7. Local officials give the 236 rental assist
ance program a 46-38 percent favorable rating, 
although State officials gave it a negative 46-39 
percent assessment. Again, central city officials 
who do not have the 236 program would like to 
have it (by 57-29 percent), although officials out
side central cities do not. The major reported 
problems with this program are inadequate fund
ing, redtape, bureaucracy, inflexible income limi
tations, and administrative and management diffi
culties. This program is viewed as promising if 
HUD would administer it more effectively. (Sec
tion III) 

8. The 312 and 115 loans and grants for re
habilitation program received a 45-40 percent 
positive rating from local officials, although State 
officials were negative by 31-21 percent. (A high 
48 percent of the latter were unable to pass 
judgment.) This is the only program that would 
be welcomed where not in existence in commu
nities outside central cities as well as within 
them. (Section III) 

9. On scatter-site public housing, local 
officials are convinced by 58-32 percent that the 
general public in their area would oppose such a 
program, although State officials feel by 46-42 
percent that such housing would be acceptable. 
Most convinced that opposition would exist are 
public officials in communities outside the cen
tral cities. (Section IV) 

10. Local and State officials appear open to 
major changes in HUD housing policy. By 74-13 
percent, they agreed that there should be 
a "change in the 'mix' of HUD's housing pro
grams-that is, spend more on some programs 
and less on others". Local officials in central 
cities favor such a change by a higher 87-8 per
cent. (Section IV) 

11. Public officials give a much firmer en
dorsement to housing allowances than does the 
public. By 74-25 percent, State and local leaders 
favor" housing allowances for low income fami
lies", while the American people favored it by a 
lesser 50-35 percent margin. (Section IV) 

12. Decentralization in the administration of 
mortgage pools is a popular idea. By 67-31 per
cent, a sizable majority of State and local 
officials favored "having the Federal government 
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provide a pool of mortgage funds which would 
be administered by the State." (Section IV) 

13. By better than 2 to 1, public officials at 
the local and State level rally behind "special 
revenue sharing for housing as a replacement 
for current Federal housing subsidy programs." 
(Section IV) Support for greater local control and 
administration of housing programs runs through 
officials' responses to all the proposed changes. 
Yet, while the leadership would like to see the 
role of State and local government expanded, 
this would not preclude an even more substan
tial role for the Federal Government. Federal 
Government involvement must be continued, 
local and State officials agree, and at a rather 
high degree of involvement and initiative, includ
ing providing and administering mortgage insur
ance or guarantees, providing income assistance 
to individuals for housing, providing and admin
istering direct loans for housing, handling 
property disposition for housing units repos
sessed by the Federal Government, and enforc
ing equal opportunity laws. (Section IV) 

14. A sizable majority of State and local 
leaders (by 60-34 percent) said they would en
dorse the idea of a regional approach on hous
ing for a metropolitan area. The Federal Govern
ment clearly has a mandate to move in this 
direction. (Section IV) 

15. Local officials tend to have a rather 
poor sense of what the public is willing to sup
port in the way of housing programs. The public, 
for the most part, is more willing to be generous 
to the poor and to the less fortunate than the 
leadership assumes. (Section IV) 

16. By 52-34 percent, the leaders opted for 
"rehabilitation of existing housing" as preferable 
to "new construction". As with the general pub
lic, government leaders tend to feel that existing 
housing has not been refurbished properly to 
meet people's housing needs. While they place 
housing high on their list of urgent community 
problems, local officials worry about the impact 
of major new housing increments on their gov
ernment services. (Section IV) 

Section II: Locating the Importance of 
Housing to State and Local Officials 
Priority of Serious Problems 

In sharp contrast to the general public, 
which placed housing in 14th place out of 18 



volunteered problem areas, State and local gov
ernment officials in the largest metropolitan 
areas put housing in first place on their volun
teered list of the most serious problems facing 
their level of government. Housing took priority 
over the pressing questions of the lack of 
enough money, taxes, environmental control, 
transportation, zoning problems, drainage and 
sewage, crime, unemployment, and education, 
which followed in that order. 

Housing was believed to be of most press
ing concern to central city public officials, 
among whom 45 percent singled it out as a most 
serious problem, compared with 30 percent of all 
State and local officials surveyed. The roster of 
issues for central city officials varied from other 
local officials with crime, financial operating 
questions, unemployment, and financing new 
housing topping all other problems. In the com
munities outside the central cities, the top issue 
to emerge was drainage and sewage problems, 
with housing and financial operating problems 
tied for second place at 21 percent, followed by 
land development and zoning questions, and 
traffic congestion. Counties came up with an en
tirely different priority order of problems, with 
pollution, at 31 percent, leading the way, fol
lowed by housing and transportation/mass 
transit problems tied at 25 percent. Drainage and 
sewage questions, and financial operating prob
lems follow. State officials gave housing the top 
place at 33 percent, followed by taxes, educa
tion, environmental control, financial operating 
problems, and land development problems. 

Observation: Each level of government, of 
course, reflects the special problems besetting 
the constituents who live within their area of re
sponsibility. Yet housing emerges in all cases as 
a major priority. Some caution, however, should 
be observed in accepting housing as their top 
priority, since the sponsorship of the study was 
made clear to all officials before the interviews 
were conducted. There may well have been 
some tendency for State and local officials to be 
prepared to address themselves to the sponsor 
of the survey and a consequent readiness to dis
cuss housing problems. 

Nonetheless, even if this factor were dis
counted, by any measure, among key officials 
from the States and localities, housing ranks 
high in importance, along with fiscal solvency, 
pollution control, transportation, land develop
ment, sewage, and education. 

There is also evidence that these public 
officials place a higher priority and urgency on 

housing than do the people themselves. Although 
the public was asked about the "two or three 
most important problems facing the country" and 
the State and local officials about the "two or 
three most important problems facing your 
(State, county, local) government", nonetheless 
the fact that housing emerged with only 4 per
cent mentions from the public compared to a 
much higher 30 percent mentions by public 
officials indicates some of the difference in prior
ities. The public places inflation, Watergate, 
crime, drugs, taxes, environment control, the en
ergy crisis, education, unemployment, discrimina
tion, all ahead of housing. The public officials 
place racial problems, drugs, health, welfare, un
employment, and inflation all relatively low on 
their list, far below housing. 

At least part of the explanation for this dif
ference in emphasis between the public and 
their elected and appointed governmental 
officials is found when it is recalled that a sub
stantial 82 percent of the public expressed basic 
satisfaction with their housing today, and most 
feel that improvements have been made in the 
State of their housing over the past few years 
(especially in the value of homes they own). This 
left only a minority of 18 percent who expressed 
dissatisfaction with their housing. 

However, that 18 percent comes to approxi
mately 9 million families, a sizable number. The 
pressures to find solutions to the housing prob
lems of this substantial minority inevitably reach 
public officials. Just because a majority of peo
ple express satisfaction with their housing does 
not alleviate the residual problem facing govern
ment in the housing field. This felt pressure from 
the minority of the public about housing has 
hel ped to generate its high priority status among 
public officials at the State and local level. 

Focusing In On Housing 

Public officials were next asked about the 
main housing problems within their constitu
encies. Easily at the top of their volunteered list 
was the "need for more housing for low income 
groups," cited by 35 percent of all officials. In 
rapid order, both local and State officials pou red 
out a roster of other housing problems worthy of 
major consideration: More housing for moderate 
income groups, more housing for the elderly, the 
problem of substandard or deteriorated housing, 
the high cost of housing today, the need for 
more housing, the lack of funds for housing, the 
need to replace and to renovate substandard 
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How Serious Are Community Housing Problems? 

The High Cost of New Housing 

Serious 

Not serious 

Not sure 


The Need for More Moderate Income Housing 

Serious 

Not serious 

Not sure 


Inadequate Income of Low and Moderate Income 
Families 


Serious 

Not serious 

Not sure 


The Need for More Low Income Housing 

Serious 

Not serious 

Not sure 


Deteriorating Neighborhoods 

Serious 

Not serious 

Not sure 


Insufficient Availability of Financing for Housing 

Serious 

Not serious 

Not sure 


The Presence of Substandard Housing 

Serious 

Not serious 

Not sure 


The Poor Quality of New Housing Construction 

Serious 

Not serious 

Not sure 


Zoning Which Excludes Lower Income Families 

Serious 

Not serious 

Not sure 


Building Codes Which Are too Strict 

Serious 

Not serious 

Not sure 


housing, and the high cost of construction. State 
officials raised yet another concern: The need 
for more housing in rural areas, volunteered by 
11 percent. 

These volunteered comments graphically il
lustrate the wide range of specific housing prob
lems with which public officials feel they are 
confronted. The problems came into sharper 
focus, however, when government leaders were 
probed about 10 specific areas of housing and 
asked how serious they thought each was. The 
following table provides a basic guide to where 
State and local public officials' concerns in 
housing are focused these days. 
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Outside 
Total Central Central State 
Local City City County Total 

% % % % % 

79 92 68 86 94 
21 8 32 12 5 

2 1 

66 82 55 73 84 
33 17 45 22 15 

1 1 5 1 

63 88 52 56 86 
33 9 44 38 9 

4 3 4 6 5 

62 80 48 73 90 
38 19 52 27 9 

1 1 

59 88 42 61 75 
41 12 58 39 23 

2 

54 83 42 42 67 
40 13 52 48 28 

6 4 6 10 5 

53 85 36 52 85 
47 15 64 48 14 

1 

26 26 21 21 32 
70 74 77 75 59 

4 2 4 9 

21 22 18 25 46 
76 75 80 69 50 
3 3 2 6 4 

16 25 10 16 27 
82 75 89 78 70 

2 1 6 3 

The impact of inflation is immediately evi
dent, with a high 79 percent of all officials ex
pressing the view that "the high cost of new 
housing" was a "serious problem" in the area of 
their responsibility. A second problem is that of 
"the need for more moderate income housing," 
cited as "serious" by 66 percent. Moderate in
come housing was closely fOllowed by "the inad
equate income of low and moderate income fam
ilies" to afford housing they need, another 
reflection of the perceived difficulties families 
have in keeping incomes at a par with rises in 
the cost of living. 



Observation: Each of these three top-cited 
problems-the high cost of new housing, the 
need for more moderate income housing, and 
the inadequacy of the income of low and moder
ate income families-were given a "serious" 
classification by a majority of publ ic officials in 
the central cities, in the communities just outside 
the central cities, among county officials, and 
State officials. For none of the other specific 
housing problems on the list of 10 did a majority 
of all groups call them "serious." 

Four other specific housing problems were 
singled out as being "serious" by a majority of 
all local and State officials combined, but there 
were important differences by where the officials 
were holding office . The need for more low in
come housing was believed to be "serious" by 62 
percent of all officials, with the proportion rising 
to 90 percent of State officials and 80 percent of 
central city officials, compared with only 48 per
cent of officials in communities surrounding the 
central cities. 

It is worth looking at the perceived need for 
low income housing in some detail. Those 
officials who spend more than 10 percent of their 
time on housing problems tend to see the prob
lem of low income housing as a far more serious 
problem than those whose total time spent on 
the problem is 10 percent or less. Public officials 
in the East, Midwest, and West are far more at
tuned to the need for low income housing than 
are those in the South. Interestingly, local legis
lators and appointive public officials are more 
concerned with low income housing than are 
mayors or deputy mayors. In the areas outside 
the central cities, there is a sharp difference be
tween those officials who serve in communities 
of 50,000 population and those with less than 
10,000 population. Officials from larger communi
ties feel by 67-33 percent that low income hous
ing needs are a serious problem, a view rejected 
by 73-27 percent in communities with under 
10,000 people. Officials in counties where capital 
expenditures are more than $420 per capita are 
concerned with low income family housing by 
83.17 percent, much higher than most other 
local officials. By contrast, State officials at all 
levels are deeply concerned over the need for 
low income housing. For example, 92 percent of 
the Governors feel that way, as do 85 percent of 
the State legislators, 97 percent of State housing 
experts, and 92 percent of State officials in the 
South. 

Observation: There is an inexorable pattern 
here which will be repeated throughout this 

study of the attitudes and assessments of State 
and local officials : The heart of the low income 
housing problem obviously is recognized as cen
tering on those populous areas where the poor 
and the lower income people are concen
trated-in the central cities and the more heavily 
populated and growing urbanized areas. Local 
officials tend to think primarily in terms of the 
makeup of their own constituencies. State 
officials cannot divorce their overall judgments 
from the knowledge that populous central cities 
are part of their States and contain within them 
low income people whose housing problems are 
believed to be acute. 

In fact, for most of the problems, central 
city officials see the problem as more serious 
than do other local officials, and the responses 
of State officials are relatively close to those of 
the central city officials. 

The problems of deteriorating neighbor
hoods is believed to be "serious" by 59 percent 
of the government leaders, but rises to a much 
higher 88 percent in the central cities, 75 per
cent among State officials, and 61 percent 
among county officials. But no more than 42 per
cent of the people vested with pub l.i c responsi
bility in the communities outside the central cit
ies feel the same ' way. A similar pattern exists 
for concern over substandard housing: Overall , 
53 percent of the government officials view it as 
a "serious" problem, with concern rising to 85 
percent among central city officials and State 
leaders, a lower but still majority 52 percent of 
county officials, but standing at no more than 36 
percent among government leaders in communi
ties outside the central cities. 

The pattern on the question of "insufficient 
availability of financing for housing" is somewhat 
different. A high 83 percent of central city 
officials are worried about the financing problem, 
as are 67 percent of State officials. But no more 
than 42 percent of county and outlying area gov
ernment leaders share this concern. 

In the remaining three areas of specific 
housing problems probed by the survey, only mi
norities of all officials expressed real concern: 
"the poor quality of new housing construction," 
thought to be not serious by a 70-26 percent 
margin; "zoning which excludes lower income 
families" viewed as "not serious" by 76-21 per
cent ; and "building codes which are too strict," 
"not serious" by 82-16 pe rcent. 

Observation: It is 5triking that, overall, mod
erate income housing needs are believed to be 
slightly more serious a problem than are the 

1333 



Two or Three Most Serious Problems Facing Local/State Government 

Housing 

Financial problems; need more money to operate 

Taxes 

Environmental control, pollution, population growth 

Transportation, mass transit 

Planning for zoning, land development 

Drainage, sewage 

Crime 

Unemployment 

Education, schools 

Highways, road 

Develop, finance new housing 

Help elderly 

Election reform , government restructure 

Increased social services 

Traffic congestion 

Commercial, business redevelopment 

Upgrade, maintain present housing 

Abandoned , substandard, dilapidated housing 

Inflation 

Plan for, control rapid growth 

More police, firemen 

Recreational facilities, parks 

Health care 

Drug abuse 

Racial issues 

Youth problem 

Welfare 

Need statewide building code 

Any other problems 

No problems 


• Less than 0.5 percent. 

housing needs of low income families. While 
State officials see low income housing problems 
as somewhat more serious, officials in the cen
tral cities see the problem of housing for moder
ate income families and for low income families 
as- equally serious. However, a majority of local 
officials outside central cities believe that moder
ate income housing needs are serious, while 
they do not extend this concern to low income 
families in the same measure. 

This priority ordering of needs by public of
ficials stands in sharp contrast to that among the 
public in the country. The people themselves ex
pressed more concern for the need to do some-

Total Outside 
Local/ Total Central Central Total 
State Local Cities Cities Counties State 
% % % % % % 
30 29 45 21 25 33 
22 23 30 21 17 21 
19 13 15 13 10 32 
18 14 8 11 31 26 
14 15 14 11 25 14 
14 13 4 19 12 16 
14 19 3 27 21 5 
13 15 32 6 13 8 
13 11 24 5 10 15 
11 4 9 1 4 26 

9 10 3 16 6 6 
9 9 15 8 2 9 
9 9 3 11 13 10 
8 4 5 2 8 15 
7 7 11 4 8 9 
6 9 1 18 
6 7 5 11 4 
5 6 5 8 2 3 
5 6 5 5 8 4 
5 1 1 1 14 
5 6 8 10 3 
5 6 8 8 2 
5 6 7 8 2 2 
4 2 5 4 8 
3 4 9 2 2 
2 2 7 1 1 
2 3 5 2 
2 2 3 2 3 
1 1 1 

14 12 5 15 17 18 
1 1 2 2 

thing about low income housing. Most of the 
public feel that moderate income families are 
having their needs met or at least that private 
building can do the job. But it is likely that pub
lic officials tend to think in terms of the more 
populous communities, especially the bigger cit
ies and their worry is that moderate income peo
ple are moving out of the central cities to the 
surrounding areas, creating housing needs in the 
suburbs and leaving the central cities populated 
primarily by low income people, which lowers 
the tax base of the central cities and in turn 
makes the problem of financial support for the 
central cities more acute. 
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How Serious a Problem is Housing, Compared to Other Problems in City/County/State? 
(Base : Housing not volunteered as serious problem) 

Total 
Local/ Total Central 
State Local Cities 

% % % 
Among most serious 19 17 52 
Serious, but not among most serious 31 24 24 
Not particularly serious 27 28 18 
Not serious at all 22 31 6 
Not sure 1 

Main Housing Problems in City/County/State 
(Volunteered) 

Total 
Local/ Total Total 
State Local State 

% % % 
Need more housing for 

low income groups 35 29 35 
Need more housing for 

middle income groups 18 16 22 
Need more housing 

for elderly 17 17 19 
Substandard, deteriorated 

housing 17 21 10 
High cost of housing 17 12 27 
Need more housing 13 9 22 
Lack of funds for 

housing 12 10 15 
Replace, renovate sub

standard housing 11 10 15 
High construction cost 7 5 12 
Enforcement of 

zoning codes 6 7 5 
Lack of leadership to 

serve housing needs 5 4 7 
High density of 

housing projects 5 6 2 
Need more housing 

in rural areas 4 11 
Lack of adequate 

subsidies, rent 4 4 5 
Lack of land to build 4 6 
High taxes 3 2 4 
People lack ability 

to maintain 3 2 4 
High interest rates 2 1 5 
Inflation 2 4 
Poor construction 2 4 
Need to bring upper, 

middle class 
back into cities 2 2 1 

High cost of land 2 2 2 
People biased against 

public housing 2 
Lack of information 

to those eligible 1 1 2 
No problems 7 10 1 
Any other answers 13 10 19 
Not sure 1 

• Less than 0.5 percent. 

Outside 
Central Total 
Cities Counties State 

% % % 
10 9 24 
23 27 47 
23 50 27 
44 14 

2 

-~---
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How Serious a Problem is the High Cost of New Housing in City/County? 

Housing Experience Outside Central Cities Counties 
Pri- Direct Per 
vate Time Spent Out Capita 

Other Hous- Pro- on Housing side Less 20% Expenditures 
Total Mayors! Local Local Gov ing les 10% More Cen- Cen Less 10,00050,000 Than or Less More 
Local! Total Deputy Execu Legis ern- Ex sion or Than tral tral Coun- Mid- than to and 20% More Than Than 
State 

0/0 
Local 

% 

Mayors 
0/0 

tives 
0/0 

lators 
% 

ment 
0/0 

perts 
0/0 

als 
0/0 

Less 
% 

10% 
0/0 

Cities Cities 
% 0/0 

ties 
% 

East 
% 

west 
% 

South 
% 

West Total 
0/0 0/0 

10,000 49,999 
% % 

Over GrowthGrowth Total 
% % % 0/0 

$420 
0/0 

$420 
% 

Very 
serious 56 51 44 55 53 61 59 48 41 64 67 40 55 62 46 30 57 40 48 32 45 44 35 55 46 67 

Somewhat 
serious 27 28 19 31 32 21 22 34 33 20 25 28 31 20 35 32 26 28 21 33 26 26 31 31 32 29 

Not very 
serious 9 12 21 9 7 5 10 11 16 7 4 19 6 8 12 20 12 19 14 22 19 15 23 6 11 

Not serious 
at all 7 9 16 5 7 13 9 6 9 9 4 13 6 9 7 18 5 13 17 13 10 15 11 6 7 4 

Not sure 1 1 1 1 2 1 2 4 

Serious 83 79 63 86 85 82 81 82 74 84 92 68 86 82 81 62 83 68 69 65 71 70 66 84 78 96 
Not 

serious 16 21 37 14 14 18 19 17 25 16 8 32 12 17 19 38 17 32 31 35 29 30 34 12 18 4 
Not sure 1 1 2 1 2 4 

• Less than 0.5% 

How Serious a Problem is the Need for More Low Income Housing in City/County? 

Housing Experience Outside Central Cities Counties 
May Pri- Direct Per 
ors! vate Time Spent Out Capita 

Total 
To
tal 

Dep
uty 

Other 
Local Local Gov-

Hous
ing 

Pro- on Housing 
les 10% More Cen

side 
Cen Less 

Less 
10,000 50,000 Than 

20% 
or 

Expenditures 
Less More 

Local! Lo May Execu- Leg is- ern- Ex sion or Than tral tral Coun- Mid- Than to and 20% More Than Than 
State 

% 
cal 
% 

ors 
% 

tives 
0/0 

lators 
0/0 

ment 
% 

perts 
% 

a:s 
% 

Less 
% 

10% 
0/0 

Cities Cities 
0/0 0/0 

ties 
% 

East 
% 

west 
% 

South 
% 

West Total 
% % 

10,000 49,999 
0/0 % 

Over Growth Growth Total 
% % % 0/0 

$420 
0/0 

$420 
0/0 

Very 
serious 43 33 23 43 31 46 40 31 22 48 61 16 38 34 30 25 43 16 3 15 26 17 15 38 29 50 

Somewhat 
serious 28 29 28 28 30 27 28 35 34 22 19 32 35 34 35 20 21 32 24 30 41 29 35 35 35 33 

Not very 
serious 15 20 20 19 20 11 18 24 22 17 12 23 21 15 15 30 24 23 21 27 19 24 22 21 25 17 

Not 
serious 
at all 13 18 29 9 19 16 13 10 22 12 7 29 6 16 20 25 12 29 52 28 14 30 28 6 

Not sure 1 1 1 1 1 1 

Serious 71 62 51 71 61 73 68 66 56 70 80 48 73 68 65 45 64 48 27 45 67 46 50 73 64 83 
Not 

serious 28 38 49 28 39 27 31 34 44 29 19 52 27 31 35 55 36 52 73 55 33 54 50 27 36 17 
Not sure 1 1 1 1 1 1 

• Less than 0.5 percent. 



How Serious a Problem is the High Cost of New Housing in State? 

Gover Total Time 
nors/ Execu Spent on 
Lieu- Other tives Housing Experience Housing Less 65% More 

Total tenants/ State State in 15 Private 10% More Than to Than 
Local / Total Assis- Execu- Legis States Govern- Housing Profes or Than 65% 80% 80% Mid
State State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % % 
Very serious 56 69 60 80 69 73 66 80 58 67 75 72 63 76 74 74 70 59 
Somewhat serious 27 25 32 20 23 27 29 17 33 27 21 22 27 24 26 23 27 22 
Not very serious 9 3 8 2 5 3 7 4 2 6 4 3 11 
Not serious at all 7 2 4 2 1 2 4 3 4 
Not sure 1 1 2 1 2 4 
Serious 83 94 92 100 92 100 95 97 91 94 96 94 90 100 100 97 97 81 
Not serious 16 5 8 6 5 3 9 5 4 6 8 3 3 15 
Not sure 1 1 2 1 2 4 

How Serious a Problem is the Presence of Substandard Housing in City/County? 

Housing Experience Outside Central Cities Counties 
May Pri- Direct Per 
orsl vate Time Spent Out- Capita 

To Dep Other Hous- Pro- on Housing side Less 20% Expenditures 
Total tal uty Local Local Gov ing fes 10% More Cen- Cen- Less 10,000 50,000 Than or Less More 
Locall Lo May- Execu- Leg is- ern- Ex sion or Than tral tral Coun- Mid- Than to and 20% More Than Than 
State cal ors tives tators ment perts als Less 10% Cities Cities ties East West South West Total 10,000 49,999 Over Growth Growth Total $420 $420 

% % % 0/0 % 0/0 % % % % % % % % % % % % % % % % % % 0/0 0/0 

~~ 
serious 29 25 19 24 31 34 24 25 18 34 52 11 21 29 23 18 26 11 3 8 19 17 5 21 7 38 

Somewh~ 
serious 35 28 27 35 22 18 38 30 28 30 33 35 31 25 31 30 29 25 14 23 36 33 17 31 36 25 

N~ 

very 
serious 22 26 23 26 30 34 22 31 29 21 14 30 35 25 27 23 29 30 28 36 24 20 40 35 39 29 

Not 
serious 
at all 14 21 31 15 17 14 16 14 25 15 34 13 21 19 29 16 34 55 33 21 30 38 13 18 8 

Not sure 

Serious 64 53 46 59 53 52 62 55 46 64 85 36 52 54 54 48 55 36 17 31 55 50 22 52 43 63 
Not 

serious 36 47 54 41 47 48 38 45 54 36 15 64 48 46 46 52 45 64 83 69 45 50 78 48 57 37 
Not sure 

-'" 
~ • Less than 0.5 percent. 
--.j 
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~ How Serious a Problem is the Need for More Moderate Income Housing in State? 


Gover Total Time 
nors/ Execu Spent on 
Lieu- Other tives Housing Experience Housing Less 65% More 

Total tenants/ State State in 15 Private 10% More Than to Than 
Local/ Total Assis- Execu- Legis States Govern- Housing Profes or Than 65% 80% 80% Mid
State State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % % 
Very serious 31 36 29 43 36 32 38 40 19 31 42 33 30 47 61 32 22 30 
Somewhat serious 41 48 47 51 47 51 50 53 56 50 46 53 47 47 39 45 54 55 
Not very serious 19 14 21 6 15 14 12 7 23 18 10 14 21 3 23 24 7 
Not serious at all 8 1 3 3 2 2 3 4 
Not sure 1 1 2 2 4 
Serious 72 84 76 94 83 83 88 93 75 81 88 86 77 94 100 77 76 85 
Not serious 17 15 24 6 15 17 12 7 25 18 12 14 21 6 23 24 11 
Not sure 1 1 2 1 2 4 

How Serious a Problem is the Need for More Moderate Income Housing in City/County? 

Housing Experience Outside Central Cities Counties 
May Pri  Direct Per 
orsl vate Time Spent Out- Capita 

To Dep Other Hous- Pro- on Housing side Less 20% Expenditures 
Total tal uty Local Local Gov i ng les 10% More Cen- Cen- Less 10,000 50,000 Than or Less More 
Locall Lo May- Execu- Leg is- ern- Ex sion or Than tral tral Coun- Mid- Than to and 20% More Than Than 
State 

% 
cal 
% 

ors 
% 

tives 
% 

rators 
0/0 

ment 
0/0 

perts 
% 

als 
% 

Less 
% 

10% Cities 
% % 

Cities 
0/0 

ties 
% 

East 
% 

west 
% 

South 
% 

West 
% 

TotaI10,00049,999 
% % % 

Over 
% 

Growth GrowthTotal 
% % % 

$420 
0/0 

$420 
% 

Very 
serious 31 29 20 36 28 39 28 33 20 42 37 23 33 39 23 18 31 23 10 27 26 26 20 33 29 38 

Somewhat 
serious 41 37 40 40 33 40 43 35 36 30 45 32 40 31 48 32 36 32 24 28 45 35 30 40 39 41 

Not very 
serious 19 21 21 15 28 16 21 25 29 11 12 26 21 20 15 27 26 26 31 28 19 24 28 21 25 17 

Not 
serious 

at all 8 12 19 7 11 5 7 6 14 8 5 18 6 9 14 23 5 18 35 15 10 15 20 6 7 4 
Not sure 1 1 2 1 1 1 1 1 1 1 2 1 2 2 
Serious 72 66 60 76 61 79 71 68 56 80 82 55 73 70 71 50 67 55 34 55 71 61 50 73 68 79 
Not 

serious 27 33 40 22 38 21 28 31 43 9 17 44 27 29 29 50 31 44 66 43 29 39 48 27 32 21 
Not sure 1 1 2 1 1 1 1 1 1 1 2 1 2 2 



How Serious a Problem is the Need for More Low Income Housing in State? 

Gover Total Time 
nors/ Execu Spent on 
Lieu- Other tives' Housing Experience Housing Less 65% More 

Total tenants/ State State in 15 Private 10% More Than to Than 
Local / Total Assis- Execu- Legis States Govern- Housing Profes or Than 65% 80% 80% Mid
State State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % % 
Very serious 43 64 60 86 53 70 72 77 49 57 77 47 70 74 75 55 65 62 
Somewhat serious 28 26 32 11 32 22 21 20 40 32 17 33 21 26 19 29 27 30 
Not very serious 15 7 5 3 11 5 5 3 9 9 4 14 7 6 16 3 4 
Not serious at all 13 2 3 2 3 2 2 1 2 6 5 
Not sure 1 1 2 1 2 4 

Serious 71 90 92 97 85 92 93 97 89 89 94 80 91 100 94 84 92 92 
Not serious 28 9 8 3 13 8 7 3 11 10 6 20 7 6 . 16 8 4 
Not sure 1 1 2 1 2 4 

How Serious a Problem is Insufficient AvailabilUy of Financing for Housing in City/County? 

Housing Experience Outside Central Cities Counties 
May Pri- Direct Per 
ors! vate T i me Spent Out Capita 

To Dep Other Hous- Pro- on Housing side Less 20% Expenditures 
Total tal uty Local Local Gov ing fes 10% More Cen- Cen Less 10,000 50,000 Than or Less More 
Local! Lo- May Execu- Legis ern- Ex slon or Than tral tral Coun- Mid Than to and 20% More Than Than 
State cal ors tives lators ment perts als Less 10% Cities Cities ties East west South West Total 10,00049,999 Over Growth Growth Total $420 $420 

% % % % % 0/0 % % % 0/0 % % % % % % 0/0 0/0 % % % % % % 0/0 % 

Very 
serious 34 34 28 38 32 33 37 33 19 52 64 20 22 41 36 19 27 20 10 24 22 30 11 22 11 34 

Somewhat 
serious 24 20 17 23 20 28 22 22 23 17 19 22 20 18 16 19 30 22 10 17 36 25 19 20 19 21 

Not 
very 

serious 21 20 23 18 19 24 22 19 22 16 7 23 28 21 18 19 21 23 17 28 20 17 28 28 30 29 
Not 

serious 
at all 15 20 24 17 21 9 13 21 27 12 6 29 20 12 22 38 18 29 56 26 15 23 34 20 29 8 

Not sure 6 6 8 4 8 6 6 5 9 3 4 6 10 8 8 5 4 6 7 5 7 5 8 10 11 8 

Serious 58 54 45 61 52 61 59 55 42 69 83 42 42 59 52 38 57 42 20 41 58 55 30 42 30 55 
Not 

-" serious 36 40 47 35 40 33 35 40 49 28 13 52 48 33 40 57 39 52 73 54 35 40 62 48 59 37 
(.oJ 
(.oJ 

Not sure 6 6 8 4 8 6 6 5 9 3 4 6 10 8 8 5 4 6 7 5 7 5 8 10 11 8 
co 



......* How Serious a Problem is Deteriorating Neighborhoods in State? 

Gover Total Time 
nors/ Execu- Spent on 
Lieu- Other tives Housing Experience Housing Less 65% More 

Total tenants/ State State in 15 Private 10% More Than to Than 
Local/ Total Assis- Execu- Legis- States Govern- Housing Profes or Than 65% 80% 80% Mid
State State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % 0/0 % % % % % % % % % % % 
Very serious 29 29 24 20 37 30 41 23 21 28 29 11 30 44 46 29 24 15 
Somewhat serious 34 46 54 57 32 50 33 50 46 40 56 52 42 44 35 35 59 51 
Not very serious 21 20 16 20 23 14 24 27 21 23 15 31 20 9 19 23 11 30 
Not serious at all 15 3 3 3 4 3 2 7 5 6 4 10 3 
Not sure 1 2 3 4 3 5 4 4 3 3 3 4 
Serious 63 75 78 77 69 80 74 73 67 68 85 63 72 88 81 64 83 66 
Not ser',ous 36 23 19 23 27 17 26 27 28 28 15 37 24 9 19 33 14 30 
Not sure 1 2 3 4 3 5 4 4 3 3 3 4 

How Serious a Problem is Deteriorating Neighborhoods in City/lCounty? 

Housing Experience Outside Central Cities Counties 
May Pri- Direct Per 
orsl vate Time Spent Out Capita 

To Dep Other Hous- Pro- on Housing side Less 20% Expenditures 
Total tal uty Local Local Gov- i ng les- 10% More Cen- Cen Less 10,000 50,000 Than or Less More 

Local I Lo- May- Execu- Legis- ern- Ex.. sion- or Than tral tral Coun- Mid- Than to and 20% More Than Than 
State cal ors tives lators ment perts als Less 10% Cities Cities ties East west South West Total 10,000 49,999 Over Growth Growth Total $420 $420 

% 0/0 % 0/0 0/0 % % 0/0 0/0 0/0 0/0 0/0 % % % % 0/0 0/0 0/0 % % % % % % 0/0 
Very 

serious 29 29 16 34 34 37 30 27 19 42 55 15 27 42 25 14 28 15 7 8 29 23 27 27 19 38 
Somewhat 

serious 34 30 31 34 25 27 37 37 31 28 33 27 34 20 33 43 30 27 14 34 27 33 34 34 40 25 
Not 

very 
serious 21 21 33 14 18 25 21 20 22 21 8 24 31 20 19 16 28 24 11 30 24 15 31 31 26 37 

Not 
serious 
at all 15 20 20 18 23 11 12 16 28 9 4 34 8 18 23 27 14 34 68 28 20 29 8 8 15 

Not sure 1 
Serious 63 59 47 68 59 64 67 64 50 70 88 42 61 62 58 57 58 42 21 42 56 56 61 61 59 63 
Not 

serious 36 41 53 32 41 36 33 36 50 30 12 58 39 38 42 43 42 58 79 58 44 44 39 39 41 37 
Not sure 1 



How Serious a Problem is the Presence of Substandard Housing in State? 

Gover- Total Time 
nors/ Execu- Spent on 
Lieu- Other tives Housing Experience Housing Less 65% More 

Total tenants/ State State in 15 Private 10% More Than to Than 
Local/ Total Assis- Execu- Legis- States Govern- Housing Profes or Than 65% 80% 80% Mid-
State State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 
% % % % % % % % % % % % % % % % % % 

Very serious 29 37 39 37 36 38 43 37 26 35 40 42 25 53 55 19 43 30 
Somewhat serious 35 48 48 52 47 51 47 50 53 47 52 41 58 38 39 65 49 40 
Not very serious 22 13 13 11 13 11 10 13 19 16 8 17 13 9 6 16 8 22 
Not serious at all 14 1 2 2 1 2 4 
Not sure 1 2 1 2 4 
Serious 64 85 87 89 83 89 90 87 79 82 92 83 83 91 94 84 92 70 
Not serious 36 14 13 11 15 11 10 13 21 17 8 17 15 9 6 16 8 26 
Not sure 1 2 1 2 4 

* Less than 0.5% 

How Serious a Problem is Insufficient Availability of Financing for Housing in State? 

Gover- Total Time 
nors/ Execu- Spent on 

Lieuten- Other tives Housing Experience Housing Less 65% More 
Total ants/ State State in 15 Private 10% More Than to Than 

Local/ Total Assist- Execu- Legis- States Govern- Housi ng Profes or Than 65% 80% 80% Mid-
State State ants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % % 
Very serious 34 36 17 52 39 29 39 47 22 26 52 39 35 33 39 31 39 36 
Somewhat serious 24 31 36 31 27 30 35 50 22 36 24 29 31 34 39 31 32 20 
Not very serious 21 23 36 14 20 29 18 44 26 18 20 22 27 13 21 24 36 
Not serious at all 15 5 3 3 8 3 5 3 10 5 4 6 6 3 3 14 4 
Not sure 6 5 8 6 9 3 2 7 2 6 6 3 6 3 5 4 
Serious 58 67 53 83 66 59 74 97 44 62 76 68 66 67 78 62 71 56 

-" Not serious 36 28 39 17 28 32 23 3 54 31 22 26 28 30 16 35 24 40 
c.l 
.j:>. 

Not sure 6 5 8 6 9 3 2 7 2 6 6 3 6 3 5 4 
-" 

$ 



Section III: Where State and Local 
Officials See the Battle for Housing 
Shaping Up 

Where the Need is Greatest, the Opposition 
to New Housing Has Been Highest 

One striking finding of the survey of the 
American people was the majority opposition to 
substantial growth of population in their own 
neighborhoods and communities. This points to a 
strong mandate in the country today for the re
habilitation of older housing rather than building 
new housing. 

Overall, 52 percent of public officials re
ported that "there has been organized opposition 
to construction of new housing" in the constitu
ency they represent. Local officials in the largest 
metropolitan areas, however, differ sharply in 
their experience by where they happen to be. 
For example, government leaders in central cit
ies reported opposition to new housing by a sub
stantial 69-31 percent, as did local officials in 
the West (66-34 percent), in the East (56-43 per
cent), and in counties (49-43 percent). But gov
ernment officials in the communities outside the 
central cities reported by 55-44 percent that 
there had not been organized opposition to new 
housing, as did those in the South (62-36 per
cent, no opposition), and those State officials 
whose constituencies are less than 65 percent 
urban (no opposition by 61-36 percent). 

Observation: There is an obvious and inex
orable rUle which emerges from these results. 
Where the country is relatively less populated, 
new housing apparently finds less opposition. 
But in the crowded, populous areas, where much 
of the land is already being utilized by housing, 

"there is much resistance to new housing con
struction. 

Yet, as was seen in Section I of this re
port, the problems of substandard housing, dete
riorating neighborhoods, slum conditions, and 
poor housing are not believed to be concen
trated in the outlying, less populated areas. 
Rather, they are centered in the more populous 
central cities, and larger communities. 

Thus, the American dilemma in housing in 
the 1970's: It is in precisely those places where 
the felt need for better housing is most acute 
that resistance to new construction is highest. 

When asked the kind of opposition they 
have run into on new housing construction, the 
answers of the public officials broke down into 

two different categories: One dealing with tfle 
identity of the opposition, the other with the sub
stance of the objections that were raised. The 
chief opposition groups shape up as "citizens, 
local groups," mentioned by 26 percent; "eco
logical or environmental groups," cited by 20 
percent homeowner groups, singled out by 13 
percent; taxpayer groups (particularly objecting 
to changes in the tax base due to housing devel
opments); groups which have circulated petitions 
and caused referenda to be held; opposition 
from government officials and legislators; law 
suits and litigation; enactment of local. ordi
nances; opposition from local builders; and from 
people who "resist change." 

The sUbstantive opposition broke down into 
these types: Opposition to multiple dwellings and 
high rises, mentioned by 29 percent, the largest 
single source of opposition; opposition to subsi
dized, low income development, cited by 23 per
cent; opposition to increases in population, 
growth of the community, 16 percent; opposition 
to rezoning, singled out by 11 'percent; com
plaints that the new housing would bring down 
neighborhood and property values, 10 percent; 
racial fear of minorities coming into the neigh
borhood, mentioned by 7 percent; complaints 
over crowded schools; complaints of increasing 
already overburdened sewage problems; and 
specific opposition to the Section 236 program. 

Observation: The springing up of ad hoc cit
izen groups, particularly drawn from taxpayers 
and homeowners whose focus of concern ap
pears to have been high rise projects designed 
for the lower income groups, seems to be the 
heart of the problem, according to the local and 
State officials. There are, of course, implicit in 
these objections the larger issues of mixing less 
well educated with better educated people, of 
mixing lower income with moderate income peo
ple, of mixing people from ethnic minorities with 
white majorities. 

But there are also two other strains worth 
noting. First, the fact that 20 percent of the pub
lic officials reported ecological groups in opposi
tion to building new housing indicates that the 
issue of purportedly despoiling the land has be
come an important housing consideration in the 
1970's. Ironically, most environmental groups 
hold a rather enlightened view about racial and 
other minorities. Second, the resistance to growth 
and increasing population in the community, cited 
earlier, is indeed a serious problem. There is a 
rather ingrained tendency, once having discov
ered and lived in a satisfactory community, not 
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to want that community altered radically either in 
the makeup of its citizens or in its size. . 

The roots and causes of this opPQsHion are 
both serious and real. They mark the environ
ment in which the Federal Government must 
operate in determining the housing needs of the 
country and how they must be met. 

The Extent to Which Oppositipn is Centered 
on Subsidized Housing 

Each public official in the survey was asked 
a series of questions dealing with observed op
position to different types of housing (subsidized 
low income housing, subsidized moderate in
come housing, and unsubsidized housing) in 
central cities, suburban areas, and rural areas. 
The results are clear: At all levels of govern
ment, the most opposition has arisen to subsi
dized low income housing, followed by subsi
dized moderate income housing, while a 
substantial 69 percent of local officials and 68 
percent of State officials reported that there was 
"almost no opposition" to unsubsidized housing 
in central cities, and another 12 percent (19 per
cent State officials) said there was "only a lit
tle". Thus, by 81-12 percent among local 
officials and 87-9 percent among State officials, 
unsubsidized housing is believed not to stir up 
much opposition in central cities. This pattern 
was repeated for suburban areas and rural 
areas. 

But subsidized moderate income housing is 
qu ite another story. By 54-37 percent in central 
cities and by 47-27 percent in rural areas, such 
housing is reported to have met with opposition 
in the experience of local officials. Among State 
officials reporting on the central city opposition 
they have run into, there is rather more even di
vision: By 49-48 percent, they say they have 
seen relatively little opposition in central cities 
to moderate income subsidized housing. 

In suburban areas, moderate income subsi
dized housing emerged as running into deep 
trouble, with an 81-16 percent majority of local 
officials and a 69-28 percent majority of State 
officials reporting opposition. 

Observation: Most significant, of course, is 
the reported opposition of suburban residents to 
subsidized moderate income housing. Clearly, in 
these cases it is not so much the influx of low 
income or racial minorities into the neighbor
hood, but rather a question of anyone new mov
ing into the community in government sponsored 
housing. The suburbs, according to local and 

State officials, are firmly wedded to the notion 
that they should be developed by private build
ers operating without governmental subsidies. 

In the case of subsidized low income hous
ing, resistance was reported to have been met at 
nearly all levels. In the key central cities, by 
74-19 percent, local officials said they had found 
resistance, and this was confirmed by State 
officials who said (67-29 percent) resistance ex
isted in central cities to such low income, gov
ernment-supported housing. In the suburbs, as 
might be expected, subsidized low income hous
ing met with opposition in the experience of 91 
percent of local officials and 85 percent of State 
officials. In rural areas, local officials reported 
having met resistance to low income housing 
backed by the government by 57-16 percent. 
However, by only a narrow 46--45 percent did 
State officials say there was resistance to gov
ernment-subsidized, low income housing in rural 
areas. 

Observation: That rural residents are felt to 
show the least resistance to low income govern
ment-subsidized developments is significant. It 
suggests that State officials themselves would 
find it easier to support Federal housing plans 
for low income families in rural areas. 

When asked about the next few years, pub
lic officials divide 51-49 percent over the likeli
hood that opposition to new housing will con
tinue. Most certain that there will be opposition 
in the future are officials in the central cities, 
county offic ials, State legislators, and those 
State executives whose States are more than 80 
percent urban. State officials in the South expect 
more opposition, although local Southern 
officials are just as convinced the opposition will 
not materialize. Opposition is seen as being least 
likely by officials in the communities outside 
central cities and in the East, by mayors, and by 
State officials in the Midwest. 

When the past experience and the future ex
pectations of the public officials are combined, 
the results are the following: 

Past and Future Experience on Encountering 
Resistance to New Housing 

Total 
Officials Local State 

% % % 

Has been opposition in the 
past and likely to be in the 
next few years 39 39 39 

(Continued on p. 1344.) 
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(Continued from p. 1343.) 
Whether There Has Been Organized 
Opposition to Construction of New Housing 

Has been no opposition in 
the past but likely to be in 
the next few years 12 12 13 

Has been opposition in the 
past but not likely to be 
in the next few years 13 14 12 

Has been no opposition in 
the past and not likely to 
be in the next few years 36 35 36 

Basically, the pattern is the same at differ
ent levels of State and local government. A hard 
core of 39 percent feel that the opposition that 
has been encountered will continue into the 
near-term future. A similar hard core of 36 per
cent feel there has been no real opposition nor 
is there likely to be in the immediate future. But 
12 percent feel that where there was little oppo
sition , such resistance is now likely to manifest 
itself, although a countervailing 13 percent be
lieve that just the opposite is' happening: Where 
there was opposition, it will disappear. 

Observation: Fundamentally, the pattern that 
dominates the thinking of local and State 
officials is that the status quo ante that has ex
isted in the recent past is likely to prevail in the 
near-term future . In rough terms, approximately 
three-fourths of all officials expect the future sit
uation to resemble the past. 

When asked what type of opposition they 
expected in the future, the environmentalists 
lead the list, followed by local civic groups, tax
payer and homeowner groups, those who will 
circulate petitions and referenda demands, with 
other types of opposition trailing off. In terms of 
substance, opposition to low income, subsidized 
housing leads the way, closely followed by oppo
sition to high-rise buildings. Substantive opposi
tion is also expected to continue or emerge to 
the threat of lowered property values, to rezon
ing, to raising taxes, to overcrowding schools, 
and to bringing racial minorities into the commu
nity. 

Observation: Local and State officials expect 
to be caught in a three-way crossfire: From envi
ronmentalists who want to preserve the land; 
from taxpayer and citizen groups who are wor
ried about rezoning, higher taxes, and over
crowding problems resulting from new housing; 
and finally, from citizens generally who are 
frightened by concentrated high rise structures 
which may bring in large numbers of low income 
minorities to inundate thei r neighborhoods. 

in This Community/State 

No 
organ-

Has been ized 
organized opposi- Not 
opposition tion sure 

% % % 

'[Qtal Local/State 52 46 2 

Total Local 52 46 2 
Mayors/Deputy Mayors 49 51 
Other Local Executives 57 41 2 
Local Legislators 48 48 4 
Housing Experience 

Government 51 43 6 
Housi ng Expe rts 51 46 3 
Private Professionals 55 44 1 

Time Spent on Housing 
10% or Less 46 53 1 
More Than 10% 59 38 3 

Central Cities 69 31 
Outside Central Cities 44 55 1 
Counties 49 43 8 
East 56 43 1 
Midwest 45 51 4 
South 36 62 2 
West 66 34 
Total Outside 
Central Cities 44 55 

Less than 10,000 24 76 
10,000-49,999 43 55 2 
50,000 and over 57 43 
Less than 20% growth 45 55 
20% or more growth 42 56 2 

Total Counties 49 43 8 
Direct per capita 
expenditures 

Less than $420 39 57 4 
More than $420 61 26 13 

Total State 50 47 3 
Governors/ Lieutenants/ 
Assistants 47 50 3 
Other State Executives 43 54 3 
State Legislators 56 40 4 
Total Executives in 
15 States Only 46 54 
Housing Experience 

Government 48 52 
Housing Experts 50 47 3 
Private Profes
sionals 40 55 5 

Time Spent on Housing 
10% or Less 46 51 3 
More than 10% 56 40 4 

Less than 65% Urban 36 61 3 
65% to 80% Urban 43 53 4 
More than 80% Urban 76 21 3 
East 74 23 3 
Midwest 42 58 
South 38 57 5 
West 48 48 4 
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Kinds of Opposition There Have Been 
(Base : "Has been organized opposition to construction of new housing") 

Total Total Central Outside Total 
Local/State Local Cities Central Cities Counties State 

% % % % % % 
Opposition to multiple dwellings, high rises 29 37 33 54 8 11 
By civic, citizens, local groups 26 29 37 23 28 19 
Opposition to subsidized, low income developments 23 19 27 14 16 30 
By environmental groups, ecologists 20 18 12 14 36 24 
Opposition to increase in population, growth 

of community 16 17 16 21 8 16 
By homeowners 13 17 22 11 20 5 
By taxpayer groups; opposition to resulting higher taxes 11 11 12 11 12 10 
Opposition to re-zoning 11 11 8 11 16 11 
By circulation of petitions, referendums 11 13 16 9 16 8 
Complaints that it would bring down the neighborhood, 

property values 10 8 8 9 8 13 
By government, legislators, officials 7 8 10 5 12 5 
Racial opposition, fear of minorities 7 6 10 2 8 8 
Law suits, litigation 6 7 12 12 5 
Complaints of overcrowded schools 6 6 10 5 3 
By legislation, enactment of ordinances 4 3 4 8 6 
Complaints of increasing sewage problems 4 4 5 8 5 
Opposition from private builders 2 1 2 5 
Strong opposition; people becoming upset 2 2 2 2 4 2 
Opposition to 236 program 1 2 
By people who resist change 1 1 2 
Any othe r answer 9 10 14 5 12 6 
Don't know 1 1 

Felt Resistance to Housing Construction in Different Areas of the State 

Resistance in Resistance in Resistance in 

Central Cities Subu rban Areas Rural Areas 


Total Total Total Total Total Total 

Local State Local State Local State 


% % % % % % 
Construction of Subsidized Low Income Housing 

A great deal of resistance 32 18 71 63 33 19 
Some, but not a great deal 42 49 20 22 24 27 
Only a little 10 19 4 6 8 19 
Almost none at all 9 10 3 6 8 26 
Not sure 7 4 2 3 27 9 

Construction of Subsidized Moderate Income Housing 
A great deal of resistance 16 10 37 32 21 9 
Some, but not a great deal 38 39 44 37 25 26 
Only a little 19 29 9 18 13 19 
Almost none at all 18 19 7 10 14 39 
Not sure 9 3 3 3 27 7 

Construction of Unsubsidized Housing 
A great deal of resistance 4 2 6 3 7 2 
Some, but not a great deal 8 7 16 16 10 9 
Only a little 12 19 15 14 10 10 
Almost none at all 69 68 59 61 50 72 
Not sure 7 4 4 6 23 7 
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Likelihood of Organized Opposition to New Housing Construction in City/County/State in 
Next Few Years 

Total Local/State 

Total Local 
Mayors, deputy mayors 
Other local executives 
Local legislators 

Housing Experience 
Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 
More than 10% 
Central cities 
Outside central cities 
Counties 

East 
Midwest 
South 
West 

Total 

Less than 10,000 
10,00-49,999 
50,000 and over 

Less than 20% growth 
20% or more growth 

Total 

Direct Per Capita Expenditures 
Less than $420 
More than $420 

Total State 
Governors, lieutenants, assistants 
Other state executives 
State legislators 
Total executives in 15 states only 

Housing Experience 
Government 
Housi ng experts 
Private professionals 

Time Spent on Housing 
10% or less 
More than 10% 
Less than 65% Urban 
65% to 80% Urban 
More than 80% Urban 

East 
Midwest 
South 
West 

Very Likely 

% 

27 

28 

29 

25 

30 


31 

24 

27 


30 

25 

29 

26 

33 

28 

23 

25 

36 

26 

21 

28 

26 

21 

31 

33 


25 

41 

26 

21 

18 

34 

24 


21 

20 

23 


29 

20 

26 

16 

40 

29 

26 

25 

22 


Somewhat 

Likely 


% 

23 

22 

17 

30 

17 


18 

25 

27 


21 

24 

29 

17 

27 

16 

30 

14 

28 

17 

10 

18 

19 

20 

14 

27 


25 

29 

26 

24 

26 

26 

14 


37 

27 

21 


26 

25 

23 

29 

24 

29 

13 

31 

29 


Only Slightly Not Likely Not 
Likely AtAl1 Sure 

% % % 

20 28 2 

20 27 3 

15 38 1 

24 18 3 

19 30 4 


22 25 4 

24 26 1 

18 25 3 


19 27 3 

21 28 2 

25 16 1 

18 36 3 

15 21 4 

23 31 2 

19 25 3 

16 40 5 

17 17 2 

18 36 3 

17 49 3 

20 31 3 

17 36 2 

21 36 2 

15 35 5 

15 21 4 


18 28 4 

13 13 4 

21 25 2 

29 26 

18 38 

17 19 4 

27 35 


21 21 

17 36 

26 30 


16 26 3 

27 28 

17 34 

23 30 2 

21 12 3 

16 23 3 

29 32 

14 30 

26 19 4 
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Profile of Past and Future Organized Opposition to Housing Construction 

Has Been 
Has Been Has Been No Opposition In Has Been No 

Opposition In Opposition In the Past But Opposition In 
the Past and the Past But Not the Past and 

Likely to Be Likely to Be Likely to Be Not Likely to 
In the Next In the Next In the Next Be In the Next 
Few Years Few Years Few Years Few Years 

% % % % 

Total Local/State 39 12 13 36 

Total Local 39 12 14 35 
Central cities 48 11 21 20 
Outside central cities 30 13 13 44 
Counties 51 11 2 36 

East 38 8 18 36 
Midwest 38 16 10 36 
South 31 10 7 52 
West 50 16 16 18 

Total Outside Central Cities 30 13 13 44 
Less than 10,000 11 21 11 57 

10,000-49,999 32 16 12 40 
50,000 and over 41 5 17 37 

Less than 20% growth 28 14 17 41 
20% or more growth 33 13 10 44 

Total State 39 13 12 36 
Less than 65% Urban 29 18 6 47 
65% to 80% Urban 35 11 9 45 
More than 80% Urban 56 9 22 13 

East 52 7 24 17 
Midwest 29 10 13 48 
South 35 21 3 41 
West 42 12 8 38 

Kind of Opposition Expected 
(Base : "Very likely" or " somewhat likely" to be organized opposition to new housing construction in ihe next few years) 

By environmental groups, ecologists 
Opposition to subsidized, low-income housing 
Opposition to increase in population, growth 

of community 
By civic, citizens, local groups 
Opposition to multiple dwellings, high rises 
Complaints that it would bring down the neighborhood, 

property values 
Opposition to rezoning 
By taxpayer groups ; opposition to resulting higher taxes 
By homeowners 
By circulation of petitions, referendums 
Strong opposition ; people becoming upset 
Complaints of overcrowded schools 
By government, legislators, officials 
By people who resist change 
Racial opposition; fear of minorities 
Law suits, litigation 
By legislation, enactment of ordinances 
Complaints of increasing sewage problems 
Opposition from private builders 
Opposition to 236 program 
Any other answer 
Don't know 

Opposition Expected 
Total Total 

Local/State Local 
% % 
24 22 
24 23 

22 24 
21 22 
21 27 

11 9 
9 5 
8 9 
7 7 
6 8 
6 7 
5 5 
4 5 
4 4 
4 4 
4 5 
3 2 
3 3 
3 2 
1 1 
9 10 
1 1 

Opposition 

In the Past 


Total Total 
State Local / State 

% % 
30 20 
28 23 

19 16 
20 26 
11 29 

16 10 
16 11 
8 11 
6 13 
2 11 
2 2 
6 6 
3 7 
3 1 
3 7 
2 6 
5 4 
2 4 
5 2 

1 
8 9 

1 
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Section IV: Public Officials Assess 
Specific Federal Housing Programs 
and the Directions They Would Like 
To See Housing Assistance Move In 
Priority Groups for Government Assistance 
in Housing 

Public officials were asked to which groups 
(from a list of 7) Federal, State and local hous
ing programs should be directed. 

The elderly are prime targets for Federal, 
State and local housing assistance, according to 
sizable majorities of the public officials. A sub
stantial 70 percent of State officials feel that 
Federal housing programs should be targeted to 
elderly citizens' needs, with 65 percent of local 
officials agreeing with them. 

Just about as many officials-75 percent 
among State officials and 60 percent among 
local officeholders-also believe that low income 
working families should be the beneficiaries of 
Federal housing programs. In addition, 65 per
cent of State officials and 52 percent of local 
government leaders share the same priority for 
their State and local housing programs, respec
tively. 

However, in the case of welfare families, 
who could be defined as low income nonworking 
families, no more than 48 percent of State 
officials and 33 percent of their local government 
counterparts believe a bullseye target of Federal 
housing programs should be directed to that 
group. Similarly, only 38 percent of State 
officials see welfare families as a high priority 
housing group for their own State programs, and 
an even lower 21 percent of local officials feel 
that local housing programs should be targeted 
on this group. 

Asked about housing programs for moderate 
income families, State officials led the way, with 
45 percent who believed both Federal and their 
own State housing programs should be geared 
to their needs. Roughly one in three local 
officials felt the same about Federal and their 
own local housing programs. 

Local officials see the housing needs of the 
physically handicapped as a higher priority for 
Federal programs (41 percent) than for their own 
local programs (16 percent). No more than one
third of State officials gave a top target priority 
to the handicapped for Federal housing pro
grams and no more than one-fourth for their own 
State programs. Racial and ethnic minorities re
ceived backing as special targets for housing 
programs from no more than one in five public 

officials at the Federal, State, or local housing 
program levels. Veterans' housing needs were 
recognized by even fewer: 18 percent at the 
Federal level, 10 percent at the State level, and 
a low 4 percent locally. 

However, all of the foregoing results must 
be beefed up by one key additional result: 22 
percent of the officials said that all of the groups 
asked about should be targeted for Federal 
housing programs. When this 22 percent is 
added to the support for welfare families, moder
ate income families, and the physically handi
capped, total support rises to 60 percent among 
State and local officials who believe each of 
these groups should be the target of Federal 
housing programs. Again adding the 22 percent, 
a total of 42 percent see ethnic and racial minor
ities as logical beneficiaries of Federal housing, 
and 40 percent put veterans housing in this cate
gory. 

In the case of State housing priorities, 14 
percent of State officials felt that all of the 
groups should be targets of their housing pro
grams, raising welfare families to 52 percent, 
moderate income families to 59 percent, the 
physically handicapped to 38 percent, ethnic and 
racial minorities to 30 percent, and veterans to 
24 percent who should receive State housing as
sistance. 

Only 7 percent gave an across-the-board en
dorsement to all the groups for local housi':1g 
programs. 

When these additions are made, the priori 
ties for Federal, State, and local housing help 
look like the table on page 1349. 

As the above table indicates, it is State and 
local officials who see a wide variety of shared 
government responsibility in the housing field. 
They tend to feel that housing for the elderly 
should be shared by Federal, State, and local 
housing authorities. They feel the same way 
about low income working family housing. How
ever, in the case of welfare families-those with 
low incomes who are not working-the responsi
bility is seen as a shared obligation between the 
Federal and State governments, with local gov
ernment opting out of this difficult area. Much 
the same pattern prevails for moderate income 
families, where help in housing is viewed more 
as a national and State responsibility than as a 
local responsibility. 

Housing assistance for the physically handi
capped is seen primarily as a Federal obligation, 
not · a State or local function. In no case did a 
majority of any group of officials see housing di
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Groups to Which Federal, State, and Local Housing Programs Should Be Targeted 

Federal Housing Programs State Local 
Total 

Local / 
State 

% 
The elderly 89 
Low income working families 87 
Welfare families 60 
Moderate income families 60 
The physically handicapped 60 
Ethnic and racial minorities 42 
Veterans 40 

rected at ethnic and racial minorities as a Fed
eral, State, or local area of obligation, although 
over 40 percent of State and local government 
leaders do see a Federal responsibility here. Put 
another way, if housing help is to be given to 
ethnic and racial minorities, then these public of
ficials see it coming from the Federal level 
rather than State or local level. At even a lower 
level of support from these officials, the same 
pattern prevails for veterans. 

Observation: These public officials clearly 
believe that there should be rather heavy Fed
eral involvement in satisfying the housing needs 
of a number of key groups in the population: The 
elderly; low income working families; welfare 
families; moderate income families; and the 
physically handicapped. And if there are to be 
housing programs directed at ethnic and racial 
minority groups and veterans, then the Federal 
Government rather than State or local govern
ments is viewed a:; bearing the main responsibil
ity. 

These results are significant indeed. For 
they say clearly that State and local offic'ials are 
looking to the Federal Government for major 
funding of housing needs in the public area. It is 
almost as though they are saying, "If in doubt 
about whose responsibility it is, then place it on 
the Federal Government in the housing field". 

It is also significant that there is rather sub
stantial support for moderate income housing. 
Although in terms of intensity, moderate income 
family needs are not given the priority of low in
come working families, nonetheless a clear ma
jority of public officials feels that moderate in
come family housing is within the province of 
Federal and State assistance. On this point, pub
lic officials are at odds with the prevailing feel
ings of the American people themselves. 

When asked. to choose the one group that 
should have the highest priority as a target of 

Housing Housing 
Total Total Programs Programs 
Local State Total State Total Local 

% % % % 
89 87 78 66 
84 92 79 59 
57 65 52 28 
59 62 59 37 
65 51 38 23 
44 38 30 20 
42 34 24 11 

Federal, State, and local housing programs, 49 
percent of local offici·als singled out low income 
working families as the top priority for Federal 
housing programs, a view shared by 58 percent 
of State officials. s State officials also gave high
est priority to low income working families for 
State housing programs (cited by 55 percent). 
Local officials, however, gave the elderly top bill
ing for their local housing programs (43 percent), 
with low incom-e working families in second 
place (30 percent). 

Public Officials Assess HUD-Sponsored 
Housing Programs 

A major purpose of this survey was to find 
out in detail what local and State offici.als think 
of the 235 homeownership assistance program, 
the low rent public housing, the 236 rental as
sistance, and sections 312 and 115 loans and 
grants for rehabilitation programs. 

Section 235 Homeownership Assistance Pro
gram: Under this program, periodic payments 
are authorized to low income mortgage holders 
to reduce the interest they have to pay on house 
mortgages. The homeowner must pay at least 
20 percent of his income in mortgage payments. 
A total of 34 percent of local officials and a 
higher 44 percent of State officials reported 
being "very familiar" with the 235 program. 
However, an additional 34 percent of local 
officials and 37 percent of State officials said 
they were "somewhat familiar" with 235, making 
an aggregate 68 percent of local and 81 percent 
of State officials who might be considered as 
reasonably familiar with the 235 program. As 

' Even though the question asked for the one highest priority, 
there was a reluctance on the part of some oHicials to single 
out a particular group_ In the case of Federal programs, 21 
percent said all should be the target, wh i le for State programs 
the proportion is 13 percent and for local programs 7 percent. 
In this analysis, these percentages are added to the percent
ages for specific programs, 
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might be expected, those most familiar with the 
235 program at the local level were those whose 
prior experience had been directly in housing 
(84 percent familiar), those who spend more than 
10 percent of their time in government on hous
ing (84 percent), and officials in central cities (90 
percent). At the State level, the pattern of famil
iarity parallels that at the local level, except that 
a higher 81 percent overall are familiar with 235. 

The degree of penetration of the 235 pro
gram varies considerably by type of local 
government constituency represented. For exam
ple, in the central cities, 82 percent of public of
ficials reported that section 235 programs are 
operative, compared with only 63 percent in the 
counties, and a much lower 41 percent in the 
communities outside the central cities. 9 The 
sharpest contrast can be viewed in the communi
ties outside the central cities, where 235 is re
ported to exist by 57 percent of those areas with 
50,000 or over population, but in no more than 7 
percent of the less-than-10,000 population com
munities. In counties with more than $420 per 
capita expenditures, 71 percent said they were 
involved with 235 assistance, compared with a 
lower 56 percent of the counties where per cap
ita spending is less than $420. 

When asked for the most serious problems 
encountered in the 235 program, local officials 
singled out eight principal troubles: "People 
don't maintain their homes properly" (25 per
cent), "poor quality housing and construction" 
(18 percent), "controls and enforcement of 
standards are not strict enough" (16 percent), 
"ineligible people receive aid, with inadequate 
enforcement of income requirements" (15 per
cent), "too much red tape and delay" (11 per
cent), "lack of funds for the program" (9 per
cent), "low income housing should be dispersed 
or it becomes a ghetto" (8 percent), and "resist
ance to low income housing mixed with higher 
income housing deteriorates the neighborhoods" 
(7 percent). State officials had similar com
plaints, but with a different order of priority: 
"Controls and enforcement of standards not 
strict enough" (19 percent), "too much red tape 
and delay" (17 percent), "people don't maintain 
their homes properly" (14 percent), "building 
costs and size restrictions are unrealistic, and 
land and materials are too expensive" (11 per
cent), "poor quality of housing and construction" 
(11 percent), "not enough units to meet the 

• It must be remembered that the sample was drawn in the 25 
largest metropolitan areas of the country, and all data apply 
only to those areas. 

needs of people" (10 percent), "lack of funds for 
the program" (10 percent), "unfair and unrealis
tic income requirements" (9 percent), and "not 
enough publicity or public awareness of the pro
gram" (9 percent). 

Finally, those who had 235 programs in their 
community or State were asked to rate the pro
gram. Among State officials, the section 235 pro
gram received a 45--42 percent negative 
assessment, while among local officials it did 
even worse, with a 65-26 percent negative evalu
ation. 

Those who do not have 235 programs were 
asked if they wanted to see it used in their com
munities. Among central city officials, by 46-27 
percent, they would like to see 235 set up. 
Among county officials, the introduction of 235 
was approved by 35-12 percent, but a whopping 
53 percent simply could not make a determimi
tion, indicating a rather low level of information 
and interest. Among officials in communities out
side the central cities, by 38-34 percent, they 
said they did not want to have 235 in their com
munities. 

Observation: It is perfectly apparent that 
section 235 homeownership assistance programs 
receive at best a mixed reception from local and 
State officials. The program has penetrated cen
tral cities more than others. Yet these same 
officials also made up the bulk of the 65-26 per
cent negative assessment of the 235 program. 
The sum and substance of their problems is the 
lack of cooperation of people in maintaining their 
homes once they have received mortgage assist
ance; the poor quality of the construction in the 
first place, which makes it more difficult to keep 
them up; the lack of an enforcement system on 
maintenance; and the fact that people over the 
income limit get into the 235 program. 

Certainly, as reflected in this playback, the 
235 program leaves much to be desired in terms 
of being an effective program to help low income 
people own their own homes. 

The Low Rent Public Housing Program: This 
program provides Federal financial and technical 
assistance to local housing authorities to plan, 
build, acquire, lease, run, and operate low rent 
public housing projects. The sums are to be re
paid, mainly by local authorities, from the sale of 
local bonds. Tenants are required to pay not 
more than 25 percent of their income for this 
housing. In recent years, since 1970, the Federal 
Government has become deeply involved in pay
ment of both construction and operating costs, 
particularly as more welfare families have occu
pied low rent public housing projects. 
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A sUbstantial 68 percent of all public 
officials surveyed said they were reasonably fa
miliar with the low rent housing program, with a 
higher 81 percent of State officials reporting fa
miliarity, compared with a lower 62 percent of 
local officials. 

In terms of penetration, the low rent housing 
program is reported to exist in a high 82 percent 
of the central cities, 59 percent of counties, but 
only 29 percent of communities outside the cen
tral cities. 

Local authorities complain that their biggest 
problems with the low rent public housing pro
gram are that : "The program is underfunded and 
the subsidies too low" (32 percent); "the proj
ects are of poor quality and design and are 
rundown" (25 percent); "there is poor manage
ment and administration, and too much redtape" 
(18 percent); "there are not enough units and 
too much waiting on lists" (14 percent); "tenants 
are destructive and don't take care of the build
ings" (11 percent); "the high-rise and huge proj
ects create problems" (11 percent); "the housing 
doesn't improve the environment and keeps peo
ple concentrated in ghettos" (9 percent) . State 
officials tend to parallel the views of local au
thorities, except that they complain less about 
the rundown state of the pr~jects, the claim that 
tenants are destructive, and that high-rises cre
ate problems. 

When asked to rate the low rent public 
housing assisted by the Federal Government, 
local officials rate the program 52-42 percent 
positive, while State officials give the program a 
lower 44-40 percent positive rating. Yet when 
those who do not now have low rent public 
housing in their community were asked if they 
wanted it, opposition in the central cities was 
registered by 62-15 percent and, in the commu
nities outside the central cities, by 64-17 per
cent. County officials, however, are more divided, 
with 28 percent for having them and 28 percent 
against (the plurality of 44 percent are simply 
not sure). 

Observation: Taken as a whole, the federally 
backed low rent public housing programs are 
not badly received where they now exist. The 
thrust of the complaints is far less that the proj
ects are badly administered or allowed to run 
down by the tenants, but rather that they are not 
supported properly by the Federal Government. 

Their general reputation, however, is suffi
ciently negative that where they do not exist they 
are not wanted. 

Section 236 Rental Assistance Program: The 
purpose of this program is to increase the vol

ume of modern, decent housing available to 
lower income families by authorizing interest re
duction payments by the Federal Government 
which in effect reduce the rental charge to the 
tenant. These periodic payments, made to the 
mortgagee on behalf of the tenant, reduce inter
est costs on a HUD-insured project to 1 percent, 
thereby reducing the amount of rent it is neces
sary to charge the tenant to cover the monthly 
cost of the project. (In no case can this be more 
than 25 percent of a tenant's income.) These 
payments consider the mortgage principal, inter
est, and mortgage insurance premium fees. Only 
new or substantially rehabilitated structures are 
eligible under this program. The project owner of 
a section 236 project must be a nonprofit or lim
ited dividend organization or a cooperative asso
ciation. 

In terms of familiarity, the 236 rental assist
ance program is known to a substantial 72 
percent of the public officials surveyed, with 69 
percent of all local officials aware of it and a 
higher 77 percent of State officials who feel rea
sonably familiar with 236. 

The major reported problems with the 236 
program are "insufficient and inadequate fund
ing" (20 percent at both the local and State lev
els); "redtape, bureaucracy, and slowness of 
HUD in processing applications" (16 percent lo
cally and 18 percent in the States); "income limi
tations too inflexible and too low" (15 percent lo
cally and 7 percent statewide); "administration 
and management problems" (14 percent locally 
and 20 percent State); "not enough, we need 
more" (8 percent locally and 19 percent State); 
"maintenance and FHA standards not adhered 
to" (8 percent in both local and State); "not 
well-publicized, so people who need it don't 
know about it" (4 percent local and 11 percent 
State); "people who don't qualify take advantage 
of it, so it helps the wrong people" (4 percent 
local and 9 percent State). 

When asked to rate the effectiveness of the 
236 rental assistance program, local officials 
gave it a 46-38 percent favorable rating where it 
exists, although State officials gave it a negative 
46-39 percent assessment. Among central city 
officials who do not have the 236 program, a 
57-29 percent majority said they would like to 
have it. Among county officials, by 31-23 per
cent, a plurality want it, but it is rejected by 
44-24 percent among officials in communities 
outside the central cities. 

Observation: In general, this program is 
viewed as promising if HUD federally would 
clean up the way it has been administered, 
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speed up response to applications, increase fund
ing, and raise the income limits above present 
levels. 

Section 312 and 115 Loans and Grants for 
Rehabilitation: This program, which is being 
phased out, consists of 3 percent, 20-year loans 
and grants to individual owners and tenants for 
the rehabilitation of property located in urban re
newal projects. 

The 312 and 115 loans and grants for reha
bilitation programs is familiar to 46 percent of all 
officials surveyed (44 percent of local officials 
and 51 percent of State officials). 

The 312 and 115 program has made the 
least penetration of the four HUD housing pro
grams asked about, with only 38 percent of all 
local officials saying it exists in their constitu
ency. However, a higher 76 percent of central 
city officials reported using it, compared with no 
more than 33 percent in the counties and 19 per
cent in communities outside central cities. With 
54 percent of local officials in the East reporting 
312 and 115 in existence in their communities, 
that region leads the rest of the country in expe
rience with it by a wide margin. 1 0 

When asked to rate this program, local 
officials by 45-40 percent in communities where 
it is used give the program a positive rating, al
though State officials are negative by 31-21 per
cent, with a high 48 percent unable to pass judg
ment. When the majority with no experience with 
312 and 115 loans and grants for rehabilitation 
were asked if they would like to see the program 
set up in their own communities, central city 
officials said they would welcome it by 44-31 
percent, communities outside the cities would 
like it by 35-30 percent, and county officials 
would like it by 38-7 percent, although 55 per
cent of the latter simply do not know. 

When asked why they would like to see this 
program in their communities, respondents said 
that the biggest appeals of the rehabilitation as
sistance program are that it will "help people fix 
up and maintain their homes," "it will preserve 
existing housing and prevent deterioration and 
abandonment of housing," and "we have a lot of 
elderly and low income people who need it." Op
position centers around the simple statement, 
"We just don't have a need for it." 

Observation: The 312 and 115 loans and 
grants for rehabilitation of houses have not been 
as widely used or experienced as other HUD 

10 It must be remembered that the sample was drawn in the 25 
largest metropolitan areas of the country and aI/ data apply 
only to those areas. 

programs. But where it has been used the expe
rience has not been so negative that it ought to 
be abandoned. In fact, there is much evidence of 
a real appetite for this program or one like it. 
This is the only program which met with a desire 
on the part of officials outside the central cities 
to have it. 

Opposition to Scatter-Site Housing and 
Relocation of Families When Planning 
Public Housing 

Local officials are convinced, by 58-32 per
cent, that the general public in their area would 
oppose a program of scatter-site public housing. 
But State officials believe, by 46-42 percent, that 
the public would not oppose such housing activ
ity. Most-convinced that opposition would exist 
are public officials in communities outside the 
central cities, especially those in the South and 
in those counties where per capita expenditures 
are less than $420 per year. 

When asked where various groups would 
line up on scatter-site housing proposals, State 
officials estimated that the low income families 
eligible for such public housing would be in 
favor of it by 84-6 percent, mayors of the large 
cities in their States 68-19 percent, State legisla
tures by 51-35 percent, and the general public, 
as reported above, by 46-42 percent. However, 
State officials confirm the judgment of officials 
outside the central cities by stating, by 73-17 
percent, that residents of suburban communities 
would oppose such scatter-site public housing. 

Observation: One of the purported advan
tages of the scatter-site principle is that it is a 
way to allow low income groups to move into 
neighborhoods, such as the suburbs, from which 
they have been largely excluded in the past. 

When asked how serious a problem has 
been the relocation of residents of areas se
lected as sites for public housing in the central 
cit ies, by 48-24 percent public officials said this 
has been a serious problem. Central city officials 
feel this way most of all, by a margin of 67-13 
percent, a view closely matched by State 
officials at 66-21 percent. The more urban the 
State, the more strongly the officials feel this 
problem of relocation is serious. 

However, despite feeling it is a serious 
problem, by 73-20 percent local officials report 
that the difficulties of relocation have not pre
vented public housing from being constructed. 

Observation: Although troublesome, the re
location problem is not viewed as being either 
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insurmountable or a major impediment to devel
opment of public housing. 

State and Local Officials React to Changes 
in Federal Housing Policy 

A series of seven proposals for modifying or 
changing existing Federal housing policy were 
put to the cross-section of public officials at all 
levels. The results are highly significant and 
point to new directions. 

'. By 74-13 percent, all the officials agreed 
that there should be a "change in the 'mix' of 
HUO's housing programs-that is, spend more 
on some programs and less on others." Such a 
change is favored by local officials in central cit
ies by 87-8 percent, by those in communities 
outside the central cities by 70-16 percent: by 
county officials by 73-8 percent, and by State of
ficials by a margin of 73-17 percent. 

• By 74-25 percent, a sizable majority of 
State and local officials favor "housing allowances 
for low income families. By housing allowances, we 
mean a direct payment to low income families 
which could be used for any housing of their 
choice as long as it met minimum standards". 
This proposal was favored by central city 
officials by 82-17 percent, by officials in com
munities outside the central cities by 68-32 per
cent, by county officials by 64-33 percent, and 
by State officials by 80-19 percent. 

Observation: When the American people 
were asked about such an allowance plan, they 
also favored it, but by a lesser 50-35 percent 
margin. 

• By 67-31 percent, a majority of State and 
local officials favored "having the Federal Gov
ernment provide a pool of mortgage funds which 
would be administered by the State". This pro
posal met with 61-36 percent support in the cen
tral cities, 58-41 percent backing in the 
communities outside the central cities, 71-27 
percent favor in count!es, and 76-21 percent 
backing among State officials. 

Observation: The idea of decentralization in 
the administration of mortgage pools is a popu
lar one. 

• 'By 66-32 percent, better than 2 to 1, public 
officials at the local and State level would favor 
"special revenue sharing for housing as a re
placement for current Federal housing subsidy 
programs. States would assume greater respon
sibility for housing." This revenue sharing and 
decentralization approach would be favored by 
central city officials by 61-39 percent, those in 
communities outside the central cities by 66-34 

Support for Possible Changes in Federal 
Housing Policy 
(Positive includes "in favor" and "might be good"; 
negative includes "might be bad" and "am opposed.") 

Total 
Local! Total Total 
State Local State 

% % % 
Housing allowances for low 
income families. By housing 
allowance we mean direct 
payment to low income fam
if ies which could be used for 
any housing of their choice 
as long as it met minimum 
standards. 

Positive 74 71 80 
Negative 25 28 19 

Special revenue sharing for 
housing as a replacement for 
current Federal housing sub
sidy programs. States would 
assume greater responsibility 
for housing. 

Positive 66 63 73 
Negative 32 36 26 

Change the "mix" of HUD's 
housing programs-that is, 
spend more on some pro
grams and less on others. 

Positive 74 75 73 
Negative 13 12 17 

Have the Federal Government 
provide a pool of mortgage 
funds which would be admin
istered by the state. 

Positive 67 62 76 
Negative 31 36 21 

A program of general income 
maintenance, to replace cur
rent programs such as wel
fare, food stamps, low and 
moderate income housing 
subsidies, Medicaid. Under 
"this plan, recipients could 
spend the subsidy according 
to their own priorities , 

Positive 61 56 72 
Negative 36 41 26 

No significant change in basic 
design of existing HUD hous
ing subsidy programs, but im
provement in HUD manage
ment and the programs. This 
would mean continued reli
ance on housing construction 
programs. 

Positive 52 51 54 
Negative 44 44 43 

Making no changes or only 
minor changes in Federal 
housing policies and pro
grams, other than ending the 
current freeze on funding of 
subsidized housing programs. 

Positive 37 41 30 
Negative 59 56 65 
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percent, by county officials by 60-34 percent, 
and by State officials by 73-26 percent. 

Observation: Here is a mandate to replace 
the current Federal housing subsidy program, 
largely centered at the Federal level, with a rev
enue sharing approach to be administered by the 
States. 

• By 61-36 percent, a majority of all public 
officials at the local and State levels would favor 
"a program of general income maintenance, to 
replace current programs such as welfare, food 
stamps, low and moderate income housing sub
sidies, and Medicaid. Under this plan, recipients 
could spend the subsidy according to their own 
priorities." Central city officials favored this plan 
of income maintenance by 67-32 percent, 
officials outside the central cities by 57-43 per
cent, and State officials by a thumping 72-26 
percent. County officials, however, would oppose 
income maintenance by a margin of 52-42 per
cent. 

Observation: General income maintenance is 
the first proposal surveyed where all major 
groups of officials did not concur with the pro
posal. County officials demur on income mainte
nance. The other groups favor it by a substantial 
margin, however. 

• By 52-44 percent, a slim majority of local 
and State officials agreed with the proposition 
that there be "no significant change in basic de
sign of existing HUD housing subsidy programs, 
but improvements in HUD management of the 
programs. This would mean continued reliance 
on housing construction programs." This ap
proach, more modified than some of the other 
more drastic suggestions, met with a close 54-44 
percent approval from central city officials, with 
50-45 percent favor from officials in communities 
outside the central cities, 52-44 percent accept
ance by county officials, and 54-43 percent 
backing from State officials. 

Observation: The promise of better adminis
tration from HUD apparently carried the day for 
this proposition, more than did the continuance 
of the subsidy programs, which in previous ques
tions officials preferred to see revenue shared 
with the States. 

'. By 59-37 percent, State and local officials 
rejected the standstill proposition that "no 
changes or only minor changes should be made 
in Federal housing policies and programs, other 
than ending the current freeze on funding of 
subsidized housing programs." Central city 
officials would oppose such a no-change policy 

by 58-40 percent, those in communities outside 
the central cities would oppose it by 54-40 per
cent, county officials by 53-42 percent, and State 
officials by a substantial 65-30 percent. 

When asked to state in their own words 
what changes they would like to see made in 
Federal housing policy (before any of the above 
alternatives were presented to them), local and 
State officials said they most favored "more 
local involvement" and "better defined, planned, 
and administered programs." 

Running through the new proposed changes 
was this idea of greater local control and admin
istration of housing programs. The survey asked 
about local option for some specific current pro
grams. By 72-24 percent, State and local 
officials believe that "local government should 
have the power to reject the construction of 
low-rent housing projects." By a much closer 
51-41 percent, a majority also would like to give 
local governments the power to reject 236 rental 
assistance programs. By an even closer 48-44 
percent, officials favored giving local govern
ments the right to reject 235 homeownership as
sistance programs. Most in favor of local options 
for rejection of all three programs were officials 
in communities outside the central cities. Most 
opposed to such local options, particularly on 
the latter two programs, were State officials and 
central city officials. 

Observation: On low rent housing projects, 
continuing the local option to reject such a proj
ect (the option already exists) would be popular. 
But trying to apply the same local government 
authority to 236 or 235 programs would stir up 
serious opposition, even though, by small mar
gins, public officials at the State and local levels 
favor giving local government such rights. 

The Role of Federal, State, and Local 
Government and the Private Sector 
in Housing 

Despite the sizable majorities who favor rev
enue sharing approaches for the housing field, 
and the strong desire on the part of local and 
State governments to have a larger voice in 
housing, there is little mandate for the Federal 
Government to become less involved in housing 
programs. When asked: "In general, do you feel 
the Federal Government is playing too large a 
role in housing programs in (State/city/county), 
too small a role or about the right role?" Thirty
nine percent opted for the same role as now for 
the Federal Government, 34 percent wanted a 

--.-....-... -~---.~.---. 
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larger role, and only 21 percent a smaller role 
for the Federal Government. 

However, when a similar series of questions 
about State government, local government, and 
the private sector was put to the cross-section of 
government officials, a substantial 58 percent 
wanted to see a larger role in housing for the 
State, and 53 percent a larger role for local gov
ernment, while 44 percent wanted to see a larger 
role for the private sector as well. 

Observation: It is clear from the results that 
the leadership itself would like to see the role 
of State and local government expanded, but 
these added responsibilities would not preclude 
an enlarged role for the Federal Government and 
the private sector. These local and State officials 
appear to be saying that they would like to see 
the total thrust given to housing boosted from 
current levels, and they do not see an expanded 
role for State or local government reducing the 
responsibilities vested in the Federal establish
ment. 

Probing for the reasoning behind these con
clusions quickly revealed why these officials did 
not want to see a diminished Federal role in 
housing. The number-one reason for believing 
the role of the Federal Government was "too 
small" today was that "the Federal Government 
has the funds which are not available on a State 
or local leveL" But the officials also feel that the 
"Federal Government has not been setting nor 
meeting goals for adequate housing in the coun
try." There are some caveats on the subject of 
Federal involvement, with officials warning that 
"the Federal Government is too large to be sen
sitive to local needs" and "the Federal Govern
ment has too much control" and "there is too 
much bureaucracy at the Federal leveL" 

But weighed off against these reasons at the 
Federal level is the volunteered comment of 
State and local officials that "the State today is 
doing little or nothing about housing and it is 
about time to take some responsibility for ade
quate housing." There is also an expression of 
"need for more State housing funds." Buttress
ing the feeling of a lack of State housing assist
ance was the finding that 64 percent of all local 
officials feel that the State has not been "helpful 
in providing housing-related expertise," and, by 
an even larger 69 percent, that the State has not 
"been helpful in providing funds for housing pro
grams." When asked why the State had not been 
more active in the housing area, State officials 
explained that "other problems are more press
ing"; this was believed to be a factor inhibiting a 

larger State role in housing policy by 71 percent 
of those who feel the State is playing too small a 
role (74 percent of State officials); "lack of pop
ular support" was given credibility by 65-29 per
cent of the "too small a role" group, and "lack 
of legislative support" was believed to be an in
hibiting element by 61-31 percent of the "too 
small a role" group. State officials who feel the 
State is playing too small a role divided 47-47 
percent over the proposition that "lack of trained 
and experienced housing personnel" has been a 
serious handicap in enlarging the State's role. 
But by 53-47 percent, this same group of State 
officials reject the reasoning that "inadequate 
tax revenues" have been restricting more State 
activity in housing; and by 53-40 percent they 
also reject the notion that the "home rule princi
ple" has been the inhibiting force impeding 
greater State participation in the housing field. 

Observation: By any measure, there is a 
wide-open mandate to have State governments 
become far more involved in housing problems 
and housing programs than has been the case 
up to now. 

The counterpart reasoning to that about 
States was evident when the government officials 
were asked for their views behind wanting to see 
the local role in housing expanded. Local gov
ernments, it was felt, simply had not had enough 
money to get into the housing field in a major 
way. There was also some feeling that local gov
ernments have been hampered by Federal and 
State legal restrictions against their greater in
volvement and that local governments, although 
closer to the people, need more housing exper
tise than they have demonstrated in the past. 
And there are some worries that local govern
ment will not be efficient and might be domi
nated by real estate, developer interests. 

Nonetheless, when asked directly about it, 
local officials who feel local government is play
ing too small a role (51 percent of local officials) 
said they believed inhibiting factors in keeping 
them from playing a more important role in 
housing were: "Lack of legislative support," con
sidered a difficulty by 67-24 percent; "lack of 
popular support," a factor by a 63-26 percent 
margin; "other problems which get a priority and 
seem more pressing," believed by 60-33 per
cent; and "inadequate tax revenues," cited as an 
inhibiting factor by a 51-40 percent margin. But 
this same group of local officials (the "too small 
a role" group) deny by 51-39 percent that their 
"lack of trained and experienced housing per
sonnel" is a reason for slowing their taking 
added responsibilities in the housing field. 
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The private sector is criticized for not taking 
a bigger role in public housing, with local and 
State officials criticizing the building industry for 
being "too profit-motivated and not willing to go 
into public housing." There is also a sense that 
not enough private money has been invested into 
housing construction, that the private sector par
ticipates only when forced to, that there ought to 
be more tax and subsidy incentives for private 
building, and less government restrictions and 
redtape. 

Division of Responsibility in Housing Field 

The cross-section of government leaders 
was asked to define precisely what functions 
they saw as being primarily local, State, and 
Federal responsibilities in the housing field. 

First, the perceived responsibilities of local 
government: 

,. A substantial 86 percent feel local gov
ernment should "develop and administer zoning 
laws." 

• A high 73 percent felt that local govern
ment should "develop and administer housing 
codes." 

• By a narrow 47-44 percent, officials feel 
that local government should take prime respon
sibility over State government for "providing 
consumer education services to homeowners." 

• A slim plurality of 35 percent feel that 
local government should administer rent control 
laws, while 31 percent feel the Federal Govern
ment should do this, and another 24 percent see 
it as a State function. 

In only one area was State government seen 
as primarily responsible: 

• A 42 percent plurality felt that State gov
ernment should provide technical assistance to 
private developers, while 31 percent feel this is a 
local responsibility, and 30 percent believe this 
is the province of the Federal Government. 

Finally, the areas in which the Federal Gov
ernment is seen in a dominant role: 

• A high 78 percent believe the Federal 
Government should "provide mortgage insurance 
or guarantees." 

• A substantial 68 percent feel that it is a 
Federal function to "provide income assistance 
to individuals for housing." 

• Sixty-one percent feel that it is a Federal 
responsibility to "administer mortgage insurance 
or guarantees," thus adding the administration of 

this program as well as the funding responsibil
ities to the Federal level. 

• A majority of 58 percent feel that the 
Federal Government, rather than State or local 
governments, should "provide direct loans for 
housing." 

• A majority of 56 percent also feel that 
the Federal Government should be dominant in 
"handling property disposition for housing units 
repossessed by the Federal Government." 

• A majority of 52. percent also believe the 
Federal Government should "enforce equal op
portunity laws." 

• An even 50 percent, compared to 40 per
cent who feel this way about State government, 
think the Federal Government should hold a "pe
riodic review of management of housing receiv
ing government assistance." 

• A plurality of 45 percent feel that the 
Federal Government should "provide direct sub
sidies to builders" (34 percent feel this is not the 
responsibility of any level of government). 

• A narrow plurality of 39 percent, com
pared with 32 percent who see this as a State 
responsibility, feel that the Federal Government 
should primarily "administer direct loans for 
housing" (21 percent feel this is not govern
ment's responsibility at all). 

• By only 37-36 percent, the Federal Gov
ernment is favored over State government to 
"administer income assistance to individuals for 
housing." 

Although 31 percent want to see the Federal 
Government administer direct subsidies to build
ers, compared with 24 percent who favor the 
State's doing that, a still-higher 35 percent be
lieve it is not the responsibility of any level of 
government to handle such subsidies. 

Observation: Although in principle these 
public officials would like to see more housing 
responsibility and authority granted to State gov
ernment and even local government as part of 
revenue sharing programs, when specific pro
grams are cited the Federal Government is se
lected as the dominant force in most areas. Bas
ically, only the traditional zoning and housing 
code developments are left to local governments, 
along with consumer education and perhaps ad
ministration of rent control. State government is 
seen as dominant in only one area-that of pro
viding technical assistance to private developers. 

In contrast to these rather limited primary 
roles for local and State government, public 
officials at those levels opt for the Federal Gov
ernment's assuming the funding responsibilities, 
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the major enforcement of standards functions, 
and the direct assistance programs to individu
als. 

In short, local and State officials themselves 
know, when they are put to the test, that Federal 
Government involvement must be continued and 
at a rather high degree of involvement and initia
tive. Nonetheless, this should not be taken to 
mean that they are idly suggesting a greater role 
for State and local governments in the future. 
They would prefer to see their own greater in
volvement in housing, particularly at the State 
level. And the Federal Government is viewed as 
an instrument to push in this direction. But, ob
viously, the day is not near when the Federal 
Government will be simply a provider of funds 
and a kind of consultant to State and local gov
ernments in the housing area. Rather, the shed
ding of Federal dominance in housing will be 
gradual, and undoubtedly will take a longer 
rather than shorter period of time. 

The Benefits of a Regional Approach to 
Housing Policy 

When asked: "Do you feel a regional ap
proach to housing policy for a metropolitan area, 
cutting across local and, if necessary, State 
lines, makes sense?" by 60-34 percent, a sizable 
majority of State and local officials said it did in
deed make sense. Officials in every region in the 
country agreed with the implication that city 
boundaries just make little sense in developing a 
policy. Governors, who might normally be ex
pected jealously to guard State's-rights preroga
tives, and even though in some cases it might 
mean giving up some of their sovereignty to a 
regional authority, accept the regional approach 
by 73-24 percent. Mayors favored the principle, 
although ay smaller 49-44 percent margin. 

The major benefits seen in such a regional 
approach to housing for a metropolitan area are 
that "it eliminates duplication of efforts and will 
yield more effective management"; "it will pro
vide a more equitable distribution of housing 
benefits to all groups"; "it could very well elimi
nate ghettos and the geographic concentration 
of the poor in one area and would disperse them 
throughout an entire metropolitan region"; "it 
will lead to a coordination of building codes and 
uniformity in codes"; "it will make the urban 
area more responsive to community needs"; 
"better.. housing services will result"; and "more 
effective use of funds will result." 

There are, however, some risks, and these 
are recognized by the State and local leaders: 

"A regional approach might threaten local politi
cal sovereignty"; "there might be too much com
petition and lack of agreement within the re
gion"; "some communities would reject the 
idea"; "local government rather than regional 
government is more responsive to the needs of 
the people in an area such as housing"; "local 
zoning laws and codes would have to be unified 
and that might not be easy"; "not all housing 
needs can be met by imposing one standard"; 
"adds another overlapping bureaucracy." 

Observation: Although the local and State 
officials can see many problems connected with 
establishing regional authority in metropolitan 
areas to determine housing poltcy, nonetheless 
the fact remains that by substantial margins they 
opt for this approach. The Federal Government 
certainly has a mandate to move in this direc
tion. 

Specific Preferences 

In the study of publ ic attitudes, respondents 
were asked whether they themselves would be in 
favor of nine different types of housing projects 
in their own neighborhood, and then how they 
thought their neighbors would feel about each of 
the projects. 

In the table below, results to these two 
questions are shown as well as local officials' 
estimates of the level of community support.ll 

In every case, there is a wide gap between 
what the public say they themselves would ac
cept and what they feel their neighbors would 
accept. It is difficult to determine the exact truth 
between the two sets of results. While experi
ence has shown that people are perhaps not as 
courageous or as tolerant in practice as they say 
they would be, it is also true that the public has 
been led to believe the worst of their neighbors 
in terms of their lack of tolerance and decency. 
Our feeling is that the true results are probably 
closer to the public's own attitudes than to the 
public's judgment about their neighbors. 

Looking down the list, public officials, with 
some exceptions, tend to underestimate the pub
lic's own acceptance of these projects but to 
have a more positive view of public acceptance 
than the public has of its neighbors. 

In two areas-"small housing project of 
apartments for elderly," and "single family 
houses or town houses for moderate income 

11 In order to increase comparability with the altitudes of local offi
cials (all drawn In the 25 largest SMSA's) data for the public 
are restricted to respondents from cities and suburban areas. 
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Public Acceptance of Specific Public 
Housing Compared to Local Officials' 
Estimates of Public Acceptance 

Local 
Offi
cials' 

Public Views Esti-
Neigh mateof 

Self bors Public 
Would Would Accept
Accept Accept ance 

% % % 
Small housing project of 

apartments for elderly 72 33 80 
Large housing project of 

apartments for elderly 58 27 51 
Single family houses or town 

houses for low income 
families 57 24 44 

Small housing project of 
apartments for low income 
families 52 19 20 

Single family houses or town 
houses for moderate in
come families 54 26 69 

Small housing project which 
has apartments for three 
groups: low income fami
lies, moderate income 
families. and the elderly 49 23 43 

Small housing project of 
apartments for moderate 
income families 47 21 42 

Large housing project of 
apartments for low income 
families 38 16 5 

Large housing project of 
apartments for moderate 
Income families 36 16 18 

families"-public officials overestimate the pub
lic's own level of acceptance of the projects. 

In four areas-"Iarge housing project of 
apartments for elderly"; "single family houses or 
town houses for low income families"; "small 
housing project which had apartments for three 
groups-low income families, moderate income 
families, and the elderly"; and "small housing 
project for moderate income families"-public 
officials underestimate the public's own accept
ance of these projects, but see the public as 
more accepting than the public itself sees its 
neighbors. 

Finally, in three areas-"small housing proj
ect of apartments for low income families"; 
"large housing project of apartments for low in
come families"; and "large housing project of 
apartments for moderate income families"-pub
lic officials not only significantly underestimate 
the public's own acceptance of these projects 

but also have the same or even a more negative 
view of the public's acceptance than the public 
itself has of its neighbors. 

Observation: Particularly. if one uses the 
public's own acceptance level for comparison 
purposes, officials tend to have a rather poor 
sense of what the public is willing to support. 
The public, for the most part, is more willing to 
be generous to the poor and to the less fortu
nate than the leadership assumes. 

By 51-36 percent, a majority of State and 
local officials opt for meeting housing goals for 
low income families by "helping them obtain bet
ter existing housing than they have now." And 
by a slightly higher 55-32 percent, the leaders 
want to see moderate income housing needs met 
through the same approach-the utilization and 
development of housing. 

Similarly, when asked about their own hous
ing goals at the State and local level, by 52-34 
percent the leaders opted for "rehabilitation of 
existing housing" as a preferable alternative to 
"new construction." Local officials chose rehabil
itation by 56-31 percent, while State officials had 
the same preference, but by a lower 43-40 per
cent. The only major exception to this pattern 
could be found among State officials in the East, 
where by a lopsided 61-17 percent they opted 
for new construction. 

Observation: As with the general public, 
these public officials tend to believe that existing 
housing has not been refurbished properly to 
meet people's housing needs. Tied to this, of 
course, is the reluctance in many communities to 
see the number of housing units increase, for 
fear it will lead to overcrowding. 

These latent worries about overstraining a 
community with new and additional subsidized 
housing emerged when local officials were asked 
how much more strain additional government
subsidized housing would put on services such 
as police protection, electricity supply, sewage 
service, and garbage collection in their area. A 
majority of 54 percent answered that such addi
tional housing would cause some strain, com
pared with 42 percent who felt it would be 
"hardly any" or "no strain at all." Only among 
local housing experts, central city leaders, and 
among local leaders in the South did anywhere 
near a majority feel they could absorb such sub
sidized housing without undue strain. Those who 
felt there would be a strain were asked if the 
strain might force them to raise taxes or to seek 
additional revenue. By a resounding 76-18 per
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cent, those who felt a strain would result also 
One Group That Should Have Highest Priority believe that some kind of revenue relief would 
in Federal, State, and Local Housing have to be provided. 
ProgramsObservation: It is patently clear that local 

officials are worried about the upsetting impact 
State Localof major new housing on their community. Yet, 
Hous- Housat the same time, they place housing at the top Federal ing ing

of the list of urgent community problems. It is Housing Programs Pro- Pro
this dilemma that faces housing planners. Total grams grams 

Local/ Total Total Total TotalRegional authorities in metropolitan areas 
State Local State State Localmight go a long way toward easing this dilemma, %. % % % % 

providing the expertise which communities could Low income 
tap and at the same time allowing the kind of working 
autonomy which the American people feel families 31 27 41 42 23 

The elderly 25 26 19 22 36strongly about in a pluralistic society. 
Welfare 

families 8 7 9 6 5 
Moderate 

income 
Groups To Which Federal, State and Local families 6 7 4 9 13 

Ethnic andHousing Programs Should Be Targeted 
racial 
minorities 3 4 4 

The physical-
State Local ly handi-
Hous- Hous capped 2 2 3 3 2 

Federal ing ing Veterans 1 2 1 
Housing Programs Pro- Pro- All of them 

Total grams grams (vol.) 21 22 17 13 7 
Local / Total Total Total Total None 2 2 3 2 7 
State Local State State Local Not sure 1 1 2 3 3 

% % % % % 
The elderly 67 65 70 64 59 • Less than 0.5 percent. 
Low income 

working 
families 

Welfare 
families 

65 

38 

60 

33 

75 

48 

65 

38 

53 

21 

Familiarity with HUD-Sponsored Federal 
Housing Programs 

Moderate 
income Total 
families 38 35 45 45 30 Local/ Total Total 

The physical- State Local State 
ly handi % % % 
capped 

Ethn ic and 
racial 
minorities 

TOO'AI of them 
vol.) 

N ne 
N t sure 

38 

20 
18 

22 
2 

41 

20 
18 

24 

34 

21 
17 

17 
2 
1 

24 

16 
10 

14 
2 
2 

16 

13 
4 

7 
6 
2 

HUD Section 235 Homeownership 
Assistance 

Very familiar 38 
Somewhat familiar 35 
Only slightly familiar 16 
Not familiar at all 11 
Not sure 

HUDLow Rent Public Housing 
Very familiar 38 

34 
34 
18 
14 

35 

44 
37 
13 
6 

43 

* Less than 0.5 percent. Somewhat familiar 
Only slightly familiar 

30 
19 

27 
23 

38 
13 

Not familiar at all 12 15 5 
Not sure 1 1 

HUD Section 236 Rental Assistance 
Very familiar 36 33 41 
Somewhat familiar 36 36 36 
Only slightly familiar 17 17 17 
Not familiar at all 11 14 6 
Not sure 

HUD Section 312 and 115 Loans and 
Grants For Rehabilitation 

Very familiar 23 21 26 
Somewhat familiar 23 23 25 
Only slightly familiar 26 25 29 
Not familiar at all 27 30 20 
Not sure 1 1 

• Less than 0.5 percent. 
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Familiarity with HUD Low Rent Public Housing 

Total Local/State 

Total Local 
Mayors, deputy mayors 
Other local executives 
Local legislators 

Housing Experience 
Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 

More than 10% 


Central cities 

Outside central cities 
Counties 


East 

Midwest 

South 

West 


Total State 
Governors, lieutenants, assistants 
Other state executives 
State legislators 

Total executives In 15 states only 
Housing Experience 

Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 

More than 10% 


Less than 65% Urban 

65% to 80% Urban 
More than 80% Urban 

East 

Midwest 

South 

West 


Feels state government's 

housing role too small 


Very 
Familiar 

% 
38 


34 

35 

44 

21 


25 

46 

44 


21 

51 


45 

30 

27 


37 

37 

30 

28 


44 

45 

68 

28 


60 


40 

70 

39 


27 

69 

47 

43 

44 

51 

52 

42 

30 


48 


Somewhat 
Familiar 

% 
35 


34 

33 

30 

39 


41 

38 

28 


35 

33 


45 

25 

41 

26 

34 

34 

44 

37 

37 

29 

42 

27 


46 

23 

37 


44 

25 


36 

39 

32 


23 

42 

41 

41 


34 


Only 
Slightly 
Familiar 


% 

16 


18 

16 

15 

24 


18 

13 

18 


24 

10 


9 

24 

17 

17 

18 

18 

21 


13 

13 

3 


19 


8 


12 

7 


19 


18 

6 


14 

11 

15 


13 

3 


14 

22 


12 


Not 

Familiar 


At All 

% 

11 


14 

16 

11 

16 


16 

3 


10 


20 

6 

1 


21 

15 

20 

11 

18 

7 

6 

5 


11 


5 


2 


5 


11 


3 

7 

9 


13 

3 

3 

7 


6 


Not Not 
Sure Familiar Familiar 

% % % 
73 27 


68 32 

68 32 

74 26 

60 40 


66 34 

84 16 

72 28 


56 44 

84 16 

90 10 

55 45 

68 32 


63 37 

71 29 

64 36 

72 28 

81 19 

82 18 

97 3 

70 30 


87 13 


86 14 

93 7 

76 24 


71 29 

94 6 

83 17 

82 18 

76 24 


74 26 

94 6 

83 17 

71 29 


82 18 
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Familiarity with HUD Low Rent Public Housing 

Total Loca.l/ State 

Total Local 
Mayors. deputy mayors 
Other local executives 
Local legislators 

Housing Experience 
Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 

More than 10% 

Central cities 

Outside central cities 
Counties 


East 

Midwest 

South 

West 


Total State 
Governors. lieutenants. assistants 
Other state executives 
State legislators 
Total executives in 15 states only 

Housing Experience 
Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 

More than 10% 

Less than 65% Urban 

65% to 80% Urban 
More than 80% Urban 


East 

Midwest 

South 

West 


* Less than 0.5 percent. 

Familiar 

Very 


% 

38 
35 
27 
46 
28 

38 
50 
43 

22 
53 
57 
22 
37 

45 
33 
30 
28 
43 
45 
63 
30 
57 

49 
77 
35 

27 
67 
33 
47 
50 
56 
48 
41 
30 

Somewhat 
Familiar 

% 
30 

27 
30 
25 
26 

32 
27 
25 

25 
28 
26 
26 
29 
22 
30 
28 
28 
38 
42 
31 
39 
35 

40 
13 
39 

45 
29 
53 
30 
35 
32 
42 
40 
36 

Only 
Slightly 
Familiar 

% 
19 
23 
22 
21 
26 

16 
16 
21 

32 
11 
14 
29 
19 

17 
23 
26 
27 

13 
5 
6 

23 
5 

7 
7 

21 

19 
4 

11 
16 
9 
6 

10 
16 
19 

Not 

Familiar 


AI All 
% 
12 

15 
20 
8 

20 

14 
7 

11 

20 
8 
3 

22 
15 
16 
14 
14 
17 
5 
5 

8 
3 

2 

5 

8 

3 
5 
6 

6 

3 
11 

Not Not 
Sure Familiar Familiar 
% % % 

68 31 

62 38 
57 42 
71 29 
54 46 

70 30 
77 23 
68 32 

47 52 
81 19 

83 17 
48 51 
66 34 
67 33 
63 37 

2 58 40 
56 44 

1 81 18 
3 87 10 

94 6 
69 31 
92 8 

2 89 9 
3 90 7 

74 26 

72 27 
96 4 
86 14 

2 77 21 
85 15 

88 12 
90 10 
81 19 

4 66 30 
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Familiarity with HUD Section 236 Rental Assistance 

Total Local/State 
Total Local 


Mayors, deputy mayors 

Other local executives 

Local legislators 


Housing Experience 

Government 

Housing experts 

Private professionals 


Time Spent on Housing 

10% or less 

More than 10% 

Central cities 

Outside central cities 

Counties 


East 

Midwest 

South 

West 


Total State 
Governors, lieutenants, assistants 
Other state executives 
State legislators 

Total executives in 15 states only 
Housing Experience 

Government 
Housing experts 
Private professionals 

Time Spent on Housing 
10% or less 

More than 10% 


Less than 65% Urban 

65% to 80% Urban 

More than 80% Urban 


East 

Midwest 

South 

West 


• Less than 0.5 percent. 

Very 

Familiar 


% 

36 

33 

32 

44 

21 


27 
45 
40 

22 
47 

43 
27 
33 

38 
34 
27 
29 

41 
34 
71 
25 

54 

36 
67 
33 

16 
75 

39 
36 
50 
61 
46 
30 
26 

Somewhat 

Familiar 


% 

36 

36 

37 

30 

40 


39 
37 
33 

36 
36 
47 
28 
8 

28 
36 
41 
40 
36 
45 
29 
34 

38 

45 
20 
39 

47 
19 

39 
35 
32 

26 
29 
51 
33 

Only 
Slightly 
Familiar 

% 
17 
17 
15 
16 
21 

18 
15 
14 

23 
9 

7 
23 
17 

20 
18 
5 

22 

17 
18 

28 

5 

17 
10 
23 

26 
6 

22 
18 
12 

10 
19 
14 
30 

Not 

Familiar 

At All 


% 

11 

14 

15 

10 

18 


16 

3 


13 


19 
7 
3 

21 
12 

14 
11 
27 

9 

6 
3 

13 

3 

2 
3 
5 

11 

11 
6 

3 
6 
5 

11 

Not Not 
Sure Familiar Familiar 
% % % 

72 28 
69 31 
69 30 
74 26 
61 39 

66 34 
82 18 
73 27 

58 42 
83 16 

90 10 
55 44 
71 29 
66 34 
70 29 
68 32 
69 31 

77 23 
79 21 

100 
59 41 
92 8 

81 19 
87 13 
72 28 

63 37 
94 6 

78 22 
71 29 
82 18 

87 13 
75 25 
81 19 
59 41 

--_.. -
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Familiarity with HUD Section 312 and 115 Loans and Grants for Rehabilitation 

Only Not 
Very Somewhat Slightly At All Not Not 

Familiar Familiar Familiar Familiar Sure Familiar Familiar 

% % % % % % % 
Total Local/State 23 23 26 27 46 53 

Total Local 21 23 25 30 44 55 
Mayors, deputy mayors 13 28 20 38 41 58 
Other local executives 34 21 27 18 55 45 
Local legislators 12 20 26 41 32 67 

Housing Experience 
Government 21 35 21 21 2 56 42 
Housing experts 33 25 18 24 58 42 
Private professionals 25 20 25 30 45 55 

Time Spent on Housing 
10% or less 10 20 30 39 30 69 
More than 10% 36 26 16 21 62 37 

Central cities 39 35 11 15 74 26 
Outside central cities 12 18 27 42 1 30 69 
Counties 17 15 37 29 2 32 66 

East 32 23 23 22 55 45 
Midwest 19 24 24 32 1 43 56 
South 9 23 20 46 2 32 66 
West 19 19 29 33 38 62 

Total State 26 25 29 20 51 49 

Governors/ Lieutenants/ Assistants 26 26 35 13 52 48 

Other State Executives 46 20 14 20 66 34 

State Legislators 13 28 34 25 41 59 

Total Executives in 15 States Only 38 27 27 8 65 35 


Hou~ng Experience 

Government 21 39 21 19 60 40 

Housing Experts 50 13 20 17 63 37 

Private Professionals 19 23 39 19 42 58 


Time Spent on Housing 

10% or Less 12 24 38 26 36 64 

More than 10% 46 27 15 12 73 27 


Less than 65% Urban 22 22 31 25 44 56 
65% to 80% Urban 28 27 27 18 55 45 
More than 80% Urban 26 26 30 18 52 48 

East 32 33 16 19 65 35 
Midwest 36 32 13 19 68 32 
South 22 22 42 14 44 56 
West 15 15 40 30 30 70 

• 

.10.....0.-...- _ _ __ "_ _ _ 
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...... 
(.,) Whether HUD-Sponsored Federal Housing Programs Exist in Your City/County en .~ 

Counties 
Time Spent Outside Central Cities Direct Per 

Other Housing Experience on Housing Less Capita Expenditures 
Mayors! Local Local Private 10% More Outside Less 10,000 Than 20% or Less More 

Total Deputy Execu-Legis-Govern- Proles-Housing or Than Central Central Mid- Than to 50,000 200/0 More Than Than 
Local Mayors tives lators ment sionals Experts Less 100/0 Cities Cities Counties East West South West Total 10,00040,999 and OverGrowth Growth Total $420 $420 

0/0 0/0 % 0/0 0/0 % % 0/0 % % % 0/0 % % % % % % % % % % % % % 
HUD Section 236 
Rental Assistance 

Exists 61 55 67 60 60 66 70 51 75 90 40 71 61 56 63 67 40 8 45 55 38 43 71 64 79 
Does not exist 29 39 28 23 36 26 20 35 22 7 49 12 26 36 28 28 49 77 47 36 46 52 12 12 13 
Not sure 10 6 5 17 4 8 10 14 3 3 11 17 13 8 9 5 11 15 8 9 16 5 7 4 8 

HUD Section 235 
Homeownership 
Assistance 

Exists 57 59 61 51 60 65 58 45 74 82 41 63 50 59 59 62 41 7 44 57 47 34 63 56 71 
Does not exist 32 34 35 28 33 24 30 39 21 11 49 16 36 30 32 28 49 74 47 36 38 61 16 12 21 
Not sure 11 7 6 21 7 11 12 16 5 7 10 21 14 11 9 10 10 19 9 7 15 5 21 32 8 

HUD Low Rent 
Public Housing 

Exists 50 36 57 55 55 61 57 36 70 82 29 59 57 51 55 37 29 4 29 48 38 20 59 52 67 
Does not exist 39 51 35 33 40 32 37 48 28 13 61 20 33 41 32 51 61 82 63 45 49 73 20 24 17 
Not sure 11 13 8 12 5 7 6 16 2 5 10 21 10 8 13 12 10 14 8 7 13 7 21 24 16 

HUD Section 312 
and 115 Loans 
and Grants for 
Rehabilitation 

Exists 38 25 48 39 49 48 41 28 58 76 19 33 54 37 25 30 19 8 22 21 28 10 33 12 54 
Does not exist 40 53 40 30 33 30 44 46 34 15 59 29 30 40 48 49 59 73 58 52 50 68 29 36 21 
Not sure 22 22 12 31 18 22 15 29 8 9 22 38 16 23 27 21 22 19 20 27 22 22 38 52 25 

Job Done by HUD-Sponsored Federal Housing Programs in Helping to Alleviate Housing 
Problems in Own City/County/State 
(Base: Total state officials and local officials who said program exists in their city/county) 

HUD Section 
HUD 235 Homeownership HUD 236 HUD Low Rent 312 and 115 Loans and 

Assistance Program Rental Assistance Public Housing Grants For Rehabilitation 

Total Local Total State Total Local Total State Total Local Total State Total Local Total State 

0/0 0/0 % % 0/0 0/0 0/0 % 

Excellent 6 6 17 13 16 13 22 6 
Pretty good 20 36 29 26 36 31 23 15 
Only fair 43 28 25 30 23 27 22 16 
Poor 22 17 13 16 19 13 18 15 
Not sure 9 13 16 15 6 16 15 48 
Positive 26 42 46 39 52 44 45 21 
Negative 65 45 38 46 42 40 40 31 



Two or Three Most Serious Problems with 
the HUD 235 Homeownership Assistance 
Program 
(Base: Total state officials and local officials who said 
programs exists in their city/county) 

Total Total 
Local State 

% % 
People don't maintain 

homes properly 25 14 
Poor quality housing, 

construction 18 11 
Controls, enforcement of 

standards not strict enough 16 19 
Ineligible people receiving 

aid; inadequate enforcement of 
income requirements 15 7 

Too much red tape, delay 11 17 
Lack of funds for program 9 10 
Low income housing 

should be dispersed; 
becomes a ghetto 8 7 

Resistance to low income housing 
mixed with higher income 
housing; deterioration of 
neighborhoods 7 5 

Building costs, size restrictions 
unrealistic; land, materials 
expensive 6 11 

Poorly located; should be near 
work, schools, transportation, 
~c. 6 2 

Not enough units to meet needs 6 10 
Local control is better 5 2 
Unfair, unrealistic income 

requirements should be 
available to ail who 
need it 5 9 

Not enough publicity, 
public awareness 4 9 

Foreclosure, abandonment 
of housing 4 

No available land 4 2 
Dull, monotonous architecture 2 2 
Should reduce cost, 

interest rates instead 
of subsidizing 2 

Existing housing should be used 
instead of new construction 1 2 

All other answers 17 12 
No problems 2 4 
Don't know 10 16 

Two 'or Three Most Serious Problems with 
the HUD Low Rent Public Housing Program 
(Base: Total state officials and local officials who said 
program exists in their city/county) 

Total Total 
Local State 

% % 
Underfunded; subsidies too low 32 17 
Poor quality and design; 

rundown 25 8 
Poor management, 

administration; too 
much red tape 18 28 

Not enough units; 
long waiting lists 14 21 

Tenants are destructive; 
don't take care of buildings 11 5 

High rise, huge 
projects create problems 11 3 

Doesn't improve people's 
environment; still keeps 
people in ghettos, 
concentrated 9 15 

The Brooke Amendment 4 4 
Neighborhood opposition; 

creates community problems 4 4 
All other answers 30 33 
No problems 9 2 
Don't know 5 17 

Two or Three Most Serious Problems with 
the HUD 236 Rental Assistance Program 
(Base: Total state officials and local officials who said 
program exists in their city/county) 

Total Total 
Local State 

% % 
Insufficient, inadequate funds 20 20 
Red tape, bureaucracy, 

slowness of HUD in 
processing appl ications 16 18 

Income limitations 
inflexible, too low 15 7 

Administration, 
management problems 14 20 

Not enough; we need more 8 19 
Maintenance, FHA 

standards not kept up 8 8 
Not well publicized; 

people who need it 
don't know about it 4 11 

People who don't qualify 
take advantage of it; 
helps wrong people 4 9 

Many vacant 236 apartments 1 2 
Should build private 

homes, not apartments 3 
All other answers 37 29 
No problems 6 2 
Don't know 16 18 
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Whether Would Like to See HUD-Sponsored Why Would Like/Would Not Like to See HUD 
Federal Housing Programs Set Up in Own Low Rent Public Housing Set Up in Own 
City / County City/County 
(Base: Said program "does not exist" in own city/county (Base: Said program "does not exist" in own city/county 
or "not sure") or "not sure") 

Out-	 Total 
side local 

Cen- Cen % 
Total tral tral Coun-
Local Cities Cities ties Why Would like to See Program Set Up 

% % % % We need it, economically desirable 12 
Good for senior citizens 	 6HUD 235 Home-
All other answers 	 5ownership Assistance 

Would like to see set up 36 46 34 35 Why Would Not Like to See Program Set Up 
Would not like to see No need for it 29 
set up 32 27 38 12 Would change town for the worse; 
Not sure 32 27 28 53 	 low income wouldn't fit in 16 

Segregation of low Income families; HUD 236 Rental Assistance 
stigma attached 	 10Would like to see set up 27 57 24 31 
Geographically impractical; no land, Would not like to see 
no mass transit, etc. 	 10set up 40 29 44 23 
Prefer alternatives (e.g., leased Not sure 33 14 32 46 
housing, rent supplements) 	 6

HUD low Rent Public Housing All other answers 	 15
Would like to see set up 19 15 17 28 

Don't know; not familiar with it 10Would not like to see 

set up 58 62 64 28 

Not sure 23 23 19 44 


HUD Section 312 and 115 

loans and Grants for 

Rehabil itation 
 Why Would Like/Would Not Like to See HUD 

Would like to see set up 37 44 35 38 236 Rental Assistance Set Up in Own Would not like to see 

set up 18 31 20 7 City / County 

Not sure 45 25 45 55 
 (Base: Said program "does not exist" in own city/county 

or "not sure") 

Why Would Like/Would Not Like to See HUD 	 Total 
local235 Homeownership Assistance Set Up in 


Own City/County % 

Why Would Like to See Program Set Up 

(Base: Said program "does not exist" in own city/county We need It; hard to find housing or "not sure"), people can afford 22 
Elderly people need It 12 

Total Young people need it 	 4 
local All other answers 8 

% Why Would Not Like to See Program Set Up 
Why Would Like to See Program Set Up We don't need it; don't want hand outs 21 

Homeownership fosters pride in upkeep Detrimental to neighborhood;
of property 	 15 projects become slums 9 
Good way to provide housing for low or No room for it, no place available 5 
moderate income people 	 11 All other answers 	 21 
Encourages better mix of people in Don't know; not familiar with it 16community, socially benefiCial 6 

Promotes homeownership 4 

All other answers 5 


Why Would Not Like to See Program Set Up 

Not needed 16 

Creates slums; lowers property values 7 

No available land 7 

Wouldn't be accepted by community 4 

Not enough funds available 4 

Unrealistic cost ceiling for building 1 

All other answers 10 


Don't know, not familiar with it 29 
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Why Would Like/Would Not Like to See HUD Whether the General Public in Own City/ 
Section 312 and 115 Loans and Grants for County Would Generally Support or 
Rehabilitation Set Up in Own City/County Oppose Scatter-Site Public Housing 
(Base: Said program "does not exist" in own city/county 
or "not sure") Would Would 

support oppose 

Total scatter- scatter-

Local site site Not 
housing housing sure% 

% % %
Why Would Like to See Program Set Up 


Help people fix up, maintain their homes 17 
 Total Local/State 37 53 10 

Preserve existing housing; prevents Total Local 32 58 10 
deterioration and abandonment 15 Mayors/Deputy 
We have a lot of people who need it Mayors 27 66 7 
(e.g., low income, elderly) 10 Other Local 
Prevent decline of neighborhood 8 Executives 35 55 10 
We need it; would help us 8 Local Legislators 32 57 11 
Good if properly controlled, administered 4 Housing Experience 

All other answers 6 
 Government 25 68 7 

Why Would Not Like to See Program Set Up Housing Experts 40 53 7 
We've no need for it 12 Private 
Have new housing; no need to fix Professionals 38 55 7 
up existing housing 2 Time Spent on Housing 
We've already done rehabilitation 1 10% or Less 25 65 10 
All other anwers 5 More than 10% 42 50 8 

Don't know; not familiar with it 37 Central Cities 43 46 11 
Outside Central 

Cities 22 69 9 
Counties 40 50 10 

Whether the General Public in Own City/ East 26 66 8 
County/State Would Generally Support or Midwest 38 51 11 

South 18 73 9Oppose Scatter-Site Public Housing 
We~ 43 46 11 

Total Outside 
Total Central Cities 22 69 9 
Local/ Total Total Less than 10,000 10 69 21 
State Local State 10,000-49,999 26 71 3 

% % % 50,000 and over 26 67 7 
Would support Less than 20% 

scatter-site growth 17 75 8 
housing 37 32 46 20% or more 

Would oppose growth 28 63 9 
scatter-site 

Total Counties 40 50 10housing 53 58 42 

Not sure 10 10 12 Direct per capita 


expenditures 
Less than $420 37 56 7 
More than $420 43 43 14 

Whether Various Groups in the State Would 
Generaly Support or Oppose Scatter-Site 
Public Housing 
(Base: State officials only) 

Would Would Not 

support oppose sure 


% % % 

Low income families 


eligible for 

public housing 84 6 10 


Mayors of large cities 68 19 13 

The state legislature 51 35 14 

The general public 46 42 12 

Residents of 


suburban communities 17 73 10 
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.... 
c.> 
O'l en 

Whether Various Groups in the State Would Generally Support or Oppose Scatter-Site Public Housing 

Gover- Total Time 

nors! 
Lieu- Other 

Execu
tives Housing Experience 

Spent on 
Housing Less 65% More 

tenants! State State in 15 Private 10% More Than to Than 
Total Assis- Execu- Legis- States Govern- Housing Profes or Than 65% 80% 80% Mid-
State tants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % 
Low Income Families Eligible 
for Public Housing 

Would favor 84 89 79 83 92 79 83 86 84 84 81 85 85 90 93 78 74 
Would oppose 6 5 12 4 6 10 3 7 7 6 14 4 3 3 14 7 
Not sure 10 6 9 13 2 11 14 7 9 10 5 11 12 7 7 8 19 

Mayors of Large Cities 
Would favor 68 59 68 74 62 71 66 72 62 76 66 69 68 68 83 51 74 
Would oppose 19 22 26 11 22 12 31 14 21 16 29 16 12 19 10 30 11 
Not sure 13 19 6 15 16 17 3 14 17 8 5 15 20 13 7 19 15 

The State Legislature 
Would favor 51 37 56 58 49 52 52 40 46 59 39 55 59 52 63 30 67 
Would oppose 35 45 26 34 32 33 38 42 42 25 47 33 26 39 27 51 19 
Not sure 14 13 18 8 19 15 10 18 12 16 14 12 15 9 10 19 14 

The General Public 
Would favor 46 42 59 40 46 45 41 38 41 53 34 56 41 35 52 38 63 
Would oppose 42 50 29 44 46 48 45 43 49 31 57 35 38 48 38 57 19 
Not sure 12 8 12 16 8 7 14 19 10 16 9 9 21 17 10 5 18 

Residents of Suburban 
Communities 

Would favor 17 16 24 13 19 14 14 19 15 20 14 15 24 23 7 11 30 
Would oppose 73 71 68 77 73 76 79 72 73 73 78 71 71 74 77 84 52 
Not sure 10 13 8 10 8 10 7 9 12 7 8 14 5 3 16 5 18 

H,)w Serious Have Found Problem of Relocating Residents, When Public Housing is 
Planned for a Central City Area? 

Less 65% More 
Total Outside Than to Than 

Local / Total Central Central Total 65% 80% 80% 
State Local Cities Cities Counties State Urban Urban Urban 

% % % % % % % % % 

Very serious problem 29 26 45 15 26 37 28 27 67 
Somewhat serious problem 19 14 22 11 10 29 27 40 9 
Only a slightly serious 

problem 12 10 5 8 22 15 17 18 9 
No problem at all 12 14 8 18 14 6 11 4 3 
Not relevant 21 32 16 44 24 
Not sure 7 4 4 4 4 13 17 11 12 

Serious 48 40 67 26 36 66 55 67 76 
Not serious 24 24 13 26 36 21 28 22 12 



Whether Relocation Problem has Prevented Construction of Public Housing 
(Base: Local officials who have found relocating residents to be a "very serious" or 
"somewhat serious" problem) 

Total 
Local 

% 

Central 
Cities 

% 

Outside 
Central Cities 

% 
Counties 

% 
East 

% 
Midwest 

% 
South 

% 
West 

% 
Has prevented construction 
Has not prevented construction 
Not sure 

20 
73 
7 

25 
75 

18 
70 
12 

11 
72 
17 

36 
54 
10 

14 
82 

4 
100 

10 
80 
10 

Support for Possible Changes in Federal Housing Policy 

Total Total Central Outside Total 
Local/State Local Cities Central Cities Counties State 

% % % % % % 
Housing allowances for low income families. By 
housing allowance we mean a direct payment to 
low income families which could be used for any 
housing of their choice as long as it met minimum 
standards. 

In favor 34 32 45 27 27 38 
Might be good 40 39 37 41 37 42 
Might be bad 12 14 10 18 10 9 
Am opposed 13 14 7 14 23 10 
Not sure 1 1 1 3 1 

Special revenue sharing for housing as a replacement 
for current Federal housing subsidy programs. States 
would assume greater responsibility for housing. 

In favor 31 27 32 22 33 40 
Might be good 35 36 29 44 27 33 
Might be bad 16 18 23 16 16 13 
Am opposed 16 18 16 18 18 13 
Not sure 2 1 6 1 

Change the "mix" of HUD's housing programs-that is, 
spend more on some programs and less on others. 

In favor 28 29 36 27 24 27 
Might be good 46 46 51 43 49 46 
Might be bad 11 9 5 12 8 15 
Am opposed 2 3 3 4 2 
Not sure 13 13 5 14 19 10 

Have the federal government provide a pool of mortgage 
funds which would be administered by the state. 

In favor 24 19 19 15 29 34 
Might be good 43 43 42 43 42 42 
Might be bad 13 14 18 15 10 11 
Am opposed 18 22 18 26 17 10 
Not sure 2 2 3 1 2 3 

A program of general income maintenance, to replace 
current programs such as welfare, food stamps, low 
and moderate income housing subsidies, Medicaid. 
Under this plan, recipients could spend the subsidy 
according to their own priorities. 

In favor 22 21 25 21 17 25 
Might be good 39 35 42 36 25 47 
Might be bad 17 19 15 18 29 13 
Am opposed 19 22 17 25 23 13 
Not sure 3 3 1 6 2 

(Continued on p. 1370.) 
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Support for Possible Changes in Federal Housing Policy (Continued) 

No significant change in basic design of existing HUD 
housing subsidy programs, but improvement in HUD 
management of the programs. This would mean continued 
reliance on housing construction programs. 

In favor 19 18 
Might be good 33 33 
Might be bad 23 22 
Am opposed 21 22 
Not sure 4 5 

Making no changes or only minor changes in federal 
housing policies and programs, other than ending the 
current freeze on funding of subsidized housing programs. 

In favor 15 17 
Might be good 22 24 
Might be bad 21 20 
Am opposed 38 36 
I\ot sure 4 3 

14 
40 
15 
29 
2 

15 
25 
19 
39 
2 

19 23 22 
31 29 32 
27 19 25 
18 25 18 
5 4 3 

17 19 11 
23 23 19 
22 13 22 
32 40 43 
6 5 5 

1370 



Support for Possible Changes in Federal Housing Policy 

Time Spent 
Other Housing Experience on Housing 

Total Mayorsl Local Local Private 10% More Outside 
Local! Total Deputy Execu- Legis- Govern-Housing Profes- or Than Central Central Coun- Mid-
Siale Local Mayors lives lators ment Experts sionals Less 10% Cities Cities ties East west South West 

% % % % % % % % % % % % % % % % % 
Housing allowances for low 

income families. By housing 

allowance we mean direct pay •ment to low income families 
which could be used for any 
housing of their choice as long 

as it met minimum standards. 


Positive 74 71 66 77 68 75 67 76 66 77 82 68 64 74 73 61 72 

Negative 25 28 34 22 29 25 31 23 31 23 17 32 33 22 27 39 27 


Special revenue sharing for 

housing as a replacement for 

current Federal housing sudsidy 

programs. States would assume 

greater responsibility for 

housing. 


Positive 66 63 61 62 67 67 54 67 65 61 61 66 60 62 58 66 70 

Negative 32 36 39 36 32 33 44 33 33 39 39 34 34 35 42 34 29 


Change the " mix" of HUD's 

housing programs-that is, 

spend more on some programs 

and less on others. 


Positive 74 75 72 73 81 82 78 74 74 79 87 70 73 79 77 69 75 

Negative 13 12 11 15 10 9 7 11 12 11 8 16 8 14 10 21 6 


Have the federal government 

provide a pool of mortgage 

funds which would be admin
istered by the state. 


Positive 67 62 57 62 66 57 68 64 64 60 61 58 71 67 50 63 67 

Negative 31 36 41 36 32 41 32 36 34 39 36 41 27 32 47 34 31 


A program of general income 

maintenance, to replace cur
rent programs such as welfare, 

food stamps, low and moderate 

income housing subsidies, 
Medicaid. Under this plan, 

recipients could spend the 

subsidy according to their 

own priorities. 

Positive 61 56 61 62 45 53 65 50 55 60 67 57 42 59 65 43 52 
Negative 36 41 40 36 50 45 35 45 43 40 32 43 52 38 33 55 47 

No significant <:hange in basic 

design of existing HUD hous
ing subsidy programs, but 

improvement in HUD manage
ment and the programs. This 

would mean continued reliance 

on housing construction 

programs~ 

Positive 52 51 49 47 59 38 52 48 55 47 54 50 52 58 46 57 45 

Negative 44 44 44 47 40 37 44 50 40 50 44 45 44 40 53 47 47 


Making no changes or only 

minor changes in federal 

housing po licies and programs, 

other than ending the current 

freeze on funding of subsidized 

housing programs. 
...... Positive 37 41 37 35 51 46 37 38 46 33 40 40 42 47 37 44 34 

CAl Negative 59 56 56 61 48 51 59 59 48 66 48 54 53 51 61 50 60 
....... -....I 



...... 
w ...... Support for Possible Changes in Federal Housing Policy 
N 

Gover- Total 
norsl Execu- Housing Experience Time Spent 
Lieu- Other tives on Housing Less 65% More 

Total tenantsl State State in 15 Private 10% More Than to Than 
Local! Total Assist- Execu- Legis- States Govern- Housing Profes- or Than 65% 80% 80% Mid-
State State ants tives lators only ment Experts sionals Less 10% Urban Urban Urban East west South West 

% % % % % % % % % % % % % % % % % % 
Housing allowances for low 

income families. By housing 

allowance we mean di rect pay
ment to low income families 
which could be used for any 

housing of their choice as long 

as it met minimum standards. 


Positive 74 80 84 83 76 87 82 79 79 77 84 73 78 91 84 84 79 73 
Negative 25 19 17 17 22 13 17 20 21 22 16 27 20 9 16 16 21 23 

Special revenue sharing for 

housing as a replacement for 

current Federal housing sudsidy 

programs. States would assume 

greater responsibility for 

housing. 


Positive 66 73 78 76 68 73 73 86 68 70 78 68 70 85 83 71 67 73 

Negative 32 26 21 24 30 27 27 14 32 29 22 31 30 15 16 29 33 23 


Change the "mix" of HUD's 

housing programs-that is, 

spend more on some programs 

and less on others. 


Positive' 74 73 81 60 75 70 75 76 74 79 63 75 70 73 80 67 73 69 

Negative 13 17 8 26 15 19 13 14 18 11 23 17 13 21 9 17 22 15 


Have the federal government 

provide a pool of mortgage 

funds which would be admin
istered by the state. 


Positive 67 76 68 77 81 65 76 82 73 74 79 75 71 85 84 78 73 69 
Negative 31 21 33 18 17 33 22 13 27 24 18 25 24 15 12 22 27 24 

A program of general income 
maintenance, to replace cur
rent programs such as welfare, 
food stamps, low and moderate 
income housing subsidies, 
Medicaid. Under this plan, 
recipients could spend the 
subsidy according to their 
own priorities. 

Positive 61 72 65 77 74 79 74 75 67 69 77 58 75 82 83 78 73 50 

Negative 36 26 32 20 25 21 24 24 30 29 21 39 22 18 17 22 27 38 


No significant change in basic 
design of existing HUD hous
ing subsidy programs, but 
improvement in HUD manage
ment and the programs. This 
would mean continued reliance 
on housing construction • 
programs. 

Positive 52 54 38 52 66 49 61 52 53 49 60 50 58 50 52 74 38 53 
Negative 44 43 56 48 29 46 34 48 45 44 40 41 39 50 45 19 59 43 

Making no changes or only 
minor changes in federal 
housing policies and programs, 
other than ending the current 
freeze on funding of subsidized 
housing programs. 

Positive 37 30 25 28 35 30 39 24 28 29 32 33 34 21 29 42 19 35 

Negative 59 63 73 60 61 68 59 76 70 66 65 64 58 79 65 51 81 62 




What Changes, If Any, Would Like to See Made in Federal Housing Policy 

Total Outside 
Local/ Total Central Central Total 
State Local Cities Cities Counties State 

% % % % % % 
More local involvement, control by cities 26 29 44 23 25 20 
Better defined, planned, administered 

programs 19 17 25 11 19 24 
Eliminate red tape 13 13 15 13 12 13 
More low cost housing 9 9 15 6 8 7 
Other alternatives besides subsidies 

(e.g . leased housing, home ownership) 9 6 11 5 4 14 
More state involvement, control 8 1 1 2 23 
Rehabilitation of existing housing 8 7 8 6 8 10 
More housing for low income groups, poor 7 7 10 6 6 8 
Stricter control on peo·ple who qualify; 

too many giveaways 7 8 4 9 12 4 
Specific care for elderly, handicapped 6 8 12 6 8 2 
More scatter-site housing 5 6 8 5 4 5 
Housing subsidies 5 6 7 4 10 4 
Revenue sharing 4 5 10 4 2 2 
Decentralization 3 3 1 2 8 4 
Regional approach 3 2 4 2 2 6 
Should publicize available programs better 3 2 3 2 2 6 
Less public housing 2 3 1 3 4 1 
No change necessary 2 3 1 4 4 1 
All other answers 20 17 21 17 12 26 
Don't know 8 10 4 13 12 3 

Whether Local Governments Should Have the Power to Reject the Construction of Federal 
Housing Programs 

65% More 
Total Outside Under to Than 
Locall Total Central Central Coun- Total 65% 80% 80% 
State Local Cities Cities ties State Urban Urban Urban 

% % % % % % % % % 
Low Rent Housing Projects 

Local government should 
have the power 72 76 68 84 67 64 74 63 55 

Should not have the power 24 20 29 12 29 31 23 32 36 
Not sure 4 4 3 4 4 5 3 5 9 

Section 236 Rental 
Assistance Program 

Local government should 
have the power 51 56 49 63 48 42 43 32 48 

Should not have the power 41 36 48 27 42 51 48 62 48 
Not sure 8 8 3 10 10 7 9 6 4 

Section 235 Homeownership 
Assistance Program 

Local government should 
have the power 48 53 46 58 49 38 42 46 21 

Should not have the power 44 39 52 33 37 53 53 45 68 
Not sure 8 8 2 9 14 9 5 9 11 
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Role of Government and the Private Sector in Dealing with Housing Programs 

Total Cen- Outside 
Local/ Total tral Central Coun- Mid- Total Mid-
State Local Cities Cities ties East west South West State East west South West 

% % % % % % % % % % % % % % 
Federal Government's 
Role 

Too large a role 21 20 18 20 25 19 23 27 14 24 6 10 43 33 
Too small a role 34 35 50 30 27 41 37 9 45 32 39 40 22 30 
About the right role 39 39 28 46 38 35 34 59 36 38 48 43 32 30 
Not sure 6 6 4 4 10 5 6 5 5 6 7 7 3 7 

State Government's Role 
Too large a role 5 7 11 5 6 10 6 5 5 2 5 
Too small a role 58 51 58 46 51 49 53 45 54 74 77 77 76 63 
About the right role 31 35 29 41 29 31 34 45 35 23 23 23 19 30 
Not sure 6 7 2 8 14 10 7 5 6 1 7 

Local Government's Role 
Too large a role 3 3 4 3 2 8 3 3 6 5 
Too small a role 53 51 55 43 65 47 56 41 59 57 58 55 65 48 
About the right role 40 42 41 51 21 42 33 57 41 36 42 35 27 41 
Not sure 4 4 3 12 3 8 2 4 4 3 11 

The Private Sector's 
Role 

Too large a role 5 4 8 2 4 1 3 9 7 7 6 13 3 7 
Too small a role 44 43 60 34 42 42 51 20 51 46 58 37 57 30 
About the right role 46 48 31 59 46 52 38 66 42 43 32 50 38 56 
Not sure 5 5 1 5 8 5 8 5 4 4 2 7 

How Helpful has State Been to City/County in Housing Area 

Housing Experience 
Pri- Time Spent 
vate on Housing Out-

Other Hous- Pro- side 
Mayors/ Local Local Gov ing fes 10% More Cen- Cen-

Total Deputy Execu- Legis ern- Ex sion or Than traJ tral Coun- Mid-
Local Mayors lives lators ment perts als Less 10% Cities Cities ties East west South West 

% % % % % % % % % % % % % % % % 
In Provid-
Ing Housing 
Related 
Expertise 

Very 
helpful 3 3 4 4 3 3 3 4 4 4 4 2 

Somewhat 
helpful 24 13 27 31 21 28 25 22 28 31 19 27 39 25 7 16 

Not helpful 64 71 64 56 69 64 68 62 64 68 64 57 48 64 76 75 
Not sure 9 13 5 12 6 5 6 13 5 1 13 12 9 7 17 7 

In Provid-
Ing Funds for 
Housing 
Programs 

Very 
helpful 4 4 3 4 5 2 5 2 6 4 3 4 11 

Somewhat 
helpful 17 

Not helpful 69 
13 
70 

15 
77 

24 
59 

22 
66 

22 
71 

18 
68 

10 
75 

27 
61 

23 
73 

17 
67 

12 
71 

29 
52 

19 
70 

5 
76 

9 
86 

Not sure 10 13 5 13 7 5 9 13 6 13 13 8 10 19 5 
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Why Federal Government is Playing Too Why State Government is Playing Too Large 
Large or Too Small a Role in Dealing with or Too Small a Role in Dealing with 
Housing Programs Housing Programs 
(Base: State government is playing "too large" or "too (Base : State government is playing "too large" or "too 
small" a role) small" a role) 

Total Total 
Local! Total Total Local / Total Total 
State Local State State Local State 

% % % % % % 
Too Large a Role Too Large a Role 

Federal government too State government too 

large to be sensitive large to be sensitive 

to local needs; local to local needs; local 

and state government government understands 

understands needs needs best 4 6 
better 19 18 20 State government has 


Federal government has 
 too much control 2 
has too much control; All other answers 1 
prefer local or state 

Too Small a Role control 14 13 17 State doing little orToo much bureaucracy; nothing ; not taking reat federal level 11 12 10 sponsibility for adequate
Need federal funds, but 

hou~ng 50 56 40
control should be Need more state funds 18 15 22
local or state 5 3 10 Federal government usurping 

All other answers 4 6 state authority 11 8 16 
Too Small a Role State cannot provide suffi


Federal government has 
 cient funds; only 
funds; not available on federal government can 9 6 13 
state or local level 27 24 33 Not enough statewide 


Federal government not 
 controls, plans, 

setting, meeting goals 
 decision-making 7 5 11 
of adequate housing 19 17 23 State is not providing 


Federal government has 
 personnel, technical 
power, influence to get expertise 4 4 5 
things done 4 4 3 State has no legal,

Problem can best be solved constitutional authority 
on wide, federal level 1 1 1 to deal with housing 3 5 

All other answers 11 13 7 State role has been 
increasing lately 3 5 

Allow cities to control 
progress ; cities limit 
state's role 2 2 2 

All other answers 6 6 6
Factors Inhibiting a Larger State Role in Don't know 1 
Housing Policy 

• Less than .5 percent. (Base : State officials who said State government playing 
"too small" a role) 

Other problems that are 
more pressing 

Lack of popular support 
Lack of legislative support 
Lack of trained and 

experienced housing 
personnel 

Inadequate tax revenues 
Home rule 

Is A Is Not A Not Factors Inhibiting a Larger Local Role in 
Factor 

% 
Factor 

% 
Sure 

% 
Housing Policy 
(Base: Local officials who said local government playing 
"too small" a role) 

71 27 2 
65 29 6 Is A Is Not A Not 
61 31 8 Factor Factor Sure 

% % % 

47 
47 
40 

47 
53 
53 

6 

7 

Lack of legislative support 
Lack of popular support 
Other problems that are 

more pressing 

67 
63 

60 

24 
26 

33 

9 
11 

7 
Inadequate tax revenues 51 40 9 
Lack of trained and experi

enced housing personnel 39 51 10 
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Why Local Government Is Playing Too Large Why the Private Sector Is Playing Too Large 
or Too Small a Role in Dealing with 
Housing Problem 
(Base: Local government is playing "too large" 
small" a role) 

Total 
Local! Total 
State Local 
% % 

Too Large a Role 
Use zoning laws, building 
codes to restrict, prevent 
building of projects 1 1 
All other answers 2 2 

Too Small a Role 
Not enough money 30 35 
Hampered by federal, state, 
legal restrictions; their role 
usurped by federal or state 
government 23 24 
Not doing enough, anything 17 18 
Don't use own Initiative; 
rely on others 15 11 
They are closest to, most 
aware of, housing needs 11 15 
Lack expertise, capability 10 10 
Need more power, say, 
authority 10 13 
Not meeting community 
housing needs 9 7 
Lack of popular support 9 7 
Preoccupied with other 
problems 5 5 
Move too slowly 2 2 
Should do more to get bet
ter socio-economic mix 2 2 
Dominated by real estate, 
developers, upperclass In
terests 2 
Local authorities limited to 
zoning 1 
All other answers 5 2 

or 

Total 
State 

% 

3 
1 

21 

21 
14 

26 

3 
11 

6 

11 
13 

8 
1 

4 

1 
11 

or Too Small a Role in Dealing with 
Housing Problem 

"too (Base: Private sector is playing "too large" or "too small" 
a role) 

Total 

Local! 

State 


% 
Too Large A Role 

Building too much high 
priced, high-income housing 5 
Has too much decision
making poyer; usurping 
power of government 4 
All other answers 2 

Too Small A Role 
Profit-motivated ; public 
housing not as profitable 
as private 33 
Have not met housing needs, 
invested enough in 
housing construction 
Private sector is apathetic; 
doesn 't care; won't partici
pate unless forced to 
No incentive; need 
subsidies, tax exemptions 
Lack of funds, resources 
Hampered by government 
restrictions, regulations, red 
tape; too much government 
control 
Too conservative; don't do 
anything risky, Innovative 
Private sector best able 
to meet need; has most 
resources 
They don't want to par
ticipate in these programs 
All other answers 

21 

19 

18 
18 

12 

7 

6 

2 
6 

Total Total 
Local State 

% % 

5 5 

2 6 
1 5 

35 30 

23 18 

16 23 

14 24 
19 18 

12 11 

5 11 

6 5 

6 
6 5 
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Which Level of Government Should Be 
Primarily Responsible for Different Aspects 
of Housing 

Primarily Local 
Responsibility 

Development and 
administration of 
zoning laws 

Total local/state 
officials 

Local officials 
State officials 

Development and 
administration of 
housing codes 

Total local/state 
officials 

Local officials 
State officials 

Development and 
administration of 
building codes 
Total local/state 
officials 

Local officials 
State officials 

Provide consumer 
education services 
to homeowners 

Total local/state 
officials 

Local officials 
State officials 

Rent control 
Total local/state 
officials 

Local officials 
State officials 

Primarily State 
Responsibility 

Provide technical 
assistance to 
private developers 

Total local/state 
officials 

Local officials 
State officials 

Primarily Federal 
Responsibility 

Provide mortgage 
insurance or 
guarantees 

Total local/state 
officials 

Local officials 
State officials 

Local 
Gov
ern
ment 

% 

86 
93 
73 

73 
83 
52 

69 
79 
48 

47 
54 
32 

35 
35 
34 

21 
38 
16 

2 
3 
1 

Fed- Not 
State eral Govern-
Gov- Gov ment 
ern- ern- Respon- Not 
ment ment sibility sure 

% % % % 

23 4 
13 4 
44 3 2 

37 10 2 
23 10 2 
66 9 2 2 

41 10 1 
27 12 1 
70 8 1 2 

44 25 10 3 
37 26 7 2 
60 23 15 4 

24 31 16 5 
21 32 17 5 
31 29 14 5 

42 20 10 2 
33 31 19 2 
57 27 18 2 

14 78 11 3 
14 76 12 3 
16 82 8 3 

Provide income 
assistance to 
individuals for 
housing 

Total local/state 
officials 9 

Local officials 9 
State officials 7 

Administer mortgage 
insurance or 
guarantees 

Total local/state 
officials 7 

Local officials 8 
State officials 4 

Provide direct loans 
for housing 

Total local/state 
officials 8 

Local officials 9 
State officials 5 

Handling property 
dispOSition for 
housing units 
repossessed by the 
Federal government 

Total local/state 
officials 29 

Local officials 36 
State officials 16 

Enforcement of equal 
opportunity laws 

Total local/state 
officials 35 

Local officials 38 
State officials 28 

Periodic review of 
management of 
housing receiving 
government 
assistance 
Total local/state 

officials 34 
Local officials 38 
State officials 24 

Provide direct 
subsidies to 
builders 

Total local/state 
officials 8 

Local officials 9 
State officials 6 

Administer direct 
loans for housing 

Total local/state 
officials 18 

Local officials 21 
State officials 10 

(Continued on 

26 68 
25 66 
30 70 

26 61 
21 61 
35 62 

28 58 
23 59 
38 58 

15 56 
10 53 
25 63 

48 52 
40 54 
65 47 

40 50 
30 53 
60 46 

21 45 
20 45 
22 46 

32 39 
23 39 
50 39 

p. 137B.) 

11 
12 
8 

14 
17 
6 

19 
21 
16 

4 
5 
3 

4 
4 
5 

4 
4 
3 

34 
33 
35 

21 
25 
13 

3 
3 
4 

3 
3 
4 

3 
2 
4 

5 
6 
3 

2 
2 
2 

3 
3 
5 

4 
4 
5 

3 
2 
5 
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(Continued from p. ' 1377.) 

Whether a Regional Approach to HousingAdminister income 
assistance to Policy for a Metropolitan Area Makes Sense 
individuals for 

housing 
 Regional Does 

Total local/state approach not 
officials 27 36 37 11 3 makes make Not 

Local officials 34 26 37 12 2 sense sense sure 
State officials 13 57 37 9 3 % % % 

Pri marily Not Total Local/State 60 34 6 
Government 

Total Local 55 39 6Responsibility 
Mayors/ Deputy Mayors 49 44 7Administer direct 
Other Local Executives 64 29 7subsidies to 
Local Legislators 51 45 4builders 


Total local/state Housing Experience 

officials 14 24 31 35 4 Government 57 39 4 

Local officials 17 17 32 36 4 Housing Experts 70 27 3 
State officials 9 38 29 35 5 Private Professionals 46 49 5 

Time Spent on Housing 
10% or Less 50 43 7 

chose more than one level of government. More than 10% 62 34 4 

Central Cities 75 21 4 
Outside Central Cit ies 47 45 8 
Counties 48 48 4 

East 58 40 2 

Note: Totals come to more than 100 percent since officials 

Major Be·nefits to a Regional Approach to 
Midwest 48 45 7Housing South 50 43 7 
West 65 29 9 

Total Total State 70 24 6 
Local/ Total Total Governors!Lieutenants! 
State Local State Ass istants 73 24 3 

% % % Other State Executives 77 16 7 
Eliminates duplication of State Legislators 62 36 2 

effort; more effective man- Total Executives in 
agement, planning 29 24 37 15 States Only 80 17 3 

More equitable distribution; Housing Experience 
heterogeneous social and Government 64 26 10
economic mix 29 27 33 Housing Experts 73 20 7

Eliminates ghettos, geo Private Professionals 67 31 2
graphic concentrations 

Time Spent on Housingof poor in one area; 
10% or Less 65 32 3disperse throughout region 23 21 27 
More than 10% 76 12 12Coordinates building codes, 

zoning; uniformity 19 18 20 Less than 65% Urban 67 22 11 
Responsive to all 65% to 80% Urban 70 25 5 

community needs 15 12 19 More than 80% Urban 73 24 3 
Better, more housing, East 68 19 13 

serv ices 15 14 16 Midwest 81 19 

Better, more effective 
 South 65 32 3 

use of funds; costs less 14 14 14 West 65 23 12 
Coord inates housing with jobs; 

closer to employment 6 7 6 
Coordinates housing with 

transportation 5 6 5 
People would have a choice 

where to live 2 3 2 
All other answers 15 13 19 
Don't know 6 8 3 
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Roles Which Should Be Prime Responsibility of Government but Are Not Now 

Provide income assistance to 
individuals for housing 

Provide mortgage insurance 
or guarantees 

Provide direct loans for housing 
Provide technical assistance to 

private developers 
Periodic review of management of 

housing receiving government assistance 
Rent control 
Development and administration of 

building codes 
Administer mortgage insurance 

or guarantees 
Provide direct subsidies to builders 
Administer income assistance to 

individuals lor housing 
Enforcement of equal opportunity laws 
Development and administration of 

housing codes 
Handling property disposition for 

housing units repossessed by the 
federal government 

Provide consumer education services 
to homeowners 

Administer direct subsidies to builders 
Administer direct loans for housing 
Development and administration of 

zoning laws 
None 
Not sure 

Should 
Be Prime 
Responsi

bility 
of 

Federal 
Govern

ment 
Total 

Local / 
State 

Officials 
% 

9 

6 
5 

4 

4 
4 

4 

3 
3 

3 
3 

3 

3 

3 
2 
2 

1 
68 
11 

Should Be 
Prime 

Responsibility 
of State 

Government 
Total 
Local! Total 
State State 

Officials Officials 
% % 

7 9 

4 5 
8 13 

13 21 

11 16 
9 11 

10 23 

11 20 
6 5 

14 25 
6 8 

13 27 

4 9 

9 16 
10 17 
13 28 

8 18 
43 27 
12 8 

Should 
Should Be Not Be 

Prime Govern-
Responsibi lity ment 

of Local Responsi-
Government bility 

Total Total 
Local / Total Local / 
State Local State 

Officials Officials Officials 
% % % 

3 3 4 

1 1 4 
4 5 6 

7 9 5 

9 10 1 
10 11 7 

8 9 

2 3 6 
3 3 10 

7 10 4 
8 9 1 

11 11 

13 16 

15 16 2 
5 7 11 
6 9 7 

10 10 
50 48 65 
10 10 12 
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Major Problems of Regional Approach to Preference for Rehabilitation or New 
Housing Construction in Meeting Your Housing Goals 

Total Rehabil- New 
Local/ Total Total itation of con-
State Local State existing struc

% % % housing tion is Not 
Threatens local political is better better sure 

sovereignty; undermines % % % 
local control, home rule 32 29 36 Total Local/State 52 34 14 

Competition, jealousy; lack 
of agreement 29 

Opposition from residents; 
negative community reaction 22 

Local government is most 
responsive to local needs 10 

Overcoming local laws, 
zoning, ordinances 9 

Not all needs are met by 
setting one standard of 
housing, living 9 

Adds another layer of 

23 

22 

14 

10 

10 

43 

22 

3 

7 

7 

Total Local 
Mayors/Deputy Mayors 
Other Local Executives 
Local Legislators 
Housing Experience 

Government 
Housing Experts 
Private Professionals 

Time Spent on Housing 
10% or Less 
More than 10% 

56 
54 
55 
59 

46 
63 
59 

59 
53 

31 
31 
34 
27 

34 
25 
30 

30 
31 

13 
15 
11 
14 

20 
12 
11 

11 
16 

bureaucracy, red Central Cities 56 36 8 
tape; overlapping 7 6 9 Outside Central Cities 58 28 14 

Violates state's rights; Counties 50 33 17 
state legislatures 
would never agree 5 5 6 

East 
Midwest 

52 
56 

37 
26 

11 
18 

Unfair to smaller, 
rural or suburban com
munities; competing 
against big cities 

Lack of regional 
orientation and 
commitments 

Implementation is difficult 
People would get lost 

in shuffle 

5 

2 
2 

5 

2 
2 

6 

2 
3 

South 
West 

Total State 
Governors/ Lieutenants/ 
Assistants 
Other State Executives 
State Legislators 
Total Executives In 
15 States Only 

50 
65 
43 

31 
44 
51 

38 

40 
22 
40 

49 
44 
33 

44 

10 
13 
17 

20 
12 
16 

18 
Sewage and drainage Housing Experience 

problems 1 1 1 Government 36 47 17 
None 1 2 1 Housing Experts 35 38 27 
All other answers 12 10 15 Private Professionals 46 33 21 
Don't know 2 3 2 Time Spent on Housing 

10% or Less 48 37 15 
More than 10% 34 46 20 

Less than 65% Urban 42 48 10 
65% to 80% Urban 46 33 21 
More than 80% Urban 40 43 17 
East 17 61 22 
Midwest 48 33 19 
South 56 32 12 
West 44 40 16 
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Which Makes More Sense-New Housing or Existing Housing? 

Out
side Less 65% More 

Total Cen- Cen- Than to Than 
Local/ Total tral tral Coun- Mid- Total 65% 80% 80% 
State Local Cities Cities ties East west South West State Urban Urban Urban East 

In meeting housing program goals 
for low income families 

Use available money to build 
new housing 36 35 39 36 29 46 34 36 21 37 32 35 45 52 

Help them obtain better existing 
housing than they now have 

Not sure 
51 
13 

52 
13 

48 
13 

51 
13 

61 
10 

43 
11 

46 
20 

57 
7 

68 
11 

50 
13 

59 
9 

50 
15 

39 
16 

31 
17 

In meeting housing program goals 
for moderate income families 

Use available money to build 
new housing 32 29 33 28 26 38 18 39 22 38 44 35 36 52 

Help them obtain better existing 
housing than they now have 55 58 56 57 64 53 64 50 67 47 44 48 48 34 

Not sure 13 13 11 15 10 9 18 11 11 15 12 17 16 14 

How People in This Neighborhood Would Feel if Decided to Build Various Housing 
Around Here 
(In favor includes "strongly in favor" and "somewhat in favor"; opposed includes "somewhat opposed" and "strongly 
opposed") 

Local Officials 
"in favor" Only 

Total Local Officials Outside 
In Not Central Central 

Favor Opposed Sure Cities Cities Counties 
% % % % % % 

Small housing project of apartments for the 
elderly 80 18 2 91 72 82 
Single family houses or town houses for mod
erate income families 69 30 80 64 65 
Large housing project of apartments for the 
elderly 51 46 3 76 37 49 
Single family houses or town houses for low 
income families 44 54 2 63 35 37 
Small housing project which had apartments 
for all three groups-low income families. 
moderate income families. and the elderly 43 52 5 55 33 49 
Small housing project of apartments for mod
erate income families 42 55 3 61 30 43 
Small housing project of apartments for low 
income families 20 76 4 30 11 29 
Large housing project of apartments for mod-... 
erate income families 	 18 80 2 26 12 24~ -... 	 Large housing project of apartments for low 
income families 5 93 2 3 2 18 

Mid
west 

23 

62 
15 

31 

50 
19 

South 

31 

60 
9 

26 

63 
11 

West 

44 

44 
12 

48 

36 
16 



Extent to Which Additional Government How Many Projects Have Visited 

Subsidized Housing Would Cause a Strain (Base: Have visited subsidized federal housing projects in 


on City/County Services last six months) 


(e.g., police protection, electricity supply, sewage service, 

garbage collection) Total 

Local! Total Total 
State Local State

Hardly No 
One 13 13 13Major Minor Any Strain Not 
Two 21 21 20Strain Strain Strain at All Sure 
Three 16 19 11% % % % % 
Four to five 15 12 20

Total Local 25 29 25 17 4 Six to ten 17 15 21
Mayors! deputy Over ten 18 19 15 
mayors 27 29 20 17 17 

Not sure 1
Other local 

executives 22 28 32 17 1 

Local legislators 28 29 20 17 6 Not sure 


Housing Experience 

Government 20 34 21 21 4 

Housing experts 13 29 36 18 4 

Private 

professionals 29 23 26 16 IS 


Time Spent on 
Housing 


10% or less 28 31 18 20 3 

More than 10% 21 24 34 14 7 

Central cities 18 23 36 19 4 

Outside central 

cities 31 30 15 19 5 

Counties 23 33 32 10 2 

East 32 30 19 15 4 

Midwest 19 26 26 24 5 

South 16 27 32 18 7 

West 29 33 26 10 2 


Total Outside 
Central Cities 31 30 15 19 5 

Less than 10,000 42 17 10 28 3 

10,000 to 49,999 28 30 20 17 5 

50,000 and over 26 40 10 17 7 

Less than 20% 

growth 36 26 12 20 6 

20% or more 

growth 25 35 17 18 5 


Total Counties 23 33 32 10 2 

Oi rect Per Capita 

Expenditures 


Less than $420 21 39 36 4 

More than $420 25 25 29 17 4 
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Whether Would Be Forced to Raise Taxes or Seek Additional Revenue 
to Pay for Increased Services 
(Base: Additional government subsidized housing would cause a "major" or "minor" strain) 

May
ors/ Out-
Dep- Other side 
uty Local Local Cen- Cen-

Total May Execu- Leg is tral tral Coun- Mid-
Local ors tives lators Cities Cities ties East west South West 

% % % % % % % % % % % 
Would be forced to raise taxes or 

seek additional revenue 76 81 74 74 70 80 72 82 70 57 83 
Would not be forced to do this 18 14 22 17 20 16 21 10 24 32 17 
Not sure 6 5 4 9 10 4 7 8 6 11 

Approximate Proportion of Professional Working Time Directly Involved 
with Housing Matters 

Gover
nors! 

Other Lieu- Other 
Total Mayors! Local Local tenants! State State 
Local! Total Deputy Execu- Legis- Tota.! Assis- Execu- Legis-
State Local Mayors tives lators State tants tives lators 

% % % % % % % % % 

o percent (none) 9 9 9 4 13 9 8 15 
1 to 10 percent 48 48 49 48 51 50 71 20 54 
11 to 25 percent 15 15 19 13 15 13 11 9 19 
26 to 49 percent 8 8 12 6 6 8 5 11 8 
50 to 74 percent 6 6 10 6 6 5 11 4 
75 to 99 percent 4 4 7 4 2 5 17 
100 percent 9 9 4 14 6 9 32 
Not sure 1 1 1 1 

Whether Personally Visited Any Subsidized Federal Housing Projects in Last Six Months 

Gover
nors! 

Other Lieu- Other 
Total Mayors! Local Local tenants! State State 


Local! Total Deputy Execu- Legis- Total Assis- Execu- Legis-

State Local Mayors lives lators State tants tives lators 


% % % % % % % % % 

Have visited 63 62 58 63 66 63 61 76 56 
Have not visited 36 36 41 34 34 36 39 24 42 
Not sure 1 2 1 3 1 2 
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A Survey of the Attitudes and 
Experience of Occupants of 
Urban Federally Subsidized 
Housing 

By Louis Harris and Associates, Inc. 
Project Director: Carolyn E. Setlow 

Introduction 
This is the final report of a survey of occu

pants of urban federally subsidized housing pro
grams, submitted to the Department of Housing 
and Urban Development for review and comment 
by Louis Harris and Associates, Inc. Between 
June 21st and July 11th, 1973, trained Harris in
terviewers conducted interviews among a cross
section of occupants of three urban federally 
subsidized housing programs: Section 235 mort
gage subsidy, Section 236 rent subsidy and low 
rent public housing. 

On January 5, 1973, HUD announced a mora
torium on subsidized housing programs in order 
to evaluate their effectiveness prior to develop
ing recommendations on the Federal role in 
housing. The objective of this survey is to obtain 
data on the attitudes of occupants of subsidized 
housing concerning their understanding of their 
housing subsidy, their evaluations of the pro
grams that provide it, and their support for alter
native approaches to subsidized housing. These 
attitudes are among the important factors to be 
taken into consideration as part of this evalua
tion. 

The survey of occupants of subsidized hous
ing programs 1 is one of four surveys conducted 
by the Harris firm under this contract. The re
maining surveys include: 

1. A survey of the attitudes of the American 
public toward Federal Government housing poli
cies and programs, 

1 Whenever reference is made to subsidized housing programs 
throughout this report. urban subsid ized housing aione (that is. 
housing in standard metropolitan statistical areas) is included. 
Subsidized housing located outside SMSA's was not surveyed 
in this research. . 

2. A survey of the attitudes of State govern
ment officials toward Federal Government 
housing policies and programs, and 

3. A survey of the attitudes of local govern
ment officials toward Federal Government hous
ing policies and programs. 

The results of these three additional surveys 
will be presented to HUD under separate cover. 

The methodology employed in conducting 
this survey of the American public (the sample 
design, conduct of interviewing, data processing, 
and analysis) are described below. 

The Sample Design 

The sample was drawn from lists of urban 
subsidized housing addresses provided by HUD. 
Interviews were conducted with a total of 1453 
households in subsidized housing programs lo
cated in Standard Metropolitan Statistical Areas 
(SMSA's). The households were distributed 
among three programs in the following way: 

1. Section 235 mortgage subsidy program: A 
total of 391 households in Section 235 housing 
was surveyed in the Nation's 50 largest SMSA's. 
The interviews were divided between owners of 
new houses (196 interviews) and owners of exist
ing houses (195 interviews). 

2. Section 236 rent subsidy 'Program: A total 
of 556 households in the Section 236 program 
was surveyed. The interviews were divided 
among households in limited dividend projects 
(284 interviews) and households in nonprofit 
projects (272 interviews). 

3. Low rent public housing: A total of 511 
households in low rent public housing was 
surveyed. The interviews were divided between 
tenants of conventional public housing (233 inter
views) and leased public housing (278 interviews). 

Elderly public housing units and elderly 
Section 236 units were excluded from the sam
ple. 

The sample was not drawn to reflect accu
rately the true distribution of households within 
the universe of the three program types sur
veyed. 

Instead, the sample was designed to include 
an adequate number of households in each sub
sample (that is, program type) in order that each 
subsample could be independently projected to 
the entire universe of households within that pro
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gram type in Standard Metropolitan Statistical 
Areas. Weights were applied, however, to restore 
each subsample to its true proportion of the uni
verse of subsidized housing households in met
ropolitan areas of the United States. The follow
ing table illustrates the number of cases 
interviewed in each subsample and its weighted 
percentage of the total sample of subsidized 
housing: 

Total households in three urban subsidized 
housing programs (excluding elderly) 
Total Section 235 mortgage subsidy 

New 235 housing 
Existing 235 housing 

Total Section 236 rent subsidy 
Limited dividend sponsor projects 
Nonprofit sponsor projects 

Total public housing 
Conventional public housing 
Leased public housing 

All interviews were conducted with either 
the head of household or his/her spouse. If only 
the head of household or his/her spouse was at 
home, that person was interviewed. If both the 
head of household and his/her spouse were at 
home, interviewers were instructed to interview 
either the man or woman. If the man was inter
viewed at the first household where both the 
man and woman were at home, interviewers 
were instructed to interview the woman at the 
next household where both head of household 
and spouse were at home. In this way, interviews 
were distributed equally between heads of 
household and their spouses, in those house
holds where a head of household and spouse 
were present. 

Interviews were conducted only with per
sons who were aware that their housing is either 
owned or subsidized by the Government. The 
first question on the questionnaire determined 
this awareness. If a respondent was not aware of 
the Government ownership or subsidy, the inter
view was immediately terminated and not 
counted toward quota. 

Conduct of Interviews 

All field work was assigned from the New 
York office through a group of 15 area supervi

sors, who in turn assigned as many interviewers 
as were needed in their regions. Upon approval 
of the questionnaire, field kits were mailed spe
cial delivery to the area supervisors for distribu
tion to their local staffs. These kits contained, in 
addition to the basic questionnaire, a full written 
explanation of the substance and purpose of the 
survey with detailed instructions covering any 
complex or unusual requirements. 

Weighted 
Number Number Percentages 

Of Cases Of Cases Of Total 
In Universe Interviewed Sample 

751,626 1458 100 
101,347 391 13 
36,445 196 5 
64,902 195 8 
93,000 556 14 
69,701 284 10 
23,379 272 4 

557,199 511 73 
517,221 233 67 
39,978 278 6 

Before interviewing commenced, the written 
instructions were supplemented by a briefing (in 
person or by telephone) from either the New 
York field department or area supervisor. As the 
work progressed, it was monitored to assure that 
schedules and quotas were being met and that 
all results conformed to the specified sampling 
design. Returns were sent back to the New York 
office as they were completed, and checked 
again for quality and completeness. Before the 
completed questionnaires were processed, they 
were turned over to an independent validating 
service, which rechecked 20 percent of each in
terviewer'S respondents to guarantee that the 
work had been properly conducted and com
pleted in accordance with our specified proce
dures. In general this validation was done by tele
phone, but where the interviewer had a high 
proportion of respondents without telephones the 
validation was conducted in person. If the 20 
percent check turned up any questionable inter
views, the interviewer's full quota was invali
dated. 

Data Processing 

Once validation was completed and editing 
checks made, open-ended (unstructured) ques
tions were coded to permit computer processing. 
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The full questionnaire was then key punched, 
key verified and put on magnetic tapes. The data 
was tabulated by basic cross-tabulation pro
grams and presented in the form of annotated 
tables showing cross tabulations (frequencies 
and percentages) of questions by independent 
variables agreed upon in advance by the Depart
ment of Housing and Urban Development and 
Louis Harris and Associates. 

Analysis 

In addition to total occupants of subsidized 
housing, responses throughout the study are re
ported by type of housing program and other key 
variables. A definition of these breaks and their 
distribution in the sample are shown here. 

Weighted 
Percentage 
of Sample 

Total Occupants of Subsidized Housing 100 

Total section 235 mortgage subsidy 13 


New 235 housing 5 

Existing 235 housing 8 


Total section 236 rent subsidy 14 

Limited dividend sponsor projects 10 

Nonlirofit sponsor projects 4 


Total public housing 73 

Conventional public housing 67 

Leased public housing 6 


Length of Time In Public Housing 

(How long been living in public housing) 


Less than 3 years 25 

Three years or more 48 


Income (1972 pretax household income) 

Under $3,000 46 

$3,000 to $5,999 34 

$6,000 and over 20 


$4,000 to $6,999 2 


235 (Section 235 occupants in that 

income range) 6 


236 (Section 236 occupants in that 

income range) 5 


Public housing (public housing occu
pants in that income range) 16 


Race 

White 38 

Black 53 


2 An analysis of occupants with identical incomes ($4,000 to $6,999) 
and of occupants of the same race (blacks) within the three 
different program types allows a factoring out of differences 
due to income or to race in order that differences due to pro
gram type become more apparent. 

Black 2 


235 (black occlJpants of section 235 

housing) 5 


236 (black occupants of section 236 

housing) 4 


Public housing (black occupants of 

public housing) 44 


Number of Family Members Per House

hold 


1-2 family members 38 

3-4 family members 30 

5 or more family members 32 


Location 

Inside central cities 84 

Outside central cities 16 


Geographic Region 3 


East 34 

Midwest 21 

South 33 

West 12 


Age 

Under 30 years 25 

30 to 49 years 36 

50 years and over 39 


The following report includes statistical ta
bles drawn from the annotated tabulation. In ad
dition, the report includes a description of the 
main findings but also a discussion of the signifi
cation of the study results, including clearly 
identifiable "observation" sections discussing the 
policy implication of the findings. 

The questionnaire administered in this sur
vey was developed by Louis Harris and Associ
ates in close consultation with HUD personnel. A 
copy of the questionnaire is available from Louis 
Harris and Associates, Inc., 1270 Avenue of the 
Americas, New York, N.Y. 10023. 

Definition of Housing Programs 

Section 235 Mortgage Subsidy: Under Sec
tion 235 of the National Housing Act, as 
amended, HUD makes monthly payments to 

3 The geographic regions are based on the ten federally designated 
regions and were designed to be as comparable as possible. 
East includes Region I (Connecticut, Maine, Massachusetts, 
New Hampshire, Rhode Island, and Vermont). Region II (New 
Jersey and New York) and Region III (Delaware, District of 
Columbia, Maryland, Pennsylvania, Virginia, and West Virginia). 
Midwest includes Region V (Illinois, Indiana, Michigan, Minne
sota, Ohio and Wisconsin), Region VII (Iowa, Kansas, Missouri, 
and Nebraska) and Region VIII (Colorado, Montana, North 
Dakota, South Dakota, Utah, and Wyoming). South includes 
Region IV (Alabama, Florida, Georgia, Kentucky, Mississippi, 
North Carolina, South Carolina, and Tennessee) and Region VI 
(Arkansas, Louisiana, New Mexico, Oklahoma, and Texas). 
West includes Region IX (Arizona, California, and Nevada) and 
Region X (Idaho, Oregon, and Washington). 
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mortgagees to reduce interest costs to as low as 
1 percent on a home mortgage insured by the 
Federal Housing Administration (HUD-FHA). The 
homeowner's mortgage payments must be at 
least 20 percent of his adjusted monthly income. 
The amount of subsidy varies according to the 
income of the homeowner and the total amount 
of the mortgage payment at the market rate of 
interest. Family income and mortgage limits are 
established for eligibility in each locality. With 
minor exceptions, family limits are based upon 
135 percent of approved or permissible public 
housing limits. 

Section 236 Rent Subsidy: The Housing and 
Urban Development Act of 1968 established the 
Rental Housing Assistance Program (Section 
236) to increase the volume of modern decent 
housing available to lower income families by 
authorizing interest reduction payments by the 
Federal Government that in effect reduce the 
rental charge to the tenant. These periodic pay
ments, made to the mortgagee on behalf of the 
tenant, reduce interest costs on a HUD-insured 
project to 1 percent, thereby reducing the 
amount of rent it is necessary to charge the ten
ant to cover the monthly cost of the project. (In 
no case can this be more than 25 percent of a 
tenant's income.) These payments consider the 
mortgage principal, interest, and mortgage insur
ance premium fees. Only new or substantially re
habilitated structures are eligible under this pro
gram. The project owner of a Section 236 project 
must be a nonprofit or limited dividend or
ganization or a cooperative association. 

Low Rent Public Housing: This program was 
designed to help public agencies provide decent, 
safe, and sanitary housing for low income fami
lies at rents they can afford. Financial and tech
nical assistance is provided by HUD to local 
housing authorities to plan, build, and/or ac
quire, own, and operate low rent public housing 
projects. Federal annual contributions are made 
to cover the debt service on local authority 
bonds sold to pay for the development or ac
quisition of public housing. Low rent public 
housing includes conventional public housing 
projects and leased units in privately owned 
housing. Tenants are required to pay not more 
than 25 percent of their income for this housing. 

Summary of Key Findings 

The following conclusions can be reached 
about the views and experiences of occupants of 
federally subsidized housing on the subject of 

their own housing conditions and the subsidy 
program itself. 

1. Two out of three occupants of subsidized 
housing feel that their current housing is an im
provement over where they used to live. Satis
faction with their most recent housing move is 
higher among occupants of subsidized housing 
than among the Nation as a whole: 65 percent of 
subsidized housing occupants feel that their cur
rent home is better than thei r last one, compared 
with 59 percent of the American public at large. 
Most convinced that their move was a step for
ward are Section 235 homeowners: an over
whelming 80 percent of them feel that their cur
rent home is better than where they lived before. 
(See Section II) 

2. Areas of greatest felt improvement are 
found in the internal conditions of the dwelling 
unit. Majorities of occupants felt that they are 
better off now than in their previous housing in 
these areas: heating, number of electrical out
lets, overall quality of the house or apartment, 
condition of walls, ceilings, floors, number of 
rooms. Problems of overcrowding have been 
somewhat relieved: occupants reported an aver
age of 1.0 persons per room in their previous 
housing, compared with an average of 0.7 per
sons per room now. Similarly, 10 percent of peo
ple in public housing reported that they did not 
have complete kitchen facilities in their previous 
home, while 10 percent lacked hot piped water, 
7 percent a bathtub or shower, and 6 percent a 
flush toilet. 'In terms of general neighborhood 
conditions, however-police protection, transpor
tation, access to jobs, kind of neighbors, shop
ping, and noise-most occupants feel that their 
present homes offer no marked improvement 
over where they lived before. (See Section II) 

3. Occupants of subsidized housing rate 
their apartment building or house less positively 
than the Nation as a whole. The American public 
gave thei r housing an 82-18 percent positive 
evaluation as a place to live, compared with a 
62-38 percent positive rating for all subsidized 
housing. While public housing tenants felt that 
their current housing provides vast improvements 
over where they used to live, their overall rating 
of their housing (58-42 percent positive) falls far
thest below the national norm. (See Section II) 

4. While occupants of Sections 235 mort
gage subsidy and 236 rent subsidy housing are 
more upwardly mobile (with greater numbers of 
the young, the employed, and families with two 
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possible breadwinners), public housing projects 
have a high concentration of the elderly (the 
mean age is 51 years), female heads of house
holds (54 percent of households have female 
heads), the poor (the mean annual income is 
$3,200), the unemployed (29 percent of heads of 
household are unemployed), and minority group 
members (60 percent of all households are 
black). Racial composition varies dramatically by 
program type: 60 percent of public housing oc
cupants are black, compared with 35 percent of 
Section 235 and 27 percent of Section 236 hous
ing. (See Section I) 

5. The survey of the American public 
showed black Americans to be more disen
chanted with their living conditions than any 
other segment of the Nation. (Blacks nationwide 
gave their housing a 56-44 percent positive rat
ing, compared with 82-18 percent for the Ameri
can public.) Section 235 and 236 subsidy pro
grams apparently offer real alternatives to black 
Americans, since black occupants of these pro
grams give their housing higher ratings than do 
blacks across the Nation. Black tenants of public 
housing (rating their housing 57-43 percent posi
tive), however, are no happier with their building 
as a place to live than are blacks nationwide. 
(See Section II) 

6. Maintenance seems to be an overriding 
problem for tenants of 236 projects and public 
housing. While 57 percent of renters gave a pos
itive rating to the job done in maintaining and 
making repairs and improvements in their build
ing, 40 percent rated the maintenance job nega
tively. Maintenance service received higher posi
tive ratings in buildings in the Midwest and the 
South (71 percent and 64 percent, respectively), 
while a 54 percent majority of occupants in the 
East were critical of the maintenance of their 
building. (See Section II) 

Landlords are held partially to blame for 
maintenance problems. While 36 percent of rent
ers feel that their landlord is "very concerned" 
about the quality of housing provided for ten
ants, another 36 percent felt that he was "only 
somewhat concerned" and 21 percent "not con
cerned at aiL" Landlords in the East are under 
sharpest attack: only 24 percent felt that they 
were "very concerned" about the quality of 
housing. (See Section II) 

Apart from landlords, renters hold their 
neighbors to blame for maintenance problems. 
Asked how hard they feel most tenants in their 
building really try to keep the building clean and 

in good condition, only 23 percent of renters 
said "very hard," while 32 percent said "only 
somewhat hard" and 33 percent "not hard at 
all." Tenants of conventional public housing 
were harder on their neighbors than were those 
in leased public housing and 235 rent subsidy 
housing. (See Section II) 

7. Subsidized housing occupants' percep
tions of their neighborhoods compare unfavora
bly with those of the American public at large. 
The American people gave their neighborhood 
an 84-16 percent positive rating. While majorities 
of Sections 235 and 236 occupants evaluate their 
neighborhood in positive terms, public housing 
tenants gave their neighborhood a 55-45 percent 
negative rating. Unlike conventional public hous
ing, however, leased housing received a 57-43 
percent positive neighborhood rating. (See Sec
tion III) 

e. The most serious neighborhood problems 
include lack of · recreation for teenagers (serious 
for 51 percent of subsidized housing occupants), 
crime in the streets (serious for 48 percent), lack 
of recreation for adults (48 percent), noisy peo
ple in the streets (47 percent), lack of parks and 
playgrounds for children (47 percent), not 
enough good stores and shopping areas (46 per
cent) , drug addiction (45 percent), and dirty 
streets and sidewalks (44 percent). In all cases, 
neighborhood problems were considered more 
serious in subsidized housing neighborhoods 
than in neighborhoods nationwide. (See Section 
III) 

Certain neighborhood problems seem to 
have a far more serious effect on public housing 
tenants than on either Section 235 homeowners 
or 236 renters; they include crime in the street, 
noisy people in the street, not enough good 
stores and shopping areas, drug addiction, dirty 
streets and sidewalks, dirty air and pollution, 
cheating and overcharging by stores, and poor 
housing conditions. Crime and drug addiction 
are by far the most serious problems in public 
housing neighborhoods. Until the social prob
lems afflicting public housing neighborhoods are 
dealt with, there can be little hope for substan
tially improved living environments for tenants of 
public housing. (See Section III) 

9. Occupants of subsidized housing look to 
government to play a larger role in tackling 
major neighborhood problems. In the following 
areas, government services received negative 
ratings: recreation for young people, parks and 
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playgrounds, housing inspection and code en
forcement, programs for the elderly, welfare cen
ters, child care centers, city social services, drug 
addict treatment services, and narcotics control. 
(See Section III) 

10. Monthly rents paid by public housing 
occupants are considerably lower than the na
tional norm for apartment renters. The mean 
gross rent paid by public housing tenants is $60 
monthly, compared with $134 nationwide. The av
erage monthly rent paid by Section 236 renters 
is somewhat higher: $122 per month. Payments 
for 235 mortgage subsidy housing average $153 
per month. (See Section IV) 

Subsidized housing occupants are basically 
satisfied with their current expenditures on hous
ing. Nearly three out of four occupants (73 per
cent) feel that their rent or mortgage payments 
are "about right" for what they get, while an
other 6 percent even say that their housing costs 
are too low. Only one in five occupants felt their 
rents or payments are "too high." (See Section 
IV) While tenants of subsized housing feel that 
they get good value for their money now, they are 
reluctant to accept any increase in rent, even if 
it is just to cover increasing maintenance costs. 
By 50-27 percent, they feel that such rent in
creases would be "unfair." (See Section IV) 

11. By 79-13 percent, subsidized housing 
occupants have had satisfactory experiences 
with the subsidized housing program. Satisfac
tion with the program is slightly higher among 
235 homeowners and 235 renters than among 
public housing tenants, although the latter give 
the subsidy program a strong 77-14 percent en
dorsement. Leased public housing again proves 
to be the preferred approach, however; an over
whelming 90 percent of leased hous'ing tenants 
have had satisfactory experiences with the sub
sidy program, compared with 76 percent of con
ventional housing renters. (See Section IV) 

12. On the alternative of housing allow
ances, subsidized housing occupants are at odds 
with government officials and the public at large. 
By 74-25 percent, State and local government 
officials approved direct housing allowances for 
low income families. The American public was 
somewhat more divided on the subject of hous
ing allowances, although they favored such a 
program by 50-35 percent. The likely recipients 
of direct housing payments responded less fa
vorably to this alternative, however; by 50-35 
percent, occupants of subsidized housing would 
prefer the present subsidy program to direct 

housing allowances. Most opposed are the el
derly (by 64-21 percent) and families with one or 
two members (by 65-23 percent). (See Section 
IV) 

13. The greatest turnover in occupancy in 
urban federally subsidized housing can be ex
pected to be found in Section 236 rent subsidy 
housing. Fifty percent of tenants of Section 236 
housing expect to move during the next 2 years, 
compared with only 8 percent of Section 235 
housing tenants and 16 percent of public hous
ing tenants. A majority of Section 236 tenants 
planning to move expect to give up apartment 
living and move into a house: 46 percent into a 
house they will own, 26 percent into a rented 
house. 

Section I: 

Who Lives in Urban Federally 

Subsidized Housing? 


A key criterion for evaluating any Federal 
program is to determine whether or not that pro
gram serves the people for whom it was in
tended. For that reason, this survey of the atti
tudes of urban federally subsidized housing 
occupants will begin with a profile of the occu
pants themselves. Designed to sample a repre
sentative cross-section of heads of households 
and thei r spouses in three types of urban feder
ally subsidized housing (Section 235 mortgage 
subsidy homeowners, Section 236 rent subsidy 
occupants, and low rent public housing tenants), 
this survey reflects the attitudes of the families 
served by three of the principal federally subsi
dized housing programs. 

Sex 

Households headed by females make up a 
high proportion of households in the apartment 
buildings and houses surveyed. Nearly half (49 
percent) are headed by females. Their concen
tration is highest in public housing (54 percent), 
and drops to 35 percent in 235 mortgage subsidy 
homes and to 33 percent in 236 rent subsidy 
apartments. A full 68 percent of households with 
incomes under $3,000 have female heads. 

Total 
Occupants 

0/0 
Male headed households 51 
Female headed households 49 

L.. - ______.•.______ ._. _. _ _ 
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Age 

The average age of heads of household and 
their spouses is 47 years. Public housing proj
ects have a somewhat older population, with 
heads of households and their spouses averag
ing 51 years. The least affluent group has the 
oldest population; the average age among the 
under $3,000 group was 56 years. 

Race 

A majority of the sample (53 percent) are 
black, compared with 38 percent white and 9 
percent Spanish-American. The highest concen
tration of blacks is found in public housing proj
ects (60 percent black), while majorities in 235 
mortgage subsidy homes (57 percent) and 236 
rent subsidy apartments (69 percent) are white. 

Total 
Occupants 

% 
White 38 
BlacklNegro 53 
Oriental * 
Spanish-American 9 
American Indian * 
Other * 
* Less than 0.5 percent. 

The concentration of blacks is higher in 235 
existing housing (43 percent) than in new hous
ing (24 percent), in 236 nonprofit housing (46 
percent) than in 236 limited dividend, and in con
ventional public housing (63 percent) than in 
leased public housing (31 percent). 

Income and Benefits 

The average pretax income earned by fami
lies in federally subsidized housing in 1972 was 
$4,000. In 235 mortgage subsidy homes, annual 
income was $6,700; and in 236 rent subsidy 
households, $5,600. Average income in public 
housing project homes dropped to $3,200. 

Average income in white families was higher 
than black ($4,500 and $3,600, -respectively). Sim
ilarly, occupants of subsidized housing outside 
central cities outearned those in central cities 
($5,000 and $3,800, respectively). The highest 
concentration of poor is found among elderly oc
cupants, who average an annual income of only 
$2,700. 

For many households, income includes ben
efits collected regularly from the government. 

Twenty-nine percent of all urban subsidized 
housing families collect welfare payments (and a 
higher 34 percent of public housing families), 27 
percent collect social security (and 32 percent of 
public housing families), 10 percent collect pen
sions, 5 percent disability insurance, and 1 per
cent unemployment insurance. 

Employment Status 

Unemployment runs high among occupants 
of urban federally subsidized housing. More than 
one out of five heads of household (23 percent) 
are unemployed, while another one out of five (20 
percent) are retired. Unemployment runs even 
higher among public housing tenants (29 per
cent), the under-$3,000 income group (32 per
cent), westerners (29 percent) and the 30-to-49 
year olds (29 percent). One out of two people in 
the 50-and-over age group is retired. 

Total Total 
Nation Occupants 

% % 

Hourly wage worker 28 28 

Salaried 33 13 

Self-employed 12 2 

Retired 18 20 

Unemployed 3 23 

Student 1 1 

Military service 1 2 

Housewife 3 8 

Other 1 3 

Observation: Well represented in public 
housing projects are the least privileged mem
bers of American society-the elderly, minority 
group members, the poor, female heads of 
household, welfare and social security recipients, 
the retired, and the unemployed. 

With the greater numbers of the young, the 
employed, and families with two possible bread
winners, residents of Section 235 and 236 hous
ing are potentially much more upwardly mobile. 
Not surprisingly, public housing projects will 
prove to be the locus of greatest dissatisfaction 
and discontent among occupants of federally 
supported housing programs. 
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Sex of Occupants Age 

Female Mean Number 
of Years 

of 
Wife 

% 
Male Male Total Occupants 47 
(Head Head Head Total 235 Mortgage Subsidy 37 

of of of 235 new 33 
House- House- House 235 existing 39 
hold) hold hold 

Total 236 Rent Subsidy 36 
% % % 236 limited dividend 35 

Total Nation 46 11 43 236 nonprofit 40 
Total Occupants 31 49 20 Total Public Housing 51 

Total 235 Mortgage Conventional public 51 
Subsidy 31 35 34 Leased public 48 
235 new 30 26 44 Length of Time in Public Housing 
235 existing 33 40 27 Less than 3 years 45 

Total 236 Rent Subsidy 38 33 29 Th ree years or more 54 
236 limited dividend 38 29 33 Under $3,000 56 
236 nonprofit 35 45 20 $3,000 to $5,999 43 

Total Public Housing 30 54 16 $6,000 and over 34 
Conventional public 30 54 16 $4,000 to $6,999 
Leased public 25 58 17 235 38 

Length of Time in 236 32 
Public housing 43 

Less than 3 years 27 62 11 White 48 
Three years or more 31 50 19 Black 48 

Under $3,000 22 68 10 Black 
$3,000 to $5,999 36 42 22 235 40 
$6,000 and over 46 16 38 236 33 

Public housing 50 

Public Housing 

White 34 41 25 
Black 27 58 15 1-2 family members 64 
1-2 family members 34 57 9 3-4 family members 36 

5 or more family members 373-4 family members 29 48 23 
5 or more family members 30 38 32 Inside central cities 47 
Inside central cities 29 52 19 Outside central cities 46 
Outside central cities 39 34 27 East 48 

Midwest 46East 36 49 15 
South 50Midwest 29 52 19 

South 28 48 24 West 41 
West 30 44 26 
Under 30 years 25 40 35 
30 to 49 years 24 51 25 
50 years and over 41 52 7 

Ethnic Group or Racial Background 

Black/ Spanish American 
White Negro Oriental American Indian Other 

% % % % % % 
Total Occupants 38 53 9 

Total 235 Mortgage Subsidy 57 35 8 
235 new 69 24 6 
235 existing 46 43 10 

Total 236 Rent Subsidy 69 27 3 
236 limited dividend 76 20 3 
236 nonprofit 47 46 4 

Total PlJblic Housing 30 60 10 
Conventional public 27 63 10 
Leased public 60 31 8 

Length of Time in 
Public Housing 

Less than 3 years 36 51 13 
Three years or more 27 65 8 

• Less than 0.5 percent. 
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Benefits Currently Collected by Head of Household 

So-
Un cial Dis-

employ- Secu- Wel abil 
ment rlty fare ity 
Insur- Pay- Pay- Insur- Not 
ance ments ments ance None Sure 

% % % % % % 
27 29 5 39 

9 15 3 71 3 

2 16 13 4 66 

32 34 6 28 

41 38 6 13 
22 30 5 47 1 

5 3 3 86 2 

33 21 6 41 
25 35 4 35 

1 53 22 4 19 1 
2 13 30 6 52 1 

9 36 7 51 2 

1 25 31 5 37 1 
1 37 18 6 44 1 

1 27 33 4 33 1 
2 24 23 3 38 1 

33 25 4 44 1 
16 38 18 39 2 

2 2 31 4 61 1 
1 10 36 3 50 2 

59 21 9 13 

Mean Income 

$ 
235 5,500 
236 5,800 
Public housing 3,200 

1-2 family members 2,600 
3-4 family members 4,800 
5 or more family members 5,000 
Inside central cities 3,800 
Outside central cities 5,000 
East 4,300 
Midwest 4,500 
South 3,200 
West 4,500 
Under 30 years 5,000 
30 to 49 years 4,800 
50 years andover 2,700 

Total Occupants 

Total 235 Mortgage Subsidy 


Total 236 Rent Subsidy 


Total Public Housing 

Under $3,000 

$3,000 to $5,999 
$6,000 and over 


White 

Black 

1-2 family members 

3-4 family members 

5 or more family members 

Inside central cities 
Outside central cities 


East 

Midwest 

South 

West 


Under 30 years 

30 to 49 years 

50 years and over 


• Less than 0.5 percent. 

Pretax Household Income for 1972 

Total Occupants 
Total 235 Mortgage Subsidy 

235 new 
235 existing 

Total 236 Rent Subsidy 
236 limited dividend 
236 nonprofit 

Total Public Housing 
Conventional public 
Leased public 

Length of Time in Public Housing 
Less than 3 years 
Three years or more 

White 
Black 

Mean Income 
$ 

4,000 
6,700 
7,100 
6,400 
5,600 
5,800 
4,900 
3,200 
3,200 
3,400 

3,000 
3,300 
4,500 
3,600 

Pen
sion 

Bene
fits 

% 
10 
4 
7 

12 

15 . 

8 

2 


10 
11 
20 
4 
3 

11 
8 

10 
16 

9 
5 
1 
4 

22 
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Employment Status 

Hourly 
Wage Sal-

Worker aried 
% % 

Total Nation 28 33 
Total Occupants 28 13 

Total 235 Mortgage Subsidy 54 27 
235 new 58 27 
235 eXisting 49 27 

Total 236 Rent Subsidy 39 21 
236 limited dividends 41 23 
236 nonprofit 31 18 

Total Public Housing 22 9 
Conventional public 22 9 
Leased public 22 6 

Length of Time in Public Housing 
Less than 3 years 20 2 
Three years or more 24 12 

Under $3,000 11 7 
$3,000 to $5,999 34 13 
$6,000 and over 62 26 

White 25 15 
Black 28 13 
1-2 family members 14 9 
3-4 family members 33 17 
5 or more family members 41 14 
Inside central cities 29 12 
Outside central cities 29 17 
East 29 12 
Midwest 31 10 
South 28 17 
West 29 10 
Under 30 years 41 18 
30 to 49 years 40 14 
50 years and over 11 8 

• Less than 0.5 percent. 

Section II: Urban Subsidized Housing 
Occupants' Experience and Attitudes 
Toward Their Housing 

Occupants of Section 235 mortgage subsidy 
and 236 rents subsidy housing are relative new
comers to federally subsidized housing. Mort
gage subs·idy homeowners have lived in their 
homes for an average of 2.5 years, while rent 
subsidy tenants have been in their present 
homes for an average of 1.4 years. (Section 235 
and 236 housing were authorized in 1968.) Public 
housing tenants have been in their apartments 
somewhat longer: conventional public housing 
tenants average 5.5 years in their current apart
ments, while leased public housing tenants aver
age only 2.8 years. 

Mili
Self-em- Unem- tary House
ployed Retired ployed Student Service wife Other 

% % % % % % % 
12 18 3 3 1 

2 20 23 2 8 3 

2 4 7 2 2 
2 2 4 3 3 
2 6 9 2 2 2 

2 14 9 5 6 3 1 
2 12 8 5 6 2 1 
2 18 12 4 6 6 3 

2 25 29 9 3 
2 24 30 9 3 
3 30 22 5 8 3 

3 25 32 3 9 5 
2 24 26 1 9 2 

2 31 32 1 1 13 2 
2 17 22 1 3 5 3 
3 2 4 1 2 

3 24 15 2 4 10 2 
2 19 29 1 5 3 

3 45 14 1 1 10 3 
1 5 30 2 2 7 3 
3 4 27 3 6 2 

2 20 24 1 8 3 
3 23 16 6 5 

20 25 1 13 
1 27 13 1 1 8 8 
5 20 24 1 1 4 
1 11 29 4 6 4 6 

1 24 3 4 5 4 
3 3 29 1 1 8 1 
2 50 16 1 9 3 

For most occupants, moving into their new 
homes meant a change in their kind of resi
dence. Most 235 homeowners are first-time home
owners; only 12 percent of them had lived pre
viously in a house owned by themselves or their 
family, while 45 percent had lived in a rented 
house, 32 percent in a rented apartment, and 5 
percent in a public housing project. (Only 22 
percent of 235 homeowners had ever owned a 
house before this.) While 42 percent of 236 rent 
subsidy tenants moved there from a rented 
apartment, 19 percent had lived in a rented 
house, 27 percent in a house owned by them
selves or a member of the family, and 4 percent 
in public housing. Only 11 percent of public 
housing tenants moved there directly from an
other public housing project, while 51 percent 
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moved from a rented apartment, 21 percent from 
a rented house, and 12 percent from a house 
owned by themselves or a member of the family. 
(Twenty percent of occupants of public housing 
said they had lived in public housing before. 
Most of these, however, lived there during their 
adult lives sometime after they turned 18 years 
old.) 

Observation: The high proportion of first
time homeowners among beneficiaries of Section 
235 housing suggests that some counseling on 
how to oe a homeowner might be appropriate. 

Kind of Place Lived in Before Moving Here 
(Base: Been living in building / house 10 years or less) 

Total 
235 Total 

Total Mort 236 Total 
Occu gage Rent Public 
pants Subsidy Subsidy Housing 

% % % % 
Rented apartment 48 32 42 51 
Cooperative 

apartment 
Public housing 

project 9 5 4 11 
Rented house 24 45 19 21 
House that I or 

spouse owned 5 7 11 4 
House owned by 

family 9 5 16 8 
Other 5 6 7 5 
Not sure 1 

• Less than .5 percent. 

How First Learned About Subsidized 
Housing 

A number of sources were responsible for 
informing present occupants that their apartment 
or house was available. Sources of information 
vary substantially by type of housing: 

• Real estate agents, newspaper and radio 
advertising, friends and neighbors played impor
tant roles in publicizing the 235 mortgage sub
sidy program. Real estate agents were by far the 
most important source of information about 235 
existing houses, while newspaper and radio ad
vertising played a more important role in publi 
cizing 235 new houses. 

• Occupants of 236 rent subsidy housing 
learned that the program was available f.rom 
friends and neighbors, by riding or passing by 
the building or a sign, from newspaper and radio 
advertising, or from relatives who lived there. 

• The housing authority played the major 
role in informing tenants about public housing, 
followed by social services, welfare and family 
relocation services, and friends and neighbors. 
More than half of all tenants of leased public 
housing learned that their apartment was avail
able through the housing authority. 

How Housing Conditions Now Compare with 
Where They Used to Live 

By ctnd large, occupants of subsidized hous
ing feel that their move to their current home 
was for the better considering the amount of 
money they pay. For every person who feels that 
his current apartment or house is worse than his 
previous place, there are five who feel that their 
present home is better than where they were liv
ing before. In fact, satisfaction with their most 
recent housing move is higher among occupants 
of subsidized housing than among the nation as 
a whole: 65 percent of subsidized housing occu
pants who moved there in the past 10 years feel • 
that their current home is better than where they 
used to live, compared with 59 percent of the 
American public who feel that way. 

How Current Apartment/House Compares 
with Where You Were Living Before, 
Considering the Value You Get for Your 
Money 
(Base: Been living in building / house 10 years or less) 

Total 
Occupants 

of Subsidized Total 
Housing Nation 

% % 

Better than previous place 65 59 

About the same 20 26 

Worse than previous place 12 10 

Not sure 3 5 


Most convinced that their move was a step 
forward and not backward are Section 235 
homeowners: an overwhelming 80 percent of 
them feel that their current house is better for 
the money than where they lived before. Sixty
four percent of 236 occupants and 62 percent of 
public housing tenants feel that their present 
housing surpasses where they used to live. A 
higher 71 percent of those who moved into pub
lichousing in the 'Past 3 years feel ·that their 
move was for the better, compared with only 57 
percent of those that have lived in public hous
ing 3 years or more. 

---. .-.-.--....---.~-.~-~.. 
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Observation: The findings suggest that those 
who have lived in public housing longer may be 
more likely than newcomers to have forgotten 
the negative aspects of their former housing and 
to focus on the problems of their current hous
ing. Yet, even among this group, a majority feel 
that their present housing is better than where 
they used to live. 

On 12 out of 20 housing items, occupants of 
federally subsidized housing felt that they are 
better off now than they were where they were 
living before moving here. Majorities felt that they 
are better off now in the following eight areas: 
heating, number of electrical outlets, overall 
quality of the house/ apartment, condition of 
walls and ceilings, condition of floors, number of 
rooms, kitchen counter and storage space, and 
number of bedrooms. Pluralities felt that they are 
better off now in these areas: their view, privacy, 
availability of washer and dryer, and rodent in
festation. 

~n seven areas related to housing, majorities 
or pluralities of subsidized housing occupants 
feel that things are about the same now as they 
were in their previous home: police protec
tion, transportation in general, air conditioning, 
access to jobs, kind of neighbors, commuting to 
work and shopping. In only one area do a plural
ity of occupants (35 percent) feel that they are 
worse off now than they used to be: lack of 
noise. 

Observation: Areas of greatest improvement 
can be found in the internal conditions of the 
dwelling unit-heating, electrical outlets, condi
tion of walls, ceilings and floors, number of 
rooms, kitchen counters and storage space, and 
overall quality of the dwelling unit itself. (The 
conduct of interviews in early summer may ex
plain the less positive evaluation of air condition
ing.) 

When it comes to general neighborhood 
conditions, however-police protection, transpor
tation, access to jobs, kind of neighbors, com
muting to work, shopping, and noise-occupants 
are noticeably less satisfied. Since a person's 
satisfaction with his home is intimately connected 
with the larger environment in which he is living, 
neighborhood problems can easily impinge on 
the daily living in a particular kind of housing. 
For this reason, attitudes toward the neighbor
hood will be examined at length in Section III of 
this report. 

A basic measure was made of the kind of 
conditions subsidized housing residents lived in 
before they moved into their current homes. On 

the whole, they enjoyed the basic facilities of liv
ing: Complete kitchen facilities, hot and cold 
running water, flush toilets, and a bathtub or 
shower. Tenants of public housing apparently 
moved from somewhat more primitive conditions 
than did Section 236 and 235 occupants: 10 per
cent of public housing tenants were without 
complete kitchen facilities, 10 percent without 
hot and cold piped water, 6 percent without flush 
toilets and 7 percent without a bathtub or 
shower. 

Occupants of federally subsidized housing 
evidently enjoy less crowded conditions in their 
current housing than they did where they lived 
previously. A calculation of the number of per
sons per room in both their current and previous 
housing shows an improvement in this area. The 
mean number of persons per room where they 
used to I ive was 1.0 compared with .7 where 
they are living now. This represents a decrease 
of .3 persons per room. (The under-$3,000 in
come group gained the most space in their 
move, a decrease of .4 persons per room.) 

That people feel they have made less prog
ress in available transportation, access to jobs 
and commuting to work than they do in the inter
nal conditions of their new homes is not surpris
ing in light of further findings: on the whole, 
people have to travel longer to get to their jobs 
from their subsidized housing than they did from 
where they used to live. Before they moved, 
those surveyed averaged a 26-minute trip to 
work; now they average a 29-minute trip. Their 
commute has increased by an average of 3 min
utes. 

Certain groups have been inconvenienced 
more than others in their commute to work. Ten
ants of conventional public housing have added 
6 minutes to their commute, while 236 rent sub
sidy tenants have saved a minute and 235 home
owners have experienced no substantial change 
in travel time. (Owners of new 235 homes have 
added 2 minutes, while owners of existing homes 
have lost a minute.) 

In addition to adding minutes to their com
mute, some occupants of subsidized housing 
have had to change thei r means of transporta
tion in arriving at their job. The percentage of 
people who now walk to work has decreased, 
while the number who travel to work by car has 
increased. Only among public housing tenants 
has the percentage who travel to work by mass 
transit increased. 

Observation: Federally subsidized housing 
has unquestionably improved the internal hous
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ing conditions of those who have benefited from 
the programs. Subjectively speaking, occupants 
feel that they are better off now in a number of 
different areas. Objectively speaking, a calcula
tion of number of persons per room substanti
ates their claim that they have more rooms now 
than they did where they used to live. 

While occupants feel they've "come a long 
way" as far as internal housing conditions are 
concerned, they raise some serious questions 
about the location of subsidized housing. Many 
have exchanged a shorter commute to work for 
a neighborhood similar to the one they had left. 
Attitudes toward the neighborhood will be exam
ined in Section 11'1 of this report. 

Rating of Apartment or House as a Place to 
Live 

While most subsidized housing tenants 
agree that they are 'better off now than they used 
to be, some (and especially public housing ten
ants) notice a gradual decline of their own apart
ment building or house. 

On the whole, residents of 236 rent subsidy 
housing feel that their housing has "stayed 
about the same" since they have lived there: 65 
percent felt there had been no change, while 19 
percent said it had "gotten worse" and 14 per
cent said it had "improved." Although still the 
perceptions of a minority, the decline is consid
ered worse in 236 nonprofit housing than in 236 
limited dividend. 

A majority of tenants of leased public hous
ing feel that their building has "stayed about the 
same": 60 percent of them see no change in the 
building. Moreover, for every tenant who feels 
that the housing has "gotten worse" (19 per
cent), another feels that it has "improved" (19 
percent). 

Conventional public housing projects are 
felt to have experienced more serious decline. 
While 48 percent of their tenants felt that the 
building has "stayed the same" and 19 percent 
felt it had "improved," 31 percent of tenants of 
conventional public housing felt that their build
ing has "gotten worse" since they have lived 
there. An even higher 35 percent of those who 
have lived in public housing 3 years or more felt 
the building has "gotten worse." 

Compared with other geographical regions, 
236 and public housing are felt to have gone 
downhill most in the East. In fact, a 44 percent 
plurality of tenants in the East felt that their 
building has "gotten worse," compared with mi
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norities of tenants in the Midwest (31 percent), 
the South (13 percent), and the West (13 percent). 

Observation: Feelings about decline of the 
building reflect in part the age of various subsi
dized housing programs. As earlier findings 
showed, tenants of conventional public housing 
have been there an average of 5.5 years, com
pared with much shorter occupancies of leased 
public housing and 236 housing. Conventional 
public housing buildings have had more time to 
decline. 

A slower deterioration of leased public 
housing than conventional may also be attributed 
to the nature of the program, however. A better 
"mix" of tenants in buildings with leased public 
housing and the private ownership of the build
ing may well retard the decline of housing condi
tions. 

Greater felt decline in the East can be 
explained in part by the distribution of conven
tional public housing nationwide. Forty-three per
cent of all conventional housing tenants are 
located in the East, while 18 percent are in the 
Midwest, 34 percent in the South and 5 percent 
in the West. 

All in all, however, conventional public 
housing still seems to have been kept up most 
poorly. While nearly ·half of its tenants see no 
change, a substantial minority (and particularly 
those wl)o have been there the longest) feel that 
their buildings have gone downhill. If past invest
ments in conventional public housing are to be 
protected, these buildings should get some at
tention now. 

Occupants of 236 and public housing ex
plained why they felt their buildings had im
proved or · gotten worse. Residents of 236 
housing who felt their building had improved 
mentioned better maintenance, kept cleaner (24 
percent), improved grounds, surroundings (12 
percent), and painted, made improvements my
self (4 percent). Public housing tenants who felt 
their building had improved referred to better 
maintenance, kept cleaner (20 percent), remodel
ing of kitchen, bathroom, cabinets, doors, etc. 
(17 percent), and walls, roof fixed, painted (6 
percent). 

Occupants of 236 rent subsidy housing who 
felt their building had gotten worse mentioned 
slower, less maintenance service (19 percent), 
more rundown, deteriorated (14 percent), chil
dren behave badly (14 percent) and people are 
dirty, destructive (8 percent). Public housing ten
ants who reported decline in their building re
ferred to the fact that the building was more run



down, deteriorated (14 percent), slower, less 
maintenance service (13 percent), people aren't 
nice, don't get along (13 percent), premises dirty 
(11 percent), children behave badly (9 percent), 
and people are dirty, destructive (9 percent). 

Problems of maintenance and of bad neigh
bors came up again when the tenants of 236 rent 
subsidy and public housing were asked to volun
teer the two or three biggest problems or com
plaints they have about living in their apartment 
building or house. Section 236 tenants com
plained of inside maintenance problems; they 
don't make the repairs they're supposed to (25 
percent), noisy neighbors; don't like neighbors 
(16 percent), noisy children (12 percent), no 
place, playground for children to play (11 per
cent), and no privacy (7 percent). Twenty-three 
percent were unable to come up with any prob
lems or complaints. 

The biggest complaints or problems volun
teered by public housing occupants were inside 
maintenance problems (29 percent), noisy neigh
bors (13 percent), noisy children (12 percent), un
kempt grounds; don't maintain the yard (9 per
cent), and stealing, breaking into apartments (8 
percent). Twenty-five percent said they had no 
complaints at all. 

The complaints of 235 homeowners are very 
different from those of renters. They referred pri
marily to bad construction, house poorly built (21 
percent), plumbing problems; leaks, broken 
pipes (13 percent), repairs not made (12 per
cent), need more, bigger rooms, house (12 per
cent), and hole in ceiling, roof; leaks (8 percent). 
Thirty-one percent had no complaints. 

Observation: Maintenance seems to be the 
overriding problem bothering tenants of 236 and 
public housing. No playgrounds -for children is a 
complain of 236 residents but not of public 
housing tenants; design of public housing proj
ects apparently included adequate playground 
facilities. 

Next to maintenance problems, the biggest 
complaints have to do with troublesome neigh
bors. Substantial numbers of tenants in both 
types of subsidized rental units complained of 
noisy neighbors, noisy children , no privacy, de
structive neighbors, etc. Here is further proof of 
the cost of concentrating large numbers of the 
least privileged groups together. 

Bad construction is a serious problem for 
Section 235 howeowners, and particularly for 
owners of new 235 houses. (Twenty-nine percent 
of owners of new houses felt the houses were 
poorly built, compared with a smaller 16 percent 

of owners of existing houses.) Additional com
plaints of plumbing problems, need for repairs, 
leaks, rundown condition of house, etc., may be 
evidence that better construction can prove 
cheaper in the long run . . 

While majorities of renters (57 percent) give 
a positive rating (20 percent "excellent," 37 per
cent "pretty good") to the job done in maintain
ing and making repairs and improvements in 
their building or house, two out of five give a 
negative rating (18 percent "only fair" and 22 
percent "poor" ). While maintenance in buildings 
in the Midwest and the South received higher 
positive ratings (71 percent and 64 percent, re
spectively), a majority of occupants in the East 
(54 percent) were critical of the maintenance of 
their building. 

The landlord is held partially to blame for 
any maintenance problem. While 36 percent of 
renters felt that their landlord is "very con
cerned" about the quality of housing provided 
for tenants, another 36 percent felt he was "only 
somewhat concerned," and 21 percent said "not 
concerned at all." Landlords of 236 rent subsidy 
buildings finished with higher scores here (43 
percent "very concerned") than did landlords of 
low rent public housing (35 percent "very con
cerned"). Landlords in the East are under sharp
est attack: only 24 percent felt that they were 
"very concerned," while 34 percent felt they 
were "not concerned at all." 

Apart from the landlord, however, renters 
hold the tenants themselves to blame for mainte
nance problems. When asked how hard they feel 
most tenants in this building really try to keep 
the building clean and in good condition, only 23 
percent said "very hard," while 32 percent said 
"only somewhat hard" and 33 percent said "not 
hard at all." (Another 7 percent felt "it de
pends," while 5 percent were "not sure.") Again, 
tenants received the lowest ratings on their ef
forts to keep the building clean and in good con
dition in the East (47 percent said "not hard at 
all"), where the rating for general maintenance 
job was most negative. In addition, tenants of 
conventional public housing were harder on their 
neighbors than were those in leased public 
housing ana 236 rent subsidy housing. 

All in all, occupants of all three types of 
subsidized housing rate their apartment building 
or house less positively than the Nation as a 
whole. The American public gave their housing 
an 82-18 percent positive evaluation as a place 
to live, compared with a 62-38 percent positive 
rating for all subsidized housing. Receiving the 
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lowest ratings were low rent public housing 
(58-42 percent positive). Compared with conven
tional public housing (58-42 percent positive), 
leased public housing emerged somewhat more 
favorably (with a 66-34 percent positive rating). 

That evaluations of housing reflect the real 
condition of the building and its surroundings 
and not a more general standard of living was 
substantiated by further findings. A control group 
of occupants of all types of subsidized housing 
with similar incomes ($4,000 to $6,999) was bro
ken out of the total and looked at by type of 
housing. Section 235 homeowners in this income 
range gave their housing a 78-22 percent posi
tive rating and 236 tenants in this income cate
gory gave their housing a comparable 73-26 per
cent positive rating. Tenants of low rent public 
housing in this same income range gave their 
housing a much lower 53-47 percent positive 
rating. 

The Harris survey of the American public 
showed black Americans to be more disen
chanted with their living conditions than any 
other segment of the population. Compared with 
an 82-18 percent positive rating from the entire 
population, blacks gave their housing a 56-44 
percent rating nationwide. To what extent, one 
might ask, does public housing alleviate the 
housing dissatisfaction experienced by black 
Americans? The following table answers this 
question: 

Blacks 
Subsi
dized 235 

HOlJsing Mort- 236 
Total Occu- gage Rent Public 

Nation pants Subsidy Subsidy Housing 
% % % % % 

Excellent 15 15 20 18 14 
Pretty good 41 44 48 51 43 
Only fair 33 31 22 27 32 
Poor 11 10 10 3 11 
Not sure 1 
Positive 56 59 68 69 57 
Negative 44 41 32 30 43 

Observation: While tenants of low rent pub
lic housing felt that their homes now provide 
vast internal improvements over where they used 
to live, their overall rating of their housing falls 
far below the national norm. In the case of black 
Americans, for example, where dissatisfaction 
with housing conditions proved to be greatest, 
Section 235 and 236 subsidy programs appar
ently offer a real alternative to thei r previous 
housing. Black tenants of public housing, how
ever, are no happier with their building as a 

Rating of Apartment Building/House as a 
Place to Live 

Total Total 
235 236 

Total Mort- Rent Total 
Total Occu gage Sub- Public 

Nation pants Subsidy sidy Housing 
% % % % % 

Excellent 43 19 28 22 16 
Pretty good 39 43 47 50 42 
Only fair 15 27 20 23 29 
Poor 3 11 5 5 13 
Not sure 
Positive 82 62 75 72 58 
Negative 18 38 25 28 42 

• Less than .5 percent. 

place to live than are black Americans as a 
group. 

Public housing has apparently failed in its 
attempt to provide tenants with a whole new, 
more acceptable living environment. As later find
ings will show, this living environment extends 
beyond the four walls of the dwelling unit and 
into the surrounding neighborhood. Any planning 
for housing which fails to consider this larger 
neighborhood environment is overlooking an es
sential and even critical dimension. 

Future Housing Plans and Aspirations 
Few 235 homeowners have plans to move 

elsewhere in the near future. In fact, while 8 per
cent expect to live in their home for only 2 years 
or less, 11 percent plan to stay ten years or 
more and 46 percent expect to stay "the rest of 
my life." One out of four (27 percent) were not 
yet sure of their plans. 

Those who expect to move during the next 2 
years were asked what they expect their next 
home to be. Of the 8 percent of 235 homeowners 
who expect to move, none plans on apartment 
living; instead, the majority expect to own 
another house. 

The greatest turnover in occupants can be 
expected to be found in Section 236 rent subsidy 
housing. Fifty percent of tenants of this housing 
expect to move during the next 2 years (26 per
cent in less than 1 year, 24 percent in 1 to 2 
years). The majority of those planning to move 
expect to give up apartment living and move into 
a house: 46 percent into a house they will own, 
26 percent into a rented house. 

Tenants of public housing are .much more 
uncertain about their housing plans. A substan
tial 46 percent of public housing occupants were 
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"not sure" how much longer they expected to 
live in this building. Only 16 percent expect to 
move in the next couple of years, while 30 per
cent plan to live out their lives there. Among the 
16 percent who plan to move in the immediate 
future, most hope to move to houses: 39 percent 
to a house that they will own, and 23 percent to 
a rented house. 

The desire to live in a house, rather than an 
apartment, is great among occupants' of federally 
subsidized housing, almost as great as among 
the Nation as a whole. All other things being 
equal, the American public would opt for a 
house over an apartment by 90-8 percent. Cur

. rent 235 mortgage subsidy homewoners have 
even stronger attachments to house living: by 
98-1 percent, they would prefer living in a house 
to an apartment. Section 236 rent subsidy rent
ers also have definite preferences for living in a 
house: by 77-21 percent, they would choose a 
house over an apartment. By 64-33 percent, pub
lic housing tenants share the same preference. 

Whether Would Rather Live in a House or an 
Apartment, All Other Things Being Equal 

Not 
House Apartment Sure 

% % % 
Total Nation 90 8 2 

Total Occupants of 
Subsidized Housing 69 28 3 

235 mortgage subsidy 98 1 1 
236 rent subsidy 77 21 2 
Public housing 64 33 3 

The reasons for preferring a house over an 
apartment are highlighted when those who ex
pect to move in the next 2 years explained 
"what they were hoping to find when they move 
that they don't have now": 

• Section 235 homeowners are looking for
ward to more room, a larger house (35 percent), 
a yard, garden, trees, land, country living (22 
percent), lower payments (21 percent), and a 
better, quieter neighborhood, place to live (17 
percent). 

• Section 236 rent subsidy occupants are 
hoping to find privacy (37 percent), yard, garden, 
trees, land, country living (36 percent), more 
room, living space (25 percent), own their own 
house (23 percent), and a better, quieter neigh
borhood, place to live (20 percent). 

Public housing tenants look forward to a 
better, quieter neighborhood, place to live (35 

percent), yard, garden, trees, land, country living 
(25 percent), a better place for children to play 
(20 percent), privacy (15 percent), and own their 
own house (13 percent). 

Their main reasons for planning to move re
peat some of these same themes. Section 235 
homeowners volunteered that the house needs 
repairs, that the payments are high, that they 
need more room, and that they want a cleaner, 
better neighborhood. 

Recipients of rent subsidies explained that 
they want their own home, private house, that 
they have had a change in their circumstance 
(graduated, new job, school), that they want a 
yard for the children to play, that they have no 
privacy here, and that they need more room, 
space. 

More than any other reason, public housing 
tenants explain that they want a cleaner, better 
neighborhood. In addition, they said that they 
want a yard, a place for the children to play, that 
they want their own home, private house, that 
they need more room, space, and that they want 
to move away from crime. 

Observation: Section 235 homeowners are 
the most settled in their housing of all the bene
ficiaries of federally subsidized housing. Having 
fulfilled their desires to live in a house rather 
than an apartment, majorities expect to stay 
where they are for a long time. Those who do 
plan to move are looking for more room, country 
living, a nicer neighborhood, even lower mort
gage payments, and a better constructed house 
with fewer repair needs. With this group repre
senting only a small minority of 235 homeown
ers, however, the mortgage subsidy program can 
be considered a success in satisfying its occu
pants. 

Half of all 236 rent subsidy recipients plan 
to move in the next couple of years. Most of 
these people aspire to house living and yearn for 
more privacy, a yard, garden, trees and country 
living, more room, a nicer neighborhood, and pri
vate home ownership. This is clearly a very up
wardly mobile group, with changing circum
stances in their personal lives and hopes for 
more middle class living standards. On the 
whole, it appears that 236 housing channels peo
ple from apartment living to private houses. 

Tenants of public housing are in a much 
less enviable position. Despite their lower levels 
of satisfaction with their housing, they are less 
hopeful of moving elsewhere. (Only 16 percent 
have definite plans to move, while 46 percent are 
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How Long Have Been Living in This Apartment Building/House 

Total Total 236 
Total 235 236 Limited 236 Total Conven-
Occu- Mortgage 235 235 Rent Divi- Non- Public tional Leased 
pants 

% 
Subsidy 

% 
New 
% 

Existing 
% 

Subsidy
.% 

dend 
% 

Profit 
% 

Housing 
% 

Public 
% 

Public 
% 

Less than 1 year 19 11 9 13 39 41 33 17 16 33 
1 to 2 years 24 37 54 26 49 47 56 17 16 27 
3 to 4 years 25 49 36 55 11 11 11 23 23 19 
5 to 6 years 9 2 1 3 1 1 12 12 13 
7 to 8 years 8 1 11 11 4 
9 to 10 years 6 1 8 9 1 
More than 1 0 year~ 9 12 13 3 
All my life 
Mean number of 

years 4.4 2.5 2.2 2.7 1.4 1.4 1.4 5.3 5.5 2.8 

• Less than .5 percent. 

Housing History Before Moving Here 	 Whether Ever Lived in a Public Housing 
Project Up Until the Time You Were 18 

Total 	 (Base : Lived in public housing project before) 
235 Total 

Mort- 236 Total 
Total gage Rent Total 235 Total 
Occu- Sub- Sub- Public Total Mort- 236 Total 
pants sidy sidy Housing Occu- gage Rent Public 

% % % % pants Subsidy Subsidy Housing 
Whether Ever Owned % % % % 
Own House (Before) Lived in public

Owned house 16 22 25 13 housing up until 
Did not own house 84 78 75 87 time was 18 15 15 24 14 
Not sure Did not live in 

Whether Ever Lived in public housing up 
a Co-op 	 until time was 18 83 85 76 84 

Lived in co-op 3 4 2 3 Not sure 2 	 2 
Did not live in co-op 90 92 94 89 
Not sure 7 4 4 8 

Whether Ever Lived in 
Public Housing (Before) 

Lived in public 
housing 19 20 13 20 

Did not live in public 
housing 81 78 87 80 

Not sure 2 

• Less than .5 percent. 

uncertain and 30 percent expect to stay perma
nently where they are.) While majorities of these 
tenants aspire to house living, few have any 
hopes of attaining this status. Those who have 
plans to leave are fleeing in search of a better 
neighborhood. All in al!. tenants of public hous
ing are the most aliena(ed in terms of their living 
environment and the least optimistic about 
changing it. 
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How First Learned This Apartment Building/House Was Available 

Total Total 
235 236 236 Total Con-

Total Mort- 235 Rent Limited 236 Public ven
Occu- gage 235 Exist- Sub- Divi- Non- Hous- tional Leased 
pants Subsidy New ing sidy dend profit ing Public Public 

% % % % % % % % % % 
Through the housing authority 20 4 7 3 3 2 4 26 24 53 
Through a friend, neighbor 16 16 18 15 22 21 24 15 15 11 
Social service, welfare, family 

relocation 12 2 2 5 16 16 9 
Riding, passing by; saw sign, 

building 10 13 14 12 21 23 16 7 7 7 
Through family, relatives 7 6 9 4 9 9 8 6 7 4 
Family, relatives lived here 7 1 2 12 11 13 7 7 5 
In the newspaper, radio ; 

advertising 7 18 21 17 16 16 17 3 3 3 
Through a real estate agent 5 30 15 40 3 4 2 1 1 1 
Came to the office here 5 1 3 1 2 2 3 6 6 
General knowledge ; knew it 

existed 4 1 4 4 3 5 5 2 
Word of mouth 3 2 2 2 5 5 3 3 3 4 
Through my landlord 1 1 1 3 1 
Through a builder, constructor 1 4 7 2 1 1 
Where I/spouse work 1 2 1 
All other answers 3 3 5 2 2 3 2 3 3 
Don't know 3 1 1 2 1 1 1 4 4 

* Less than 0.5 percent. 

How Current Apartment/House Compares with Where You Were Living Before, Considering 
the Value You Get for Your Money 
(Base : Been living in building/house 10 years or less) 

Better Than About the Worse Than 
Previous Place Same Previous Place Not Sure 

% % % % 

Total Occupants 65 20 12 3 

Total 235 Mortgage Subsidy 80 12 6 2 
235 new 83 12 3 2 
235 existing 79 11 8 2 

Total 236 Rent Subsidy 64 20 14 2 
236 limited dividend 63 21 14 2 
236 nonprofit 66 18 14 2 

Total Public Housing 62 22 13 3 
Conventional public 63 22 12 3 
Leased public 61 19 17 3 

Length of Time in Public Housing 
Less than 3 years 71 13 13 3 
Th ree years or more 57 28 12 3 

Under $3,000 68 21 10 1 
$3,000 to $5,999 62 22 12 4 
$6,000 and over 67 17 10 6 

$4,000 to $6,999 
235 81 12 5 2 
236 67 18 13 2 
Public housing 55 26 12 7 

White 69 19 11 1 
Black 62 21 13 4 

(Continued on p. 1402.) 
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...... (Continued from p. 1401.)

.j>. Black 
I\) 235 78 12 9 1 

236 64 23 12 1 
Public housing 59 22 14 5 

1-2 family members 65 22 11 2 
3-4 family members 64 17 14 5 
5 or more family members 66 22 11 1 

Inside central cities 63 23 12 2 
Outside central cities 79 8 10 3 

East 58 25 14 3 
Midwest 67 14 13 6 
South 69 20 10 1 
West 72 20 7 1 

Under 30 years 61 21 14 4 
30 to 49 years 67 19 11 3 
50 years and over 68 21 10 1 

Housing Conditions Now Compared with Previous Housing 
(Base: Been living in building/house 10 years or less) 

Total 235 
Total Occupants 

About 
Mortgage Subsidy 

About 
Total 236 Rent Subsidy 

About 
Total Public Housing 

About 
Better Worse the Not Better Worse the Not Better Worse the Not Better Worse the Not 
Now Now Same Sure Now Now Same Sure Now Now Same Sure Now Now Same Sure 

% % % % % % % % % % % % % % % % 
Majority/Plurality Belter Now 

Heating 
Number of electrical outlets 

65 
64 

9 
7 

25 
28 

1 
1 

65 
76 

10 
7 

25 
16 

56 
61 

8 
3 

34 
35 

2 
1 

66 
63 

9 
7 

24 
29 

Overall quality of the house/apartment 
Condition of walls and ceilings 
Condition of floors 

64 
63 
63 

14 
15 
12 

21 
21 
24 

1 
1 
1 

77 
71 
71 

10 
12 
11 

12 
17 
18 

59 
51 
55 

17 
15 
14 

24 
34 
31 

63 
64 
63 

14 
15 
12 

23 
20 
24 

1 
1 

Number of rooms 62 13 25 81 6 13 62 15 23 59 14 27 
Kitchen counter and storage space 
Number of bedrooms 

57 
54 

20 
16 

23 
29 1 

67 
75 

17 
6 

15 
19 

56 
48 

22 
14 

22 
37 

56 
51 

20 
19 

24 
30 

View 49 22 27 2 65 12 22 1 42 31 26 48 23 28 
Privacy 
Availability of washer and dryer 
Rats or mice 

48 
47 
45 

22 
16 
10 

29 
37 
40 

1 

5 

71 
61 
38 

11 
6 

10 

17 
32 
41 

1 
1 

11 

43 
43 
35 

27 
28 
5 

30 
28 
54 

1 
6 

45 
44 
48 

24 
15 
11 

31 
40 
37 

1 
4 

Plurality Worse Now 
Lack of noise 32 35 33 59 16 24 32 38 30 27 38 35 

Majority/Plurality About the Same Now 
Police protection 
Transportation in general 
Air conditioning 
Access to jobs 
Kind of neighbors you have 
Commuting to work 
Shopping 

28 
31 
24 
27 
31 
24 
32 

13 
17 
12 
12 
18 
11 
22 

56 
51 
50 
47 
47 
45 
44 

3 
1 

14 
14 
4 

20 
2 

32 
28 
37 
34 
45 
37 
39 

11 
24 
9 

15 
16 
15 
19 

54 
46 
41 
47 
36 
43 
42 

3 
2 

13 
4 
3 
5 

27 
27 
44 
30 
31 
30 
35 

9 
22 
10 
15 
22 
15 
21 

58 
48 
37 
43 
43 
42 
44 

6 
3 
9 

12 
4 

13 

28 
33 
16 
24 
29 
20 
30 

14 
14 
12 
11 
17 

9 
23 

56 
52 
55 
48 
49 
46 
44 

2 
1 

17 
17 
5 

25 
3 

• less than 0.5 percent. 



Whether Had Certain Facilities in Previous Apartment/House 

Length of Time 
Total Total in Public Housing 
235 236 Total Less Three 

Total Mortgage Rent Public Than Years or 
Occupants Subsidy Subsidy Housing 3 Years More 

% % % % % % 
Complete Kitchen Facilities 

Had 91 96 92 90 95 86 
Did not have 9 4 8 10 5 14 

Both Hot and Cold Piped Water 
Had 92 97 98 90 96 86 
Did not have 8 3 2 10 4 14 

A Flush Toilet 
Had 96 98 99 94 97 92 
Did not have 4 2 1 6 3 8 

A Bathtub or Shower 
Had 94 98 98 93 97 89 
Did not have 6 2 2 7 3 11 

Number of Persons Per Room Now, Compared with Previous Apartment/House 

Mean Number of 
Persons Per Room Mean Number I ncrease/ Decrease 


In Previous of Persons in Number of 

Apartment! House Per Room Now Persons Per Room 


Total Occupants 1.0 .7 - .3 

Total 235 Mortgage Subsidy 1.0 .8 - .2 
235 new .9 .7 - .2 
235 existing 1.1 .8 -.3 

Total 236 Rent Subsidy .8 .6 -.2 
236 limited dividend .8 .6 -.2 
236 nonprofit .8 .7 -.1 

Total Public Housing 1.0 .7 -.3 
Conventional public 1.0 .7 -.3 
Leased public .8 .7 -.1 

Length of Time in Public Housing 
Less than 3 years 1.1 .7 -.4 
Three years or more 1.0 .8 -.2 

Under $3,000 1.0 .6 -.4 
$3,000 to $5,999 1.0 .8 -.2 
$6,000 and over .9 .8 -.1 

$4,000 to $6,999 
235 1.0 .8 -.2 
236 .7 .6 - .1 
Public housing 1.0 .9 -.1 

White .8 .6 -.2 
Black 1.0 .8 -.2 

Black 
235 1.2 .9 -.3 
236 .8 .7 - .1 
Public housing 1.0 .7 -.3 

1-2 family members .8 .5 -.3 
3-4 family members .7 .6 -.1 
5 or more family members 1.4 1.2 -.2 

Inside central cities 1.0 .7 -.3 
Outside central cities .9 .7 -.2 

East 1.0 .8 -.2 
Midwest .9 .7 -.2 
South 1.0 .7 -.3 
West 1.1 .8 -.3 

Under 30 years 1.0 .7 -.3 
30 to 49 years 1.1 .9 -.2 
50 years and over .8 .6 - .2 
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How Long It Takes Head of Household to Get How to Get to Work Now, Compared with 
to Work Now, Compared with Previous Previous Home 
Home 

Walk- Mass Not 
Mean ing Transit Car Other Sure 

Number Change Total Occupants 
of in Previous home 11 35 45 5 4 

Mean Minutes cornmu- Now 4 33 59 3 1 
Number From ting Change -7 -2 +14 -2 -3 

of Pre- time 235, Mortgage
Minutes vious (in Subsidy

Now Home minutes) Previous home 5 10 82 2 
Total Occupants 29 26 +3 Now 1 8 89 2 

Total 235 Mortgage Change -4 -2 +7 -1 
Subsidy 21 21 236 Rent Subsidy 

235 new 20 18 +2 
 Previous home 7 10 75 3 5 
235 existing 21 22 +2 Now 4 7 84 2 3 

Total 236 Rent Subsidy 20 21 -1 Change -3 - 3 +9 - 1 --2 
236 limited dividend 20 21 -1 Public Housing

236 nonprofit 20 20 
 Previous home 14 47 28 7 4 

Total Public Housing 35 29 +6 Now 5 52 40 3 
Conventional public 36 30 +6 Change -9 +5 +12 -4 -4 
Leased public 22 24 -2 

Length of Time in Public 

Housing 
 Two or Three Biggest Problems or 

Less than 3 years 31 29 +2 Complaints About Living in this House Three years or more 36 29 +7 

Under $3,000 32 27 +5 
 (Base: 235 housing occupants only) 

$3,000 to $5,999 28 27 +1 
$6,000 and over 29 22 +7 Total 
$4,000 to $6,999 235 235 

235 20 21 -1 Mortgage 235 Exist
236 19 19 Subsidy New ing 
Public housing 34 29 +5 % % % 

White 21 20 +1 House poorly built; built too 
Black 36 31 +5 fast, bad construction 21 29 16 
Black Plumbing problems, leaks, 

broken pipes 13 11 14 
236 24 21 +3 
235 23 25 -2 

Repairs not made 12 13 11 
Public ho"sing 39 33 +6 Need more, bigger rooms, 

house 12 9 141-2 family members 24 24 
Hole in ceiling, roof; leaks 8 5 103-4 family members 27 26 +1 House is rundown, needs 5 or more family 

repair work 5 2 7members 34 27 +7 Needs paint 5 3 6 
Inside central cities 31 27 +4 Don't like neighbors, 
Outside central cities 21 20 +1 problems with neighbors 5 5 5 
East 34 31 +3 Not enough closet, 
Midwest 31 25 +6 storage space 3 4 3 
South 27 24 +3 No top soil 2 3 1 
West 22 20 +2 No storm windows 1 2 
Under 30 years 24 23 +1 Traffic problems 1 2 
30 to 49 years 33 29 +4 Don't like, too many 
50 years and over 29 25 +4 minorities 1 

All other complaints 24 28 21 
Have no complaints 31 30 32 
Don't know 1 

• Less than 0.5 percent. 
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Whether Apartment Building/House Has Why Apartment Building/House Has 
Improved or Gotten Worse Since You've Improved or Gotten Worse-Continued 
Lived Here 
(Base: Occupants of 236 and public housing only) Improved grounds, 

surroundings 4 12 3 
Better, quieter tenants 3 3 3Stayed 
Painted, made Improvements About 

myself 2 4 2Im- Gotten the Not 
Safe r pi ace to live;proved Worse Same Sure 

protected by police, % % % % 
guards 3

Total Occupants 19 28 51 2 Provide recreational 
Total 236 Rent Subsidy 14 19 65 2 facilities 1 2 1 

236 limited dividend 15 17 67 1 All other answers 4 10 4 
236 nonprofit 13 26 59 2 Why Gotten Worse 

Total Public HOlJslng 19 30 49 2 Slower, less maintenance 
Conventional public 19 31 48 2 service 14 19 13 
Leased public 19 19 60 2 More rundown; 

Length of Time in deteriorated 14 14 14 
Public Housing People aren't nice, 

Less than 3 years 9 22 65 4 don't get along 12 6 13 
Three years or more 25 35 39 1 Premises dirty, not 

clean enough 11 7 11Under $3,000 18 21 59 2 
Children behave badly 10 14 9$3,000 to $5,999 23 36 40 1 
People dirty, $6,000 and over 11 39 44 6 

destructive 9 8 9 
$4,000 to $6,999 Many robberies 6 5 6 

236 17 17 65 No remodeling; kitchen, 
Public housing 29 43 28 bathroom, cabinets not 

White 21 21 57 1 fixed 3 2 3 
Black 16 33 48 3 Drug addicts 3 2 3 
Black Grounds, landscaping 

236 15 26 57 2 not maintained 2 4 2 
Public housing 16 34 47 3 Infested with roaches, 

mice 1 1 11-2 family members 20 23 54 3 
All other answers 9 15 83-4 family members 13 29 56 2 
Don't know 1 25 or more family 


members 21 35 43 1 
 • Less than 0.5 percent. 

Inside central cities 18 28 52 2 

Outside central cities 20 30 49 1 

East 15 44 37 4 
 Two or Three Biggest Problems or 
Midwest 6 31 61 2 Complaints About Living in this Apartment South 27 13 60 

West 27 13 59 Building/House 


(Base: 236 and public housing occupants only) 

• Less than 0.5 percent. 

Total 
236 Total 
Rent Public 

Subsidy Housing 

Why Apartment Building/House Has % % 
Inside maintenance problems, they Improved or Gotten Worse 

don't make repairs they're (Base: Occupants of 236 and public housing only) 
supposed to 25 29 

Noisy neighbors, don't like neighbors 16 13 
Total Total Total Noisy children 12 12 
Occu- 236 Rent Public No place, playground for 
pants Subsidy Housing children to play 11 2 

% % % No privacy 7 2 
Why Improved Unkempt grounds, don't maintain yard 6 9 

Better maintenance, kept Poor, cheap construction 6 
cleaner 20 24 20 Parking problems 4 

Remodeling (kitchen, Rents too high 4 2 
bathroom, cabinets, Too much noise 4 3 
doors) 15 17 Too hot in summer, no air 

Walls, roof fixed, painted 5 6 conditioning 3 2 
(Continued above) (Continued on p. 1406.) 
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Two or Three Biggest Problems or Whether Landlord is Concerned About the 
Complaints About Living in this Apartment Quality of Housing Provided for Tenants 
Building/House (Base: 236 and public housing occupants only) 
(Continued from p. 1405.) 

Only 
Roaches, rodents, bugs 3 6 Some- Not 
Need more room, space 3 6 Very what Con-
Furnace, heating problems 2 2 Con- Con- cerned Not 
Stealing, breaking into cerned cerned at All Sure 

apartments 2 8 % % % % 
Unsafe neighborhood 2 1 Total Occupants 36 36 21 7 
Don't want, can't afford Total 236 Rent Subsidy 43 38 15 4 

rent increases 2 236 limited dividend 42 41 13 4
Garbage problems, no one 236 nonprofit 46 30 20 4

picks up 2 3 
Total Public Housing 35 35 22 8Tenants destroy, don't take 

Conventional public 35 36 22 7care of apartments 2 3 
Leased public 35 30 24 11No fire escapes 2 

Need more street lights 1 East 24 35 34 7 
All other complaints 21 16 Midwest 38 42 14 6 
Have no complaints 23 25 South 48 33 12 7 
Don't know 1 1 West 42 32 16 10 

• Less than 0.5 percent. 

\ How Hard Tenants in Building Really Try to 
Rating of Job Done in Maintaining and Keep the Building Clean and in Good 
Making Repairs and Improvements in Condition 
this Building/House (Base: Apartment building residents only) 
(Base: 236 and public housing occupants only) 

Only 
Excel- Pretty Only Not Posi- Nega Some- Not It De-

lent Good Fair Poor Sure live tive Very what Hard pends Not 
0/0 0/0 0/0 0/0 0/0 0/0 0/0 Hard Hard at All (vol.) Sure 

Total Occupants 20 37 18 22 3 57 40 % % % % % 
Total 236 23 32 33 7 5 
Rent Subsidy 27 29 19 21 4 56 40 

Total Occupants 
Total 236 Rent

236 limited Subsidy 25 42 26 4 3 
dividend 28 30 18 21 3 58 39 236 limited
236 dividend 25 45 25 3 2 
nonprofit 22 32 21 20 5 54 41 236 nonprofit 28 34 28 4 6 

Total Public Total Public Housing 23 29 35 7 6 
Housing 19 38 18 22 3 57 40 Conventional

Conventional public 22 29 35 8 6 
public 19 38 18 22 3 57 40 Leased public 35 30 24 3 8 
Leased 

East 16 31 47 4 2public 15 33 21 23 8 48 44 
Midwest 33 34 20 5 8 

East 13 30 24 30 3 43 54 South 29 31 23 9 8 
Midwest 21 50 16 12 1 71 28 West 22 31 32 9 6 
South 25 39 12 20 4 64 32 

West 25 31 21 15 8 56 36 
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Rating of Apartment Building/House as a How Much Longer Expect to Live in This 
Place to Live Building/House 

Excel- Pretty Only 
lenl Good Fair Poor 

Nol 
Sure 

Posi- Nega
live live 

Total 
235 Total Tolal 

% % % % % % % Total Mort 236 Public 
Total Occupants 19 43 27 11 62 38 Occu gage Rent Hous-

Total 235 pants Subsidy Subsidy ing 

Mortgage % % % % 
Subsidy 28 47 20 5 75 25 Less than 1 year 10 4 26 9 

235 new 36 43 17 4 79 21 1 to 2 years 9 4 24 7 
235 existing 22 50 22 6 72 28 3 to 4 years 4 4 7 3 

Total 236 5 to 9 years 2 4 2 2 

Rent Subsidy 
236 limited 

22 50 23 5 72 28 10 years or more 
The rest of my life 

4 
30 

11 
46 

3 
13 

3 
30 

dividend 22 51 23 4 73 27 Not sure 41 27 25 46 

236 
nonprofit 21 48 24 7 69 31 

Total Public 
Housing 16 42 29 13 58 42 

Conventional 
public 
Leased 
public 

16 

23 

42 

43 

29 

25 

13 

9 

58 

66 

42 

34 

What Expect Next Home To Be, 
When You Move 

Length of (Base : Expect to live in building/house 2 years or less) 

Time in 
Public Housing Total Total 

Less than 235 236 Total 
3 years 25 25 33 17 50 50 Mortgage Rent Public 
Three years 
or more 12 50 27 11 62 38 

Subsidy 
% 

Subsidy
.% 

Housing 
% 

Under $3,000 17 47 25 11 64 36 A rented apartment 16 18 
$3,000 to A cooperative apartment 1 
$5,999 18 42 28 12 60 40 A public housing project 3 12 
$6,000 and A rented house 13 26 23 
over 19 42 29 10 61 39 A house that you will own 61 46 39 

$4,000 to 
$6,999 

Other 
Not sure 

17 
9 

3 
5 

1 
7 

235 27 51 18 4 78 22 
236 18 55 22 4 73 26 
Public 
housing 15 38 32 15 53 47 

White 25 46 18 11 71 29 
Black 15 44 31 10 59 41 Whether Would Rather Live in a House or an 
Black 

235 20 48 22 10 68 32 Apartment, All Other Things Being Equal 
236 18 51 27 3 69 30 
Public Apart- Not 
housing 14 43 32 11 57 43 House ment Sure 

1-2 family % % % 
members 23 50 19 8 73 27 Total Occupants 69 28 3 
3-4 family 
members 14 44 29 13 58 42 

Total 235 Mortgage Subsidy 
235 new 

98 
97 

1 
2 

5 or more 
family 
members 

Inside 
central cities 
Outside 
cenlral cities 
East 
Midwest 
South 
West 
Under 30 
years 

17 

17 

26 
11 
29 
19 
21 

17 

37 

46 

34 
36 
36 
56 
43 

41 

34 

26 

30 
37 
21 
20 
26 

29 

12 

11 

10 
16 
12 

5 
10 

13 

54 

63 

60 
47 
67 
75 
64 

56 

46 

37 

40 
53 
33 
25 
36 

42 

235 existing 

Total 236 Rent Subsidy 
236 limited dividend 
236 nonprofit 

Total Public Housing 
Conventional public 
Leased public 

Length of Time in Public 
Housing 

Less than 3 years 
Three years or more 

(Continued on p. 1408.) 

98 

77 
78 
73 
64 
63 
69 

64 
63 

1 

21 
20 
25 
33 
34 
26 

34 
33 

2 
2 
2 
3 
3 
3 

2 
4 

30 to 49 
years 16 39 31 14 55 45 
50 years 
and over 22 49 22 7 71 29 

"Less than 0.5 percent. 
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Whether Would Rather Live in a House or an 
Apartment, All Other Things Being Equal 
(Continued from p. 1407.) 

Under $3,000 58 40 2 
$3,000 to $5,999 76 21 3 
$6,000 and over 86 10 4 
$4,000 to $6,999 

235 98 2 
236 81 18 1 
Public housing 74 19 7 

White 66 33 1 
Black 70 26 4 
Black 

235 98 1 1 
236 76 20 4 
Public housing 66 29 5 

1-2 family members 46 51 3 
3-4 family members 85 14 1 
5 or more family members 85 11 4 
Inside central cities 68 29 3 
Outside central cities 77 23 
East 61 37 2 
Midwest 73 23 4 
South 71 25 4 
West 83 16 1 
Under 30 years 85 9 6 
30 to 49 years 84 15 1 
50 years and over 46 51 3 

• Less than 0.5 percent. 

Things Hoping to Find When You Move That 
Don't Have Now (Volunteered) 
(Base : Expect to live in building/house 2 years or less) 

Total 
235 Total Total 

Mort- 236 Public 
gage Rent Hous-

Subsidy Subsidy ing 
% % % 

More room, larger housing, 
living space 35 25 11 
Yard, garden, trees, land, 
country living 22 36 25 
Lower payments, rent 21 1 3 
Better, quieter neighborhod, 
place to live 17 20 35 
Own my own house 13 23 13 
Privacy 12 37 15 
Closer to better schools 3 3 3 
Better place for children 
to play 12 20 
Friends 4 
Washer, dryer 6 
Less crime 3 8 
Closer to work, less 
commuting time 1 
Swimming pool 3 
Pets 3 

(Continued above) 

Things Hoping to Find When You Move That 
Don't Have Now (Volunteered) 
(Continued) 

Same th i ng as he re 
Parking, garage 
All other answers 
Don't know 

26 

2 
3 

18 
4 

3 

22 
6 

• Less than .5 percent. 

Main Reasons for Planning to Move 
(Volunteered) 
(Base: Expect to live in building/house 2 years or less) 

Total 
235 Total 

Mort- 236 Total 
gage Rent Public 
Sub- Sub- Hous
sidy sidy ing 
% % % 

House needs repairs, too many 
things need fixing, fire hazard 27 5 9 
High payments, rents 26 4 8 
Need more room, space; 
bigger house 23 14 13 
Want cleaner, better 
neighborhood . 13 10 31 
Change in personal circum
stance; graduated, new job, 
school 10 27 9 
Want a yard, place for 
children to play 9 20 16 
Problems with schools 9 1 
Want my own home, private 
house 5 35 14 
No privacy here 5 15 3 
Want something better 5 2 3 
Prefer to be closer to work 4 
Crime 1 11 
All other answers 13 12 18 
Don't know 1 3 

• Less than 0.5 percent. 

Section III: How Urban Subsidized 
Housing Occupants See Their 
Surrounding Neighborhoods 

Most occupants of federally subsidized 
housing moved into their present neighborhoods 
at the same time that they moved into their cur
rent homes. Those surveyed average 5.2 years in 
their present neighborhood, not much longer 
than the average 4.4 years that they have ' Iived 
in their current apartment or house. Conven
tional public housing tenants have lived in their 

... ~-- ...----....--.---- -,.... ~- .... ~--- ...-- ...... - -. 

1408 



neighborhood the longest (an average of 6.5 
years), while leased public housing tenants have 
lived in their current environs for an average of 
3.2 years, 236 rent subsidy tenants for an aver
age of 2.0 years, and 235 mortgage subsidy 
homeowners for an average of 2.9 years. (Again, 
length of time in the neighborhood reflects the 
different ages of these programs.) 

Most occupants of subsidized housing did 
not have far to go to move into their current 
buildings. While 25 percent of them moved into 
the neighborhood from another city or State, 75 
percent moved from another section of town or 
another building in the same area. Larger pro
portions of 235 homeowners (36 percent) and 
236 rent subsidy tenants (43 percent) moved to 
the neighborhood from out-of-town, while public 
housing tenants were more likely than the others 
to have moved into their housing from another 
part of the same city or town. 

The subsidized housing to have absorbed 
the most newcomers is that which is located out
side central cities. Fifty-one percent of occu
pants of subsidized housing outside central cit
ies moved there from another city or State, 
compared with only 20 percent of residents of 
central city housing. 

Observation: Federally subsidized housing 
(and particularly public housing) serves its im
mediate, surrounding community. In the same 
way, however, it effectively keeps the less privi
leged members of society in their same central 
city neighborhoods (84 percent of all occupants 
of urban subsidized housing live in central cities) 
with no opportunity to move to less crowded, 
crime-ridden, urban surroundings. Sections 235 
and 236 have been somewhat more successful 
than public housing in providing people with new 
living environments. 

Reasons for Moving to This Neighborhood 

Few occupants of subsidized housing were 
attracted to their present neighborhood by any
thing that the neighborhood itself had to offer. 
Instead, people moved there to benefit from the 
subsidized housing programs. 

Asked to volunteer their main reasons for 
moving to this neighborhood, 235 homeowners 
mentioned that they wanted to own, buy their 
own house (36 percent), that they needed more 
rooms, a larger place (16 percent), that they 
wanted better, nicer housing (15 percent), and 
that this was the only neighborhood available, 
the only place they could get 235 loans (14 per
cent). 

Occupants of 236 subsidized housing moved 
into the neighborhood because of the lower, 
cheaper rent; included subsidies (40 percent), 
they wanted better, nicer housing (18 percent) 
and they needed more rooms, larger place (12 
percent). An additional 17 percent did say that 
they moved there to be closer to their job, or be
cause they were transferred here. 

Public housing tenants' reasons for moving 
to the neighborhood were the following: lower, 
cheaper rent; included subsidies (27 percent), 
wanted better, nicer housing (21 percent), had to 
move; building was sold, torn down, condemned 
(16 percent) or needed more rooms, larger place 
(15 percent). 

Observation: In most cases, neighborhood 
was at best a minor consideration when people 
decided to move into their present housing. In
stead, people moved where subsidized housing 
was available to them, regardless of the location. 

Whether Neighborhood Has Improved or 
Declined 

While the neighborhood was not an impor
tant consideration in moving into their present 
homes, subsidized housing occupants are well 
aware of changes in their neighborhood. While 
large majorities of 235 homeowners (81 percent) 
and 236 rent subsidy occupants (77 percent) feel 
that their neighborhood has stayed the same or 
improved since they've lived there, only a slim 
majority of public housing tenants (53 percent) 
agree. Instead, 45 percent of public housing ten
ants feel that their neighborhood has gotten 
worse since they have lived there, compared 
with only 18 percent of 235 homeowners and 20 
percent of 235 occupants who feel that way. 

Whether the Neighborhood Has Improved or 
Gotten Worse as a Place to Live Since 
You've Lived Here 

235 
Mort 236 

Total gage Rent Public 
Occu- Sub- Sub- Hous
pants sldy sldy ing 

% % % % 
Improved 
Gotten worse 

16 
37 

26 
18 

16 
20 

14 
45 

Stayed about the same 
Not sure 

45 
2 

55 
1 

61 
3 

39 
2 
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The decline of the neighborhood may be di
rectly related to how long people have lived 
there. A full 52 percent of people who have lived 
in public housing for 3 years or more feel the 
neighborhood has gotten worse, compared with 
only 29 percent of those who have been there 
for less than 3 years. 

Residents of conventional public housing 
complain more of the decline of the neighbor
hood than do those in leased public housing. In 
fact, a substantial 46 percent of the former feel 
their neighborhood has gotten worse, compared 
with only 19 percent of the latter. (It should be 
noted again, however, that residents of leased 
public housing have lived in their neighborhood 
for shorter periods of time and thus are less 
conscious of decline.) 

Occupants of subsidized housing explained 
why they feel their neighborhood has improved 
or declined. Homeowners who feel that their 
neighborhood has improved explained that peo
ple work hard, take pride in their homes, prop
erty (24 percent), that landscaping, grounds, 
yards are improved, well-maintained (19 per
cent), that the whole area is improved by build
ing, construction, modernizing (18 percent) and 
that more, friendly, good people are moving into 
the area (15 percent). Those who feel that the 
neighborhood has gotten worse blame the de
cline on poor maintenance, upkeep; people don't 
take care of their property (18 percent), kids 
don't respect property, cause trouble (13 per
cent), on robberies, vandalism, lack of security 
(11 percent), quality of people deteriorating (8 
percent), and vacant, abandoned homes (7 per
cent). 

Section 236 renters who feel the neighbor
hood has improved point to improved landscap
ing, grounds, yards well-maintained (19 percent), 
and that the whole area is improved by building, 
construction, modernizing (16 percent). Those 
who notice decline blame it on poor mainte
nance, upkeep; people don't take care of their 
property (25 percent), kids don't respect prop
erty, cause trouble (18 percent), robberies, van
dalism, lack of security (14 percent), quality of 
people deteriorating (14 percent), and poor, un
cooperative management (11 percent). 

Public housing tenants who feel that their 
neighborhood has improved give these reasons: 
the whole area is improved by building, con
struction, modernizing (11 percent) and improved 
landscaping, grounds, yards well maintained (6 
percent). Decline in the neighborhood is blamed 
on robberies, vandalism, lack of security (33 per
cent), kids don't respect property, cause trouble 

(25 per cent), poor maintenance, upkeep, people 
don't take care of property (23 percent) and the 
quality of people deteriorating (18 percent). 

Serious Problems in the Neighborhood 

Neighborhood problems were brought into 
clearer focus when occupants were asked to 
evaluate the seriousness of a list of possible 
neighborhood problems. By comparing re
sponses here with those of the total Nation, one 
can identify not only the most pressing problems 
in urban subsidized housing neighborhoods but 
also those problems that differentiate subsidized 
housing neighborhoods from other neighbor
hoods around the country. The problems are ar
ranged below according to their felt seriousness 
in subsidized housing neighborhoods. The last 
column on the table indicates the gap between 
serious problems in subsidized housing neigh
borhoods and in neighborhoods nationwide. 

Compared with the Nation as a whole, cer
tain problems afflict neighborhoods of subsidized 
housing with greater seriousness; they include 
noisy people in the streets (serious for 47 per
cent of occupants and only 20 percent of the Na
tion), not enough good stores and shopping 
areas (serious for 46 percent of occupants and 
only 21 percent of total Americans) , dirty streets 
and sidewalks (serious for 44 percent of occu
pants and only 25 percent of the country), cheat
ing and overcharging by stores (serious for 40 
percent of occupants, 23 percent of the public), 
lack of recreation for adults (serious for 48 per
cent of occupants and 31 percent of the coun
try), lack of parks and recreation for children 
(serious for 47 percent of the occupants and 35 
percent of the Nation), and crime in the streets 
(serious for 48 percent of occupants and 37 per
cent of the public). Compared with other prob
lems, poor housing conditions are not much 
more serious in the neighborhoods surveyed 
than in the Nation as a whole (serious for 28 
percent of subsidized housing occupants and 22 
percent of the Nation). 

Moreover, eight of these neighborhood prob
lems seem to have far more serious effects on 
public housing tenants than on either 235 home
owners or 236 renters; crime in the street, noisy 
people in the streets, not enough good stores 
and shopping areas, drug addiction, dirty streets 
and sidewalks, dirty air and pollution, cheating 
and overcharging by stores, and poor housing 
conditions. Compared with public housing neigh
borhoods, these problems are felt to be rela
tively minor in Section 235 and 236 neighbor
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How Serious are Neighborhood Problems: 
Gap Between Occupants of Subsidized Housing and Total Nation 

Total Occupants of Total Nation 
Subsidized Housing 

Not Not Not Not 
Serious Serious Sure Serious Serious Sure Gap 

% % % % % % % 
Lack of recreation for teenagers 51 36 13 47 46 7 +4 
Crime in the streets 48 46 6 37 62 1 +11 
Lack of recreation for adults 48 43 9 31 64 5 +17 
Noisy people in the streets 47 52 1 20 78 2 +27 
Lack of parks and playgrounds for children 47 48 5 35 61 4 +12 
Not enough good stores and shopping areas 46 53 1 21 78 1 +25 
Drug addiction 45 35 20 53 39 8 -8 
Dirty streets and sidewalks 44 55 1 25 74 1 +19 
Dirty air and pollution 40 58 2 34 65 1 +6 
Cheating and overcharging by stores 40 54 6 23 73 4 +17 
Inadequate child care for working parents· 31 38 31 
Poor street lighting 30 69 1 26 73 1 +4 
Lack of transportation 30 69 1 38 60 2 -8 
Dirty vacant lots 29 69 2 24 75 1 +5 
Poor housing conditions 28 70 2 22 76 2 +6 
Poor schools 25 59 16 24 68 8 +1 
Lack of good medical care 22 72 6 30 66 4 -8 
Vacant or abandoned houses 17 80 3 18 80 2 -1 
Garbage collection 17 82 1 16 72 2 +1 
Fires 15 83 2 12 85 3 +3 

Note: serious = "very serious" + "somewhat serious"; not serious = "not very serious" ·1- "not serious at all." 
• Not asked in national study. 

hoods. On the other hand, Section 235 and 236 
neighborhoods are more troubled by a lack of 
parks and playgrounds for children and lack of 
transportation than are public housing neighbor
hoods. 

Among the 20 neighborhood problems listed, 
poor housing conditions fell to 15th place in se
riousness, considered to be a serious neighbor
hood. problem by 28 percent of those surveyed. 
Somewhat larger minorities of public housing 
tenants (31 percent), blacks (36 percent), large 
families (38 percent), occupants in the East (39 
percent), and the 30 to 49 year-olds (36 percent) 
consider housing problems serious in their 
neighborhoods, but still not nearly so serious as 
other neighborhood problems. 

When asked to single out the two or three 
most serious problems in their neighborhood, the 
real differences between Section 235 and 236 
neighborhoods and public housing neighbor
hoods emerged. For Section 235 homeowners 
and 236 renters, the most pressing problems 
were lack of parks and playgrounds for children 
(mentioned by 21 percent of homeowners and 27 
percent of renters) and lack of recreation for 
teenagers (mentioned by 22 percent of home
owners and 21 percent of renters). For public 
housing tenants, two very different and far more 

serious problems took the lead: crime in the 
streets (selected by 37 percent) and drug addic
tion (selected by 35 percent). 

Observation: These findings sharply under
line the need for a community approach to hous
ing. For the problems of crime in the streets, 
drug addiction, lack of recreation, noise, poor 
shopping, and pollution overshadow improve
ments made in heating, electrical outlets, condi
tion of floors, ceilings and walls. While there is an 
apparent lack of recreation facilities near Sec
tion 235 and 236 housing, neighborhood problems 
are far more seriouS- in the area of public hous
ing. Until the social problems of crime and drug 
addiction are dealt with, public housing projects 
can be expected to decline as quickly as they 
are constructed. 

On the whole, black occupants of urban 
subsidized housing find most neighborhood 
problems more serious than do white occupants. 
Fifty-six percent of blacks consider lack of rec
reation for teenagers to be a serious problem, 
for example, compared with 48 percent of 
whites. Fifty-four percent of black occupants find 
crime in the streets serious, compared with only 
36 percent of whites. Fifty percent of blacks 
complain of noisy people in the streets, com
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Serious Neighborhood Problems: 

Gap Between Black Occupants of Subsidized Housing and Blacks Nationwide 


Total 
Nation 

% 
Lack of recreation for teenagers 63 
Crime in the streets 63 
Lack of recreation for adults 61 
Noisy people in the streets 52 
Lack of parks and playgrounds for children 58 
Not enough good stores and shopping areas 59 
Drug addiction 71 
Dirty streets and sidewalks 60 
Dirty air and pollution 69 
Cheating and overcharging by stores 47 
Inadequate child care for working parents' 
Poor street lighting 55 
Lack of transportation 52 
Dirty vacant lots 51 
Poor housing conditions 51 
Poor schools 63 
Lack of good medical care 55 
Vacant or abandoned houses 49 
Garbage collection 35 
Fires 27 

Note: "Serious" = "very serious + "somewhat serious" . 
• Not asked nationwide. 

pared with 40 percent of whites. Fifty-eight per
cent of blacks-but only 29 percent of whites
find not enough good stores and shopping areas 
to be a serious neighborhood problem. Fifty-four 
percent of blacks-but only 29 percent of whites 
-feel that drug addiction is serious. These 
findings can be largely explained, however, by 
the heavy concentration of blacks in public 
housing, rather than in Section 235 or 236 hous
ing. 

While black occupants of subsidized hous
ing seem to suffer more serious neighborhood 
problems than do white subsidized housing resi
dents, they nevertheless appear to be better off 
in their neighborhoods than are blacks nation
wide. The following table compares responses of 
blacks across the Nation with those of black oc
cupants of subsidized housing. The last column 
(entitled "Gap") indicates the extent to which 
neighborhood problems are considered to be 
more serious among blacks nationwide than 
among black subsidized housing tenants. 

Gap Between 
Blacks 

Blacks Nationwide 
and Black 

Subsidized 235 236 Occupants 
Housing Mortgage Rent Public of Subsidized 

Occupants Subsidy Subsidy Housing Housing 
% % % % % 
56 65 61 54 -7 
54 36 27 58 -9 
53 50 58 52 -8 
50 35 26 53 -2 
47 59 60 45 -11 
58 46 51 60 -1 
54 28 26 59 -17 
51 40 30 54 -9 
49 39 36 51 -20 
52 42 40 55 -5 
36 45 41 34 
36 40 26 36 -19 
28 31 34 26 -24 
36 43 22 36 -15 
36 35 26 37 -15 
29 32 27 27 -34 
28 30 25 28 -27 
22 29 17 21 -27 
21 31 19 20 -14 
14 23 12 14 -13 

In the following areas, blacks in subsidized 
housing appear to be substantially better off than 
blacks nationwide: poor schools (by 34 points), 
vacant or abandoned houses (by 27 points), lack 
of good medical care (by 27 points), lack of 
transportation (by 24 points), dirty air and pollu
tion (by 20 points), poor street lighting (by 19 
points), and drug addiction (by 17 points) . In 
every area, however, blacks nationwide consider 
their neighborhood problems to be more serious 
than do blacks in subsidized housing. 

A further breakdown of the data, however, 
shows that the benefits of subsidized housing 
are not shared equally by all black occupants. 
While black tenants of public housing seem 
much better off than black occupants of 235 and 
236 housing in the areas of recreation, parks and 
playgrounds, and child care, the following neigh
borhood problems seem much more serious for 
black public housing tenants than for blacks in 
235 and 236 housing: crime in the streets (seri
ous for 58 percent of black public housing ten
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ants, but Qnly 36 percent Qf 235 hQmeQwners 
and 27 percent Qf 236 tenants), nQisy peQple in 
the streets (seriQus fQr 53 percent Qf public 
hQusing blacks, but Qnly 35 percent Qf 235 
hQmeQwners and 26 percent Qf 236 renters), and 
drug addictiQn (seriQus fQr 59 percent Qf blacks 
in public hQusing, but Qnly 28 percent Qf 235 
hQmeQwners and 26 percent Qf blacks in 236 
hQusing). This same pattern also. hQlds true fQr 
nQt enQugh gQQd stQres and shQPping areas, dirty 
streets and sidewalks, dirty air and PQllutiQn, and 
cheating and Qvercharging by stQres. 

Observation: As seriQus as their neighbQr
hQQd prQblems may be cQmpared with thQse Qf 
whites, black Qccupants Qf subsidized hQusing 
seem much better Qff than blacks natiQnwide. 

The findings fQr black Qccupants as a grQup, 
hQwever, clQak SQme critical differences amQng 
blacks living in different types Qf subsidized 
hQusing. In the key areas Qf neighbQrhQQd CQn
cerns-crime in the streets, nQisy neighbQrs, 
drug addictiQn, shQPping, visual and air PQllutiQn 
-black hQmeQwners and 236 renters are cQnsid
erably better o.ff than black tenants Qf public 
hQusing. The neighbQrhQQd prQblems surrQund
ing public hQusing prQjects demand immediate 
attentiQn frQm planners and PQlicymakers. 

While the prQblems in public hQusing neigh
bQrhQQds are mQre seriQus than in 235 and 236 
hQusing areas, they are still less seriQus than the 
prQblems crippling black neighbQrhQQds acrQSS 
the CQuntry. The gap between blacks natiQnwide 
and black Qccupants Qf all three types Qf subsi
dized hQusing is as strQng an endQrsement as 
any Qf the valuable rQle that subsidized hQusing 
can play in imprQving the living envirQnment Qf 
IQW incQme families. These findings might also. 
be cQnsidered an indicatiQn that there are large 
numbers Qf blacks in the United States, currently 
nQt being served by federally subsidized hQus
ing, that are at least as needy Qf assistance as 
thQse being served. 

That hQusing is amQng the less seriQus 
neighbQrhQQd prQblems was dQcumented by ad
ditiQnal results. Asked to. rate the availability in 
this neighbQrhQQd Qf "hQusing that WQuid meet 
the needs Qf a family like YQurs," 68 percent Qf 
Qccupants Qf subsidized hQusing felt the availa
bility Qf such hQusing was "adequate," while 13 
percent said "barely adequate" and 16 percent 
"nQt adequate." These results are cQmparable to. 
thQse Qf the NatiQn as a whQle: 

Availability in this Neighborhood of Housing 
That Would Meet the Needs of a Family 
Like Yours 

Total 
Occupants 

of Subsidized Total 
Housing Nation 

% % 
Adequate 68 65 
Barely adequate 13 15 
Not adequate 16 17 
Not sure 3 3 

NQt surprisingly, the larger the family size, 
the less likely were Qccupants to. think that the 
neighbQrhQod had adequate housing to accom
mQdate a family like theirs. Compared with Qther 
regions, occupants in the East were less likely to 
consider housing in their neighbQrhood ade
quate. (Yet even in the East, a 59 percent major
ity felt enQugh housing was available in their 
neighborhQod.) 

Two out Qf three Americans (67 percent) felt 
that their own hQusing was comparable to most 
buildings and hQuses nearby, while 5 percent felt 
that their hQme was WQrse than mQst and 25 
percent felt theirs was better than most. While 
43 percent Qf subsidized housing occupants feel 
their housing is about the same as most housing 
nearby, 36 percent felt their home was better 
than most. (Only 25 percent of 235 homeQwners 
feel this way, compared with 35 percent of 236 
renters and 38 percent of public hQusing ten
ants.) 

How Own Apartment Building/House 
Compares with Buildings/Houses Near Here 

Total 
Occupants 

of Subsidized Total 
Housing Nation 

% % 
Better than most 36 25 
About the same 43 67 
Worse than most 10 5 
It depends (voL) 3 2 
Not sure 8 1 

Occupants Rate Government Services in the 
Neighborhood 

In rating government services in the neigh
borhoQd, majorities of occupants of subsidized 
housing gave positive ratings ("excellent" or 
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"pretty good") to eight services: fire protection 
(79 percent positive), garbage collection (75 per
cent positive), street lighting (64 percent posi
tive), public schools (55 percent positive), public 
transportation (54 percent positive), police pro
tection (54 percent positive), street repai rs (51 
percent positive), and health clinics (51 percent 
positive). Streetlighting, police protection, and 
street repairs received higher scores outside 
central cities than inside them, while public 
transportation finished with a higher positive rat
ing inside central cities than outside them. 

By 48-38 percent, occupants of subsidized 
housing gave public housing projects a positive 
rating. (Another 5 percent said public housing 
was "not available", while 9 percent were not 
sure.) Occupants of public housing themselves 
gave public housing projects a 50-43 percent 
positive rating, while Section 236 tenants give 
them a 54-31 percent positive rating. Public 
housing projects received a 31-19 percent posi
tive rating from 235 homeowners, with 26 per
cent answering that public housing was not 
available in their neighborhood and 24 percent 
not sure. 

On the remaining government services, rat
ings by subsidized housing occupants were more 
negative than positive. (Negative ratings include 
those who felt that individual services were 
"only fair" or "poor", or who said that the serv
ices were simply "not available"): 

• By 59-27 percent, recreation for young 
people received a negative rating. Similarly, 
parks and playgrounds received a 58-37 nega
tive rating. (These negative evaluations are not 
surprising in light of earlier findings.) Complaints 
about poor recreational facilities are loudest 
among 235 homeowners and renters. 

• Housing inspection and code enforce
ment received a 43-38 percent negative rating. A 
comparable split prevailed among occupants of 
all three types of subsidized housing. 

• Programs for the elderly received a 
42-26 percent negative rating. Ratings were most 
negative here among public housing tenants, 
where the concentration of the elderly is highest. 
(The mean age of public housing tenants is 51 
years, compared with 37 years for 235 homeown
ers and 36 years for 236 renters.) 

• By 40-28 percent, welfare centers were 
scored negatively. One out of three occupants 
(32 percent) were not sure, however, how to rate 
welfare centers. 

• Child care centers also received a pre
dominantly negative score (by 40-26 percent). 

Again, one in three occupants (34 percent) were 
not able to rate these centers. 

• By 37-29 percent, occupants gave city 
social services a negative evaluation. Ratings 
here were lower, however, inside central cities 
(39-29 percent negative) than outside them 
(31-29 percent positive). 

• Ratings for drug addict treatment serv
ices (36-14 percent) and narcotics control (37-14 
percent) were also negative. While majorities of 
people in 235 mortgage subsidy and 236 rent 
subsidy neighborhoods were unable to rate these 
services, negative ratings were even higher in 
public housing neighborhoods (38-15 percent 
negative for drug addict treatment services and 
42-13 percent negative for narcotics control). 
Public housing neighborhoods are unfortunately 
the areas where the drug problem was consid
ered most serious. 

Observation: Parks and playgrounds, recrea
tion for young people, narcotics control, drug 
addict treatment centers, child care centers, and 
city social services, all received negative ratings 
from those people who were able to rate them. 
Not coincidentally, those are the services that 
occupants might look to most to deal with these 
neighborhood problems that they consider most 
serious: crime in the streets, drug addiction, 
noisy people in the streets, and lack of recrea
tion for teenagers. In addition, the elderly in 
these neighborhoods seem to suffer from serious 
neglect. In the minds of occupants of subsidized 
housing, the government could clearly be playing 
a larger role in helping to tackle the major 
neighborhood problems. 

All in all, residents' perceptions of neighbor
hoods of subsidized housing compare unfavora
bly with those of Americans nationwide. The 
problem is unquestionably most serious in public 
housing neighborhoods: 

Rating of Neighborhood as a Place to Live 

235 236 
Mort- Rent Public 

Total gage Sub- Hous-
Nation Subsidy sidy ing 

% % % % 
Excellent 48 21 16 9 
Pretty good 36 51 50 36 
Only fair 12 23 28 40 
Poor 4 5 6 15 
Not sure 
Positive 84 72 66 45 
Negative 16 28 34 55 

*Less than 0.5 percent. 
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While neighborhoods of Section 235 and 236 
housing received positive ratings (by 72-28 per
cent and 66-34 percent, respectively), neighbor
hoods of public housing received a 55-45 per
cent negative rating. This negative rating applies 
only to conventional public housing (56-44 
percent negative), however, since leased public 
housing received a 57-43 percent positive rating. 
Neighborhoods of new and existing 235 housing 
received nearly identical ratings, as did neigh
borhoods of limited dividend and nonprofit 236 
housing. 

Observation: Until ways are found to take 
an integrated neighborhood approach to public 
housing projects-which would attach as high a 
priority to drug treatment, recreational facilities, 
police protection, and other social services as it 
does to the construction of dwelling units
leased housing may prove to be the most suc
cessful way of offering the public low rent public 
housing. 

White occupants of subsidized housing are 
somewhat happier with their neighborhood than 
are black occupants: while white occupants gave 
their neighborhoods a 58-42 percent positive rat
ing, blacks were evenly divided 50-50 percent. 
(Again, this can be explained by the relatively 
high concentration of blacks in public housing, 
compared with 235 and 236 housing.) 

Black occupants of section 235 and 236 
housing are substantially more satisfied with 
their neighborhoods than are blacks across the 
country; however, black section 235 homeowners 

How Long Been Living in this Neighborhood 

Total 
235 

Total Mort 235 
Occu gage 235 Exist-
pants Subsidy New ing 

% % % % 
Less than 1 year 16 10 9 11 
1 to 2 years 21 36 53 24 
3 to 4 years 22 46 34 53 
5 to 6 years 9 3 2 4 
7 to 8 years 7 1 1 
9 to 10 years 7 1 2 
More than 10 years 14 2 3 
All my life 4 1 2 

. Mean number of years 5.2 2.9 2.3 3.3 

• Leaa than 0.5 percent. 

Rating of Neighborhood as a Place to Live 

Black Occupants Public Blacks 
of Subsidized Housing Hous- Nation-
Total 235 236 ing wide 

% % % % % 
Positive 50 65 66 46 45 
Negative 50 35 34 54 55 

=Note: Positive = "excellent" and "pretty good;" negative 
"only fair" and "poor". 

gave their neighborhoods a strong 65-35 percent 
positive score and black 236 renters gave their 
neighborhoods a comparable 66-34 percent posi
tive score. On the evaluation of their neighbor
hood as a place to live, black tenants of public 
housing are not much more positive than blacks 
nationwide: black tenants gave their neighbor
hood a 54-46 percent negative rating, similar to 
the 55-45 percent negative rating from blacks 
across the country. 

Observation: Neighborhood problems for 
blacks are clearly more serious around public 
housing projects than around 235 and 236 hous
ing. This may be because such housing projects 
are often located in the heart of an already 
black neighborhood. In specific problem areas, 
earlier findings show, conditions in urban public 
housing neighborhoods are indeed better than in 
black neighborhoods nationwide. Yet, by and 
large, public housing projects with heavy con
centrations of blacks do not offer their residents 
substantially improved living environments. 

Total 236 Total 
236 Limited 236 Public Conven-
Rent Divi- Non- Hous- tional Leased 

Subsidy dend profit ing Public Public 
% % % % % % 
35 37 30 14 13 34 
45 41 51 14 13 23 
12 13 10 20 19 17 

2 2 1 11 11 12 
9 9 5 

1 1 2 9 9 1 
2 2 3 18 21 6 
3 4 3 5 5 2 

2.0 2.0 2.0 6.3 6.5 3.2 
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Where Lived Just Before Moved into this Neighborhood 
(Base: Everyone except "lived in neighborhood all my life") 

Another Another 
Apartment, Section, Another 

House Street In Town, 
in Same Same City In 
Neigh- Town, Same Another 

borhood City State State 
% % % % 

Total Occupants 9 66 20 4 
Total 235 Mortgage Subsidy 9 54 31 3 

235 new 9 47 40 2 
235 existing 8 61 24 3 

Total 236 Rent Subsidy 17 40 29 10 
236 limited dividend 17 36 31 12 
236 nonprofit 16 49 24 6 

Total Public Housing 8 72 16 3 
Conventional public 7 73 16 3 
Leased public 16 52 25 6 

White 10 53 30 4 
Black 7 75 13 4 
Inside central cities 9 71 16 3 
Outside central cities 10 39 40 7 
East 6 69 21 3 
Midwest 12 64 14 8 
South 7 70 19 3 
West 21 45 28 5 

• Less than 0.5 percent. 

Main Reasons Volunteered for Moving to this Neighborhood 
(Base: Everyone except "lived in neighborhood all my life") 

Total 
Occupants 

% 
Lower, cheaper rent; Includes subsidies 26 
Wanted better, nicer housing; old place run down 20 
Needed more rooms, larger place 15 
Had to move; building was sold, torn down, condemned 13 
Nicer, quieter neighborhood 8 
Only neighborhood available, where could get 235 loans 7 
Health reasons 6 
Wanted to own, buy own house 5 
Closer to job; transferred here 5 
Wanted a place of my own 4 
Wanted to be near family, relatives, friends 4 
Was divorced, separated; spouse died 3 
On social security 2 
Safer area; less crime 2 
Wanted a smaller place 2 
Got married 2 
On welfare 1 
Less crowded area; more space, suburban, rural 1 
Landlord was terrible; WOU ldn 't fix things 1 
Playgrounds, places for children 1 
Schools nearby 1 
More convenient to everything 1 
Any other answer 10 

• Less than 0.5 percent. 

Barracks, At 
Armed Another School, 
Forces Country College 

% % % 
1 
1 
1 
1 2 
2 1 
2 1 
2 2 
1 
1 

2 
1 
1 
3 
1 
2 
1 

Total Total 
235 236 

Mortgage Rent 
Subsidy Subsidy 

% % 
7 40 

15 18 
16 12 
7 5 

15 7 
14 5 

4 
36 
' 8 17 

2 4 
3 7 
1 3 

2 
1 
1 
4 

4 1 
1 1 
1 2 
4 2 
2 3 
8 11 

All 
Other 

Answers 
% 

Total 
Public 

Housing 
% 
27 
21 
15 
16 
6 
5 
8 

3 
4 
3 
3 
2 
2 
3 
2 
2 
1 
1 

1 
1 

10 

,....... _----
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Whether Neighborhood Has Improved or Gotten Worse as a Place 
to Live Since You've Lived There 

Gotten Stayed About Not 
Improved Worse the Same Sure 

% % % % 
Total Occupants 16 37 45 2 

Total 235 Mortgage Subsidy 26 18 55 1 
235 new 36 17 46 1 
235 eXisting 20 19 59 2 

Total 236 Rent Subsidy 16 20 61 3 
236 limited dividend 14 19 64 3 
236 nonprofit 19 23 55 3 

Total Public Housing 14 45 39 2 
Conventional public 15 46 37 2 
Leased public 11 19 65 5 

Length of Time in Public Housing 
Less than 3 years 15 29 52 4 
Three years or more 14 52 33 1 

Under $3,000 15 36 47 2 
$3,000 to $5,999 18 40 39 3 
$6,000 and over 17 39 42 2 

$4,000 to $6,999 
235 24 17 57 2 
236 17 17 63 3 
Public housing 17 57 26 

White 21 33 43 3 
Black 11 40 47 2 

Black 
235 22 21 56 1 
236 18 22 56 4 
Public housing 9 44 45 2 

1-2 family members 13 37 46 4 
3-4 family members 16 40 43 1 
5 or more family members 19 36 44 1 

Inside central cities 14 40 44 2 
Outside central cities 29 24 45 2 

East 11 57 30 2 
Midwest 16 42 39 3 
South 19 20 59 2 
West 23 24 51 2 

Under 30 years 19 29 50 2 
30 to 49 years 19 43 36 2 
50 years and over 12 37 48 3 

Why Feel Neighborhood Has Improved or Gotten Worse 
(Base: Feel neighborhood has "improved" or "gotten worse" since they've lived there) 

Total Total 
235 236 Total 

Total Mortgage Rent Public 
Occupants Subsidy Subsidy Housing 

% % % % 

Why improved 
Whole area improved by building, 

construction; modernizing 13 18 16 11 
Improved landscaping, grounds; yards 

well maintained 8 19 19 6 
(Continued on p. 1418) 
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Why Feel Neighborhood Has Improved or Gotten Worse 
(Continued from p. 1417.) 

More, friendly, good people moving 
into area 

People work hard ; take pride in their 
homes, property 

People, bad neighbors have moved out 
Completed, paved streets 
Improved lighting (e .g., street, 

traffic) 

Good schools 

More places to shop 

All other answers 


Why Gotten Worse 
Dangerous; robberies, vandalism, lack 

of security 
Kids don't respect property, cause 

trouble 
Poor maintenance , upkeep ; people don't 

take care of property 
Quality of people deteriorating 
Management poor, uncooperative 
Neighborhood too noisy 
People of other races have moved in 
Vacant, abandoned homes 
All other answers 

Don 't know 

• Less than 0.5 percent. 

Serious Neighborhood Problems 

Total 
Occupants 

% 

Lack of recreation for teenagers 51 
Crime in the streets 48 
Lack of recreation for adults 48 
Noisy people in the streets 47 
Lack of parks and playgrounds 

for children 47 
Not enough good stores and 

shopping areas 46 
Drug addiction 45 
Dirty streets and sidewalks 44 
Dirty air and pollution 40 
Cheating and overcharging by stores 40 
Inadequate child care for 

working parents 31 
Poor street lighting 30 
Lack of transportation 30 
Dirty vacant lots 29 
Poor housing conditions 28 
Poor schools 25 
Lack of good medical care 22 
Vacant or abandoned houses 17 
Garbage collection 17 
Fires 15 

5 15 6 

5 24 7 
4 4 4 
3 3 1 

4 2 
1 4 
1 3 

5 6 9 

28 11 14 

23 13 18 

22 18 25 
16 8 14 

8 11 
6 3 6 
3 2 3 
1 7 
4 6 9 
3 

Total Total 
235 236 Total Inside 

Subsidy Rent Public Central 
Mortgage Subsidy Housing White Black Cities 

% % % % % % 

57 52 51 48 56 52 
25 26 56 36 54 55 
40 49 49 42 53 47 
27 27 53 40 50 49 

55 50 44 45 47 45 

31 30 52 29 58 46 
20 25 53 29 54 49 
27 24 50 29 51 46 
25 27 45 26 49 43 
24 25 46 20 52 43 

31 34 31 24 36 33 
33 21 32 24 36 33 
39 34 28 30 28 27 
31 20 30 17 36 30 
19 17 31 15 36 29 
25 16 25 19 29 26 
22 19 23 14 28 22 
26 11 18 11 22 19 
19 15 18 10 21 19 
15 11 16 17 14 16 

3 

2 
4 
3 

5 

33 

25 

23 
18 

9 
6 
3 

3 

4 

Outside 
Central 
Cities 

% 

51 
18 
50 
33 

51 

49 
27 
30 
28 
24 

23 
19 
42 
19 
30 
17 
21 
11 
12 
13 

Note: Serious = "very serious" and "somewhat serious." 
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How Serious a Problem is Poor Housing Conditions 

Not Not 
Very Somewhat Very Serious Not Not 

Serious Serious Serious at All Sure Serious Serious 
% % % % % % % 

Total Occupants 14 14 25 45 2 28 70 
Total 235 Mortgage Subsidy 8 11 21 57 3 19 78 

235 new 8 10 20 59 3 18 79 
235 existing 8 11 22 56 3 19 78 

Total 236 Rent Subsidy 6 11 19 61 3 17 80 
236 limited dividend 4 10 20 63 3 14 83 
236 nonprofit 12 15 15 56 2 27 71 

Total Public Housing 16 15 26 41 2 31 67 
Conventional public 16 15 27 40 2 31 67 
Leased public 10 16 22 46 6 26 68 

Length of Time in Public Housing 
Less than 3 years 21 10 23 44 2 31 67 
Three years or more 13 18 28 39 2 31 67 

Under $3,000 12 14 24 47 3 26 71 
$3,000-$5,999 16 14 27 41 2 30 68 
$6,000 and over 12 14 22 50 2 26 72 
$4,000 to $6,999 

235 7 13 25 53 2 20 78 
236 7 9 24 58 2 16 82 
Public housing 20 21 25 32 2 41 57 

White 7 8 17 64 4 15 81 
Black 18 18 30 33 1 36 63 
Black 

235 17 18 29 34 2 35 63 
236 10 16 20 50 4 26 70 
Public housing 19 18 31 31 1 37 62 

1-2 family members 10 12 27 48 3 22 75 
3-4 family members 10 14 26 48 2 24 74 
5 or more family members 21 17 20 41 1 38 61 
Inside central cities 14 15 26 43 2 29 69 
Outside central cities 12 8 16 62 2 20 78 
East 20 19 31 27 3 39 58 
Midwest 5 12 23 58 2 17 81 
South 13 12 20 54 1 25 74 
West 13 9 21 53 4 22 74 

Two or Three Most Serious Problems Poor housing 

in this Neighborhood conditions 
Lack of transportation 

9 
8 

4 
14 

5 
16 

10 
5 

Lack of recreation 
Total for adults 7 6 14 6 

Total 
Occu
pants 

% 
Crime in the streets 30 
Drug addiction 29 
Noisy people in the 

streets 18 
Lack of recreation 

for teenagers 15 
Not enough good stores 

and shopping areas 15 
Lack of parks and 

playgrounds 
for children 13 

Dirty streets and 

235 Total 
Mort 236 
gage Rent 

Subsidy Subsidy 
% % 
9 14 

10 12 

11 7 

22 21 

10 14 

21 27 

Total 
Public 
Hous-

Ing 

% 
37 
35 

4 

12 

16 

9 

Cheating and over
charging by stores 

Inadequate child care 
Poor street lighting 

for working parents 
Poor schools 
Lack of good 

medical care 
Vacant or abandoned 

houses 
Dirty air and 

pollution 
Dirty vacant lots 
Garbage collection 
Fires 
None not sure 

7 

7 
7 
6 

6 

4 

4 
3 
3 
3 
7 

4 

11 
10 
10 

5 

11 

5 
10 
3 
6 

10 

8 

5 
13 
4 

10 

7 
2 
3 
3 

10 

8 

6 
5 
5 

5 

3 

4 
2 
3 
3 
6 

sidewalks 11 7 3 13 
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Availability in this Neighborhood of Housing How Own Apartment Building/House 
That Would Meet the Needs of a Family Compares with Buildings/Houses Near Here 
Like Yours 

Better About Worse It De
5 or Than the Than pends Not 

1-2 3-4 More Most Same Most (voL) Sure 
Fam- Fam- Fam- % % % % % 

Total lIy lIy lIy Total Occupants 36 43 10 3 8 
Occu-Mem· Mem- Mem- Mid- Total 235 Mort-
pants bers bers bers East west South West gage Subsidy 25 66 7 1 

% % % % % % % % 235 new 25 67 7 1 
Adequate 68 76 69 57 59 78 75 57 235 existing 25 64 7 2 2 
Barely Total 236 

ade- Rent Subsidy 35 41 12 2 10 
quate 13 9 12 20 11 15 13 19 236 limited 

Not dividend 34 41 12 2 11 
ade 236 nonprofit 38 37 13 3 9 
quate 16 13 15 20 27 5 10 18 

Total Public Housing 38 41 10 3 8Not sure 3 2 4 3 3 2 2 6 
Conventional 

public 39 41 9 3 8 
Leased public 27 45 14 3 11 

Rating of Neighborhood as a Place to Live 

Pretty Only 
Excellent Good Fair Poor Positive Negative 

% % % % % % 

Total Occupants 11 41 36 12 52 48 

Total 235 Mortgage Subsidy 21 51 23 5 72 28 
235 new 22 51 22 5 73 27 
235 existing 20 52 23 5 72 28 

Total 236 Rent Subsidy 16 50 28 6 66 34 
236 limited dividend 16 52 27 5 68 32 
236 nonprofit 17 46 30 7 63 37 

Total Public Housing 9 36 40 15 45 55 
Conventional public 9 35 41 15 44 56 
Leased public 14 43 33 10 57 43 

Lenth of Time in Public Housing 
Less than 3 years 11 24 47 18 35 65 
Three years or more 8 42 37 13 50 50 

Under $3,000 8 43 35 14 51 49 
$3,000 to $5,999 14 37 36 13 51 49 
$6,000 and over 13 38 41 8 51 49 

$4,000 to $6,999 
235 22 52 24 2 74 26 
236 14 59 23 4 73 27 
Public housing 10 28 47 15 38 62 

White 18 40 31 11 58 42 
Black 8 42 38 12 50 50 
Black 

235 22 43 27 8 65 35 
236 15 51 31 3 66 34 
Public housing 6 40 40 14 46 54 

1-2 family members 15 45 31 9 60 40 
3-4 family members 8 37 38 17 45 55 
5 or more family members 10 35 42 13 45 55 
Inside central cities 10 40 38 12 50 50 
Outside central cities 18 40 27 15 58 42 
East 9 24 48 19 33 67 
Midwest 18 36 34 12 54 46 
South 11 57 28 4 68 32 
West 10 42 29 19 52 48 
Under 30 years 11 41 35 13 52 48 
30 to 49 years 10 36 39 15 46 54 
50 years and over 13 44 34 9 57 43 

• 
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Rating of Government Services in this Neighborhood 

Total 235 Mortgage 
Total Occupants Subsidy Total 236 Rent Subsidy Total Public Housing Inside Central Cities Outside Central Cities 

Not Not Not Not Not Not 
Posl- Nega- Avail- Not Posl- Nega- Avail- Not Posl- Nega- Avail- Not Posl- Nega- Avail- Not Posl- Nega- Avall- Not Posl- Nega- Avall- Not 
tive tive able Sure tive tive able Sure live live able Sure tive tive able Sure tive tive able Sure live tive able Sure 
% % % % % % % % % % % % % % % % % % % % % % % % 

Fire protection 79 16 1 4 74 16 1 9 80 13 6 81 16 3 78 17 4 1 81 14 1 4 
Garbage collection 75 21 2 2 75 21 3 1 83 16 1 75 21 2 2 76 21 2 1 77 16 1 6 
Street lighting 64 34 2 60 34 6 77 22 61 37 1 1 60 37 2 1 76 22 2 
Public schools 55 29 16 66 28 1 5 56 22 22 54 30 16 55 30 15 62 20 18 
Public transportation 54 37 5 4 37 37 21 5 44 40 12 4 59 36 2 3 58 35 4 3 36 47 12 5 
Police protection 54 41 4 1 66 30 1 3 68 25 1 6 46 50 4 52 43 1 4 66 29 5 
Street repairs 51 44 1 4 50 44 1 5 56 38 1 5 51 44 1 4 49 46 1 4 60 34 1 5 
Health services and clinics 51 29 10 10 43 22 20 15 43 28 13 16 55 30 7 8 52 29 9 10 52 26 12 10 
Public housing projects 48 38 5 9 31 19 26 24 54 31 4 11 50 43 1 6 47 41 4 8 50 26 10 14 
Housing inspection and code 

enforcement 38 38 5 19 33 34 6 27 40 31 5 24 39 40 5 16 39 38 5 18 39 35 4 22 
Parks and playgrounds 37 50 8 5 32 41 23 4 32 53 10 5 38 51 5 6 38 50 7 5 30 49 12 9 
City social services 29 25 12 34 20 16 19 45 20 20 13 47 32 29 10 29 29 28 11 32 31 13 16 40 
Welfare centers 28 27 13 32 18 20 23 39 22 19 17 42 32 30 10 28 29 29 11 31 28 15 22 35 
Recreation for young people 27 49 10 14 21 50 20 9 23 51 13 13 29 49 7 15 28 50 13 9 22 43 12 23 
Programs for the elderly 26 26 16 32 14 13 21 52 19 21 17 43 30 29 15 26 27 26 15 32 22 24 17 37 
Child care centers 26 28 12 34 20 22 23 35 30 26 15 29 27 29 9 35 28 30 11 31 22 16 17 45 
Drug addict treatment services 14 22 14 50 14 13 14 59 15 14 17 54 15 25 13 47 13 24 14 49 20 7 14 59 
Narcotics control 14 26 11 49 19 12 9 60 20 19 10 51 13 30 12 45 13 30 11 46 18 9 11 62 

• Less than 0.5 percent. 
Note: Positive = "excellent" + "pretty good," negative "only fair" + "poor." 
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Section IV: What the Occupants Think 
About the Programs 

Monthly rents paid by public housing occu
pants are considerably lower than the national 
norm for apartment renters. The mean gross rent 
paid by public housing tenants is $60 monthly, 
compared with $134 nationwide. The average 
monthly rent paid in leased public housing is 
somewhat higher ($75), compared with $59 for 
conventional public housing. 

Gross rents for Section 236 rent subsidy oc
cupants is somewhat higher: $122 per month. 
Occupants of limited dividend 236 housing pay 
somewhat more per month ($125), compared 
with $111 in nonprofit 236 housing. 

Monthly payments for 235 mortgage subsidy 
houses average $153 (including utilities). Pay
ments are slightly higher for new houses ($157) 
than for existing ones ($150). 

Average rent or mortgage payment figures 
conceal substantial differences in rents or pay
ments made by different groups of people. In 
most cases, however, these rent or payment dif
ferences are related to the type of housing lived 
in by these groups. The under-$3,000 income 
group averages monthly rents or payments of 
only $47, compared with $139 for the $6,000 and 
over group. The less affluent are likely to be 
concentrated in public housing (where the aver
age annual income is $3,200), while the more af
fluent have a better chance of living in 235 or 
236 housing (where the mean incomes are 
$6,700 and $5,600, respectively). 

White occupants average a higher monthly 
housing expense ($90) than do blacks. Again, 
however, rents and payments are directly re
lated to the type of housing these groups live in. 
While majorities of 235 and 236 housing occu
pants (where rents and payments are higher) are 
white, majorities of public housing tenants are 
black. Similarly, rents tend to be lower inside 
central cities, in the East and in the South, 
where the ratio of public housing tenants to 235 
and 236 occupants in highest. 

While the absolute dollar amounts paid in 
rents and mortgage payments vary substantially 
from one type of subsidized housing to another, 
the rent burden (that is, the relationship of gross 
rent or payments to total income) assumed by 
different groups does not vary significantly. 
While public housing tenants pay substantially 
less per month than 236 occupants and 235 
homeowners, their rent burden (26 percent) is 
not much lower than that assumed by 235 home
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owners (29 percent) and 236 occupants (29 per
cent). 

Rent burden tends to vary somewhat by 
total income, however, with the poor paying a 
larger portion of their income on rent than the 
more affluent. The under $3,000 group pays an 
average of 32 percent of its income on housing, 
while the $6,000 and over group expends 21 per
cent of its income on living accommodations. 

All in all, subsidized housing occupants are 
satisfied with their current expenditures on hous
ing. Nearly three out of four occupants surveyed 
(73 percent) feel that the rent or mortgage pay
ments they pay are "about right" for what they 
get, while another 6 percent went so far as to 
say that their housing costs were too low for 
what they get. Only one in five occupants felt 
that their rent or mortgage payments were "too 
high" (7 percent said "much too high," 13 per
cent "a little too high"). 

Observation: Few areas emerge in Harris 
surveys these day~ where people are convinced 
that they are getting a good buy for their money. 
In terms of value, subsidized housing occupants 
recognize that they are getting a good deal. 

Are the Owners Making Money from These 
Buildings? 

The results revealed some real ignorance on 
the part of some people about who owns their 
apartment building or house. While 52 percent of 
236 rent subsidy occupants said that they know 
who owns their building, 40 percent did not 
know and 8 percent were not sure. Seventy per
cent of public housing tenants said they knew 
who owned their building, while 22 percent did 
not know and 8 percent were not sure. 

When asked specifically who owns their 
building, those who professed knowledge of 
ownership were not always right. 

• Fifty-five percent of 236 limited dividend 
occupants attributed ownership to a profitmaking 
organization and 17 percent to an individual, 
while 11 percent said the Federal Government, 5 
percent a nonprofit organization, 1 percent some 
other owner, and 11 percent turned out to be un
sure. 

• Thirty-four percent of 236 nonprofit occu
pants said their building was owned by a non
profit organization, while 22 percent said a 
profitmaking organization, 16 percent the Federal 
Government, 4 percent the city or city housing 
authority, 1 percent an individual, 9 percent 
some other owner, and 14 percent unsure. 



• Forty-two percent of conventional public 
housing tenants said their building was owned 
by the Federal Government and another 42 per
cent said it was owned by the city or city 
housing authority. Another 6 percent of those 
surveyed, however, felt it was owned by a profit
making organization, 1 percent by an individual, 
1 percent by a nonprofit organization, 4 percent 
by some other owner, and 4 percent were not 
sure. 

• Sixty-eight percent of leased public 
housing occupants said that their building was 
owned by an individual, while 12 percent said a 
profitmaking organization. Nine percent felt that 
their building was owned by the city or city 
housing authority, however, while 1 percent said 
a nonprofit organization, 2 percent the Federal 
Government, 5 percent some other owner, and 3 
percent were not sure. 

Sixty-five percent of 236 limited dividend oc
cupants feel that the owner of their building is 
making money by owning their building (30 per
cent said "making a lot of money," 35 percent 
"making some, but not a lot"), while 8 percent 
felt the owner was "breaking even," 4 percent 
felt he was "losing money" and 23 percent were 
not sure. 

Forty-three percent of 236 nonprofit housing 
occupants feel that the owner of their building is 
making money (18 percent "making a lot of 
money," 25 percent "making some, but not a 
lot"), while 21 percent feel that he is "breaking 
even," 8 percent that he is "losing money," and 
28 percent are "not sure." 

Two out of five tenants of leased public 
housing (39 percent) said that their landlord was 
making money by owning their building (18 per
cent felt he was "making a lot of money," 21 
percent "making some, but not a lot"). Twelve 
percent felt that their owner was "breaking 
even," 11 percent "losing money," while 38 per
cent were "not sure." 

Interestingly enough, tenants of conventional 
public housing share the feelings of leased pub
lic housing occupants on whether or not the 
owner of their building is making money: 40 per
cent of conventional housing tenants feel that 
their owner is in the black (18 percent said 
"making a lot of money," 22 percent "making 
some, but not a lot"), while 12 percent feel that 
he is "breaking even," 10 percent that he is 
"losing money" and 38 percent "not sure." 

While tenants of subsidized housing feel 
that they get good value now for their money, 

they are reluctant to accept any increase in rent, 
even if it is just to cover increasing maintenance 
costs. "With the cost of living rising," tenants 
were reminded, "the cost of maintaining housing 
is going up too. Do you think it is fair or unfair 
for tenants' rents to go up to cover the increase 
in the costs of maintaining the housing?" Occu
pants of 236 rent subsidy housing (45-37 per
cent) and public housing tenants (by 50-26 per
cent) felt that such rent increases were "unfair". 

Experience with the Subsidy· Program 

Subsidized housing occupants have good 
things to say about the subsidized housing pro
gram. By 79-13 percent, their own experience 
with the subsidy program has been satisfactory 
(a 52 percent majority said "very satisfactory," 
while 27 percent said "somewhat satisfactory"). 
Satisfaction with the program is slightly higher 
among 235 homeowners (86-11 percent satisfac
tory) and 235 rent subsidy occupants (84-11 per
cent satisfactory) than among publ ic housing 
tenants, although the latter give the subsidy pro
gram a strong 77-14 percent endorsement. 

Tenants of leased public housing are even 
more satisfied with the subsidy program than 
conventional public housing tenants. An over
whelming 90 percent of leased housing tenants 
have had satisfactory experience with the sub
sidy program, compared with 76 percent of con
ventional housing renters. Once again, satisfac
tion within specific groups largely reflects the 
kind of housing they tend to occupy; for this rea
son, satisfaction is slightly lower among those 
groups with heavy concentration in public hous
ing: blacks, people inside central cities, people 
in the East and the South. Moreover, the under

·30 group tend to be somewhat less satisfied with 
the program than their elders. 

Observation: While tenants of all public 
housing are by and large pleased with the sub
sidy program, leased public housing-which 
deghettoizes public housing tenants-is the pre
ferred approach. 

Subsidized housing occupants explained 
why their experience has been satisfactory or 
unsatisfactory: 

Section 235 homeowners who are satisfied 
with the program gave the following reasons: 
"You pay what you can afford, according to your 
income; the government pays the rest; I couldn't 
own house without the subsidy" (40 percent of 
235 homeowners), "I like it; it has helped us" 
(20 percent), "good program management; gov
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ernment doesn't hassle us" (9 percent), "the 
government pays promptly" (3 percent) and 
"larger space, more rooms" (2 percent). The mi
nority who were dissatisfied complained that 
"payments increase with income; you can't get 
ahead" (11 percent), "bad, slow maintenance; 
can't afford repairs ourselves" (7 percent), "poor 
construction, quality" (4 percent), and "too much 
government interference" (4 percent). 

Satisfied 236 rent subsidy occupants ex
plained that "you pay what you can afford, ac
cording to your income; government pays the 
rest; I couldn't live here without the subsidy" (25 
percent); living there is "inexpensive, cheap for 
what you get" (20 percent); "nice, decent, com
fortable apartment" (17 percent); and "I like it; it 
has helped us" (16 percent). The minority whose 
experience has been unsatisfactory complained 
of "rent too high" (10 percent), "bad maintenance 
service" (8 percent) and "inequitable, confusing 
rent requirement" (4 percent). 

Public housing tenants who have had satis
factory experience with the program gave rea
sons similar to those of 235 occupants: "you pay 
what you can afford, according to your income; 
government pays the rest; I couldn't live here 
without the subsidy" (27 percent); "inexpensive, 
cheap for what you get" (19 percent); "nice, de
cent, comfortable apartment" (12 percent); and 
"I like it; it has helped us" (11 percent). The mi
nority less satisfied mentioned "bad maintenance 
service" (9 percent), "rent too high" (6 percent), 
and "crime" (3 percent). 

Observation: The economics of subsidized 
housing are clearly its strongest selling point 
among all groups of occupants. Without the sub
sidies, large numbers of people feel, they would 
not be able to afford comparable housing. 

By 64-17 percent, occupants of subsidized 
housing agree that the subsidy program is well 
run. Again, leased public housing tenants (by 
77-14 percent) are more favorable about the way 
the program is run than are conventional tenants 
(by 61-18 percent). The way the program is run 
is criticized most in the East, although subsi
dized housing occupants in the East (by 52-27 
percent) still feel that the program is basically 
well run. 

By 79-11 percent, occupants of federally 
subsidized housing feel that the subsidy program 
"really helps meet the housing needs of the peo
ple in the program." An overwhelming 89 per
cent of leased public housing tenants feel this 
way, compared with 76 percent of conventional 
public housing occupants. Once again, while the 

vast majority of people in all regions feel the 
program really helps, Easterners are slightly 
more skeptical. (By 71-17 percent, people in the 
East feel the program really meets occupants' 
housing needs.) 

Not only do occupants feel that the subsidy 
program really helps; moreover, they are satis
fied with the amount of subsidy they received. 
While 8 percent feel that the subsidy is "too 
low," 66 percent feel it is "about right." One in 
10 occupants (10 percent) went so far as to say 
that their amount of subsidy was "too high." 

There is some uncertainty on the part of oc
cupants as to who actually pays their subsidy. 
Eighty percent of 235 mortgage subsidy home
owners said that the Federal Government helps 
keep their mortgage payments down, while 2 
percent said State and 18 percent were not sure. 
Sixty-eight percent of 236 occupants feel their 
subsidy comes from the Federal Government, 
while 5 percent said State, 1 percent local and, 
26 percent were not sure. Uncertainty was great
est among public housing tenants: while 48 per
cent said the Federal Government helps keep 
their rent down, 9 percent said State, and 7 per
cent local, 36 percent of the tenants did not 
know who paid their subsidies. 

While subsidized housing occupants appar
ently see themselves as the principal beneficiar
ies of the program, when asked to volunteer 
"other people who benefit from the program," 
few people were able to respond (5 percent said 
landlord, 4 percent local merchants, 4 percent 
the retired or elderly, 4 percent the poor, low in
come groups). When presented with a structured 
question suggesting certain people who might 
benefit, occupants were more able to recognize 
that the programs had other beneficiaries as 
well: 

• Among 235 homeowners, 74 percent felt 
that builders benefit, 71 percent that rental agen
cies benefit, and 62 percent that banks and other 
lenders benefit from the subsidy program. 

• Among 236 rent subsidy occupants, 61 
percent felt that builders gain from the program, 
45 percent felt that landlords benefit, 43 percent 
that banks and other lenders benefit, and 36 per
cent that rental agencies benefit. 

• Public housing tenants were less likely 
to see the benefits of others in their subsidy 
program. Thirty-one percent of these tenants felt 
that builders benefit, 24 percent banks and other 
lenders, 22 percent landlords, and 20 percent 
rental agencies. 

1424 



Support for Housing Allowances 

By 74-25 percent, State and local govern
ment officials approved the introduction of hous
ing allowances for low income families. The 
American public was somewhat more divided on 
the subject of housing allowances, although they 
favored such a program by 50-35 percent. The 
likely recipients of housing allowances have dif
ferent thoughts on the matter, however. "Sup
pose that, instead of subsidizing this housing, 
the government made a direct payment of the 
same amount to you," subsidized housing occu
pants were asked. "You would have to spend it 
on housing, but would be able to spend it on 
any housing you chose that met minimum hous
ing code standards. Would you prefer such an 
arrangement or not?" By 50-35 percent (an 
exact flip-flop of public opinion), occupants of 
subsidized housing would not prefer such anar
rangement. Those most opposed are the lowest 
income group and the elderly: by 56-29 percent, 
the under-$3,OOO group would not prefer housing 
allowances while the 50 years of age and older 
group opposed it by 64-21 percent. 

Reasons for preferring the current subsidy 
program include: "I'm satisfied with the way it 
is; like the place, arrangement I have" (20 per
cent); "I couldn't find any place as nice, better 
for same money now paid" (17 percent); "it 
would be too much responsibility for me; it's 
easier to let the government, housing authority 
handle it" (9 percent); "money might be spent 
unwisely; people might not use it for housing" (9 
percent); "I'm afraid my rent, payments would go 
up" (4 percent); and "this way I know I can live 
within my budget" (1 percent). 

The 35 percent of occupants who favored 
housing allowances gave these reasons: "I 
would have a choice; could live wherever I 
wanted, find better housing, move when I liked" 
(25 percent) ; "I could live in another, better 
neighborhood" (7 percent); "I could live in a 
house instead of an apartment" ( 4 percent); "I 
could get a better place for the children, have a 
yard to play in" (3 percent) ; "find nicer, different 
neighbors" (2 percent) ; "would get larger house, 
apartment" (2 percent); "would pay less, have 
better deal" (2 percent); "could own instead of 
rent" (1 percent); and "could live in the country, 
on the land" (1 percent). 

Observation: While direct housing allow
ances may be a popular idea among State and 
local government officials, those who would re
ceive the payments are largely opposed to this 

arrangement. Satisfied with their present housing 
deal, they are afraid to rock the boat in any way. 

Possible Changes in the Subsidy Program 

Finally, occupants of subsidized housing 
were asked whether the subsidy program should 
be changed in any way. While 49 percent felt 
that no change was necessary and 25 percent 
were not sure, 26 percent felt that the program 
should be changed. Suggestions for change 
were most plentiful among 235 homeowners (35 
percent felt the program should be changed) and 
236 rent subsidy occupants (36 percent said it 
should be changed). 

Those who favored change in the program 
suggested possible changes to make: 

Section 235 homeowners felt that they 
"shouldn't raise payments so fast, should con
sider individual needs first" (16 percent); that 
they should have "more control over builders, 
contractors" (14 percent); that there should be 
"closer supervision, restrictions on who gets 
subsidies" (14 percent); that they should "make 
repairs or loans to maintain the property" (13 
percent); that they should "help more poor, un
employed people who need it" (10 percent); and 
that there should be "lower payments, higher 
subsidies" (9 percent). 

Section 236 occupants feel primarily that 
there should be "lower rents, higher subsidies" 
(17 percent); that they should "make repairs, 
loans to maintain the property" (14 percent); that 
there should be "closer supervision, restriction 
on who gets subsidies" (14 percent); that they 
"should pay more attention to individual needs 
when setting rents" (13 percent); that they 
should "change the management, people in 
rental office" (13 percent); that they should 
"help more poor, unemployed people who need 
it" (11 percent); that they should not "raise rents 
so fast; should consider individual needs first" (7 
percent); and that they should have "more con
trol over builders, contractors" (7 percent). 

Public housing tenants made two important 
requests: that they "make repairs, loans to main
tain the property" (25 percent) and that they 
have "lower rents, higher subsidies" (20 per
cent). In addition, they would like to have 
"closer supervision, restrictions on who gets 
subsidies" (8 percent); that they should "pay 
more attention to individual needs when setting 
rents" (6 percent); and that they "change man
agement, people in rental office" (6 percent). 
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Observation: By and large, subsidized hous
ing occupants feel that no changes are neces
sary in the subsidy program. Those who would 
welcome change are largely interested in lower 
rents or payments or slower increase in costs. 
That majorities (as noted earlier in this section) 
approved the amount of the subsidies suggests 
that this is not a very serious problem. 

As documented by earlier findings, mainte
nance remains a problem for many subsidized 
housing occupants. Section 235 homeowners 
might welcome loans to maintain their property 
and ask that there be more control over contrac
tors and builders. These requests only document 
their earlier complaints about the quality of con-

Gross Monthly Rent/Payments 

Mean 
$ 


Total Nation 

(Base: Rent house/ apartment) 134 

Total Occupants 80 


Total 235 Mortgage Subsidy 153 

235 new 157 

235 existing 150 


Total 236 Rent Subsidy 122 

236 limited dividend 125 

236 nonprofit 111 


Total Public Housing 60 

Conventional public 59 

Leased public 75 


Length of Time in Public Housing 

Less than 3 years 60 

Three years or more 60 


Under $3,000 47 

$3,000 to $5,999 91 

$6,000 and over 139 

$4,000 to $6,999 


235 144 

236 125 

Public housing 84 


White 90 

Black 
 73 

Black 


235 149 

236 
 125 

Public housing 61 


1-2 family members 55 

3-4 family members 95 

5 or more family members 98 

Inside central cities 
 76 

Outside central cities 
 101 

East 
 72 

Midwest 
 96 

South 
 72 

West 
 99 

Under 30 years 106 

30 to 49 years 93 

50 years and over 53 


struction. Maintenance problems seem to afflict 
public housing most of all. Provisions for good 
maintenance service should be built into any 
planning for public housing. 

All in all, subsidized housing occupants see 
the subsidy program in a very favorable light. As 
far as it has gone, the program appears to have 
been very successful in providing low cost hous
ing to low income families. The problem as seen 
by the occupants is largely one of not having 
gone far enough. 

Rent Burden (Gross Rent/Payments as a 
Percentage of Annual Income) 

Mean 

% 


Total Occupants 27 

Total 235 Mortgage Subsidy 29 


235 new 28 

235 existing 30 


Total 236 Rent Subsidy 29 

236 limited dividend 29 

236 nonprofit 29 


Total Public Housing 26 

Conventional gublic 26 

Leased public 29 


Length of Time in Public Housing 

Less than 3 years 27 

Three years or more 30 


Under $3,000 32 

$3,000 to $5,999 25 

$6,000 and over 21 

$4,000 to $6,999 


235 32 

236 27 

Public housing 19 


White 26 

Black 28 

Black 


235 33 

236 29 

Public housing 27 


1-2 family members 29 

3-4 family members 26 

5 or more family members 26 

Inside central cities 27 

Outside central cities 26 

East 23 

Midwest 29 

South 30 

West 28 

Under 30 years 28 

30 to 49 years 26 

50 years and over 27 
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Whether Rent/Mortgage is Too Whether the Owner is Making Money by 
High for What You Get Here Owning This Building/House 

(Base : 236 and public housing occupants only) 
Much A Little 
Too Too About Not 

236 Rent Subsidy Public HousingHigh High Right Low Sure 

% % % % % 
 236 236 Conven-

Limited Non- tionaI LeasedTotal Occupants 7 13 73 6 
Dividend profit Public Public 

Total 235 Mortgage % % % %
Subsidy 10 15 67 1 1 

Making a lot of money 30 18 18 18235 new 8 14 70 7 1 
Making some, but not235 existing 12 16 62 8 2 

a lot 35 25 22 21 
Total 236 Rent Subsidy 9 14 68 9 Breaking even 8 21 12 12 

236 limited dividend 8 14 69 9 Losing money 4 8 10 11 
236 nonprofit 11 15 64 9 Not sure 23 28 38 38 

Total Public Housing 7 13 73 5 2 

Conventional public 7 13 73 5 2 

Leased public 4 10 76 8 2 


Under $3,000 5 11 76 7 1 
$3,000 to $5,999 10 15 69 5 1 
$6,000 and over 11 17 65 6 1 Whether It's Fair for Tenants' Rents to Go up 

to Cover Increase in Maintenance Costs 
• Less than 0.5 percent. (Base : 236 and public housing occupants only) 

Total Total Total 
Occu- 236 Rent Public 
pants Subsidy Housing 

% % %
Whether Know Who Owns This Apartment Fair 27 37 26
Building/House Unfair 50 45 50 
(Base : 236 and public housing occupants only) It depends (vol .) 16 14 16 

Not sure 7 4 8 

Total Total Total 

Occu- 236 Rent Public 

pants Subsidy Housing 


% % % 
Know who owns this Whether Subsidy Program is Well Run or Not 

building/house 67 52 70 
Don't know 25 40 22 

Not
Not sure 8 8 8 Well Well Not 

Run Run Sure 
% % % 

Total Occupants 64 17 19 

Total 235 Mortgage Subsidy 68 16 16 
235 new 71 14 15

Who Owns This Building/House 235 existing 66 17 17 
(Base: 236 and public housing occupants who said they Total 236 Rent Subsidy 69 18 13 
"know who owns this building/house " ) 236 limited dividend 69 18 13 

236 nonprofit 68 18 14 

236 Rent Subsidy Public Housing Total Public Housing 63 17 20 
236 236 Conven- Conventional public 61 18 21 

Limited Non- tional Leased Leased public 77 14 9 
Dividend profit Public Public East 52 27 21 

% % % % Midwest 68 12 20 
Individual 17 68 South 70 11 19 
Profit making West 73 18 9 

organization 55 22 6 12 

Nonprofit organization 5 34 1 1 

Federal government 11 16 42 2 

The city or city housing 

authority 4 42 9 

Other 1 9 4 5 

Not sure 11 14 4 3 
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Own Experience with the Subsidy Program 

Only 
Very Somewhat Slightly Not At All Not 
Satis- Satis- Satis- Satis- Not Satis- Satis

factory factory factory factory Sure factory factory 
% % % % % % % 

Total Occupants 52 27 7 6 8 79 13 
Total 235 Mortgage Subsidy 61 25 6 5 3 86 11 

235 new 60 27 5 4 4 87 9 
235 existing 62 24 7 5 2 86 12 

Total 236 Rent Subsidy 55 29 7 4 5 84 11 
236 limited dividend 54 30 7 4 5 84 11 
236 nonprofit 55 27 7 6 5 82 13 

Total Public Housing 50 27 7 7 9 77 14 
Conventional public 49 27 8 7 9 76 15 
leased public 64 26 5 4 1 90 9 

length of Time In Public 
Housing 

less than 3 years 52 26 6 8 8 78 14 
Three years or more 50 27 8 6 9 77 14 

Under $3,000 57 22 6 5 10 79 11 
$3.000 to $5,999 52 30 8 7 3 82 15 
$6,000 and over 41 31 10 8 10 72 18 
$4,000 to $6,999 

235 61 26 5 3 5 87 8 
236 55 29 7 4 5 84 11 
Public housing 41 32 11 9 7 73 20 

White 62 24 6 4 4 86 10 
Black 45 30 8 7 10 75 15 
Black 

235 53 29 6 6 6 82 12 
236 41 38 9 5 7 79 14 
Public housing 44 30 8 7 11 74 15 

1-2 family members 61 23 6 3 7 84 9 
3-4 family members 45 31 6 8 10 76 14 
5 or more family members 48 29 9 8 6 77 17 
Inside central cities 51 27 7 7 8 78 14 
Outside central cities 58 28 7 3 4 86 10 
East 42 28 12 10 8 70 22 
Midwest 59 31 3 3 4 90 6 
South 56 22 6 5 11 78 11 
West 56 33 5 5 1 89 10 
Under 30 years 
30 to 49 years 
50 years and over 

48 
45 
62 

27 
33 
21 

7 
8 
7 

12 
6 
2 

6 
8 
8 

75 
78 
83 

19 
14 
9 

~-- -- 
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Subsidy Program 

Total 235 

Mortgage 

Subsidy 


% 
Satisfactory Experience 

Pay what you can afford, according to your 
income; government pays the rest; couldn't 
own house without subsidy 40 

Like it, it has helped us 20 
Good program management; government 

doesn't hassle us 9 
Government pays promptly 3 
Larger space, more rooms 2 
All other answers 2 

Unsatisfactory Experience 
Payments increase with Income; can't get 

ahead 11 
Bad, slow maintenance; can't afford repairs 

ourselves 7 
Poor construction, quality 4 
Too much government interference, red tape, 

forms 4 
Government should screen applicants more 

effectively 1 
Too restrictive on choice of house 1 
All other answers 2 

Don't know 3 

Note: Total comes to more than 100 percent, since some 
occupants volunteered more than one reason. Percent
ages are based on the total number of people who re
ported either satisfactory or unsatisfactory experiences. 

Whether Subsidy Program Really Helps Meet 
the Housing Needs of People in the Program 

Does 
Really Not Not 
Helps Help Sure 

% % % 
Total Occupants 79 11 10 

Total 235 Mortgage Subsidy 86 6 8 
235 new 86 3 11 
235 existing 86 8 6 

Total 236 Rent Subsidy 85 8 7 
236 limited dividend 86 7 7 
236 nonprofit 84 11 5 

Total Public Housing 77 12 11 
Conventional public 76 12 12 
Leased public 89 6 5 

East 71 17 12 
Midwest 89 5 6 
South 79 8 13 
West 88 8 4 

•Reasons Behind Experience with the Reasons Behind Experience with the 
Subsidy Program 

Total 
Occu
pants 

% 
Satisfactory Experience 

You pay what you can 
afford, according to 
your income; govern
ment pays the rest; 
couldn't live here 
without subsidy 23 

Inexpensive; cheap 
for what you get 17 

Nice, decent; comfort
able apartment 11 

Like it; has helped us 10 
Good maintenance 

service 4 
Larger space, 

more rooms 2 
Rent includes utilities, 

everything 2 
Good, quiet 

neighborhood 
Good for children 
Good management 
Good, convenient 

location 
Get apartment quickly, 

no wait 
All other answers 2 

Unsatisfactory Experience 
Bad maintenance 

service 8 
Rent too high 6 
Inequitable, confusing 

rent requi rement 2 
Crime 2 
Poor construction, 

quality 
Not enough room, space 
Unfriendly neighbors 
No place for kids 

to piay 
Trouble getting apart

ment, waiting list 
All other answers 7 

Don't know 11 

• Less than 0.5 percent. 

Total 
236 
Rent 

Subsidy 
% 

25 

20 

17 
16 

5 

4 

5 

3 
2 
2 

1 
3 

8 
10 

4 

2 

1 
9 
7 

Total 
Public 

Housing 
% 

27 

19 

12 
11 

5 

2 

1 
1 
2 

2 

9 
6 

1 
3 

1 
1 
1 

8 
13 
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Whether Amount of the Sl$sidy tor this Which Level of Government Helps Keep Your 
Housing is Too High or Too Low Mortgage Payments/Rent Down? 

Total Total 
235 Total 235 Total 

Total Mort- 236 Total Total Mort- 236 Total 
Occu- gage Rent Public Occu- gage Rent Public 
pants Subsidy Subsidy Housing pants Subsidy Subsidy Housing 

% % % % % % % % 
Too high 10 9 11 10 Federal 56 80 68 48 
Too low 8 12 11 6 State 7 2 5 9 
About right 66 72 68 66 Local 5 1 7 
Not sure 16 7 10 18 Not sure 32 18 26 36 

"Less than 0.5 percent. 

Extent to Which Others Benefit from 
Other People who Benefit from SubsidySubsidy Programs 
Program Aside from People Who Live 
in the Subsidized Housing Total 

(Volunteered)235 Total 

Total Mort- 236 Total 


TotalOccu- gage Rent Public 
235 Totalpants Subsidy Subsidy Housing 

Total Mort- 235 Total% % % % 
Occu- gage Rent Public

Banks and Other pants Subsidy Subsidy Housing
Lenders .% % % %

Benefit 31 62 43 24 

Don't benefit 16 12 18 15 
 Landlord, owner 5 4 8 5 

Not sure 53 26 39 61 Merchants, local 
stores 4 4 7 3

Builders 
Retired, elderly 4 3 4 5Benefit 40 74 61 31 Poor, low income, Don't benefit 12 9 11 13 welfare people 4 5 3 4

Not sure 48. 17 28 56 Workers-
Rental Agencies construction,

Benefit 28 71 36 20 plumbers,
Don't benefit 24 11 32 25 maintenance 3 4 3 2 
Not sure 48 18 32 55 Mortgage companies 2 6 1 1 

Land lords (Base: Realtors 2 11 1 
236 and public Builders, contractors, 
housing occupants supply companies 2 11 4 
only) Government 1 3 3 

Benefit 26 45 22 People with 

Don't benefit 24 25 24 children, families 

Not sure 50 30 54 Young people, 


newlyweds 
Note: Benelit - benelits "a great deal" + "some but not Everyone else in 

a great deal," don't benelit = benelits "only a little" + community 2 7 4 1 
"not at all." No one 12 7 15 13 

All the people 
who live there 4 3 6 4 

All other answers 4 3 6 4 
Don't know 57 46 47 61 

"Less than 0.5 percent. 
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Reasons Behind Preferences for Housing Preference for Housing Allowance 
Allowance or Subsidy or Subsidies 

Total Would 
235 Total Prefer 

Mort 236 Total Direct 
Total gage Rent Public Payment 
Occu- Sub- Sub- Hous of Same 
pants sidy sidy ing Amount as 

% % % % Subsidy, 
Would Prefer Direct To be 
Payments 

Would have a 

Spent 
On Any 

choice; could live 
wherever wanted, 
find better housing, 
move when liked 25 22 28 24 

Housing 
You Chose 
That Met 
Minimum 

Would Not 
Prefer 

Such An 

Could live in 
another, better 
neighborhood, 

Housing 
Code 

% 

Arrange
ment 
'% 

Not 
Sure 

% 

location 7 7 4 7 Total Occupants 35 50 15 
Could live in a Total 235 

house instead of 
an apartment 

Could get place 
better for children, 

4 8 4 
Mortgage Subsidy 

Total Rent Subsidy 
Total Public Housing 

31 
42 
35 

54 
48 
49 

15 
10 

16 
have yard to play in 3 2 3 Under $3,000 29 56 15 

Could find nicer, $3,000 to $5,999 41 48 11 
different neighbors 2 2 2 $6,000 and over 39 41 20 

Could get larger 
house, apartment 

Could pay less, have 
better deal 

2 

2 3 

2 

5 

2 
1-2 family members 
3-4 family members 
5 or more family 

members 

23 
41 

45 

65 
44 

37 

12 
15 

18 
Could own instead 

of renting 
Could live in the 

country, on the land 
All other answers 

1 
4 

2 
4 

1 
4 

1 
3 

East 
Midwest 
South 
West 

35 
36 
32 
44 

54 
56 
45 
43 

11 
8 

23 
13 

Would Not Prefer Direct 
Payments 

Satisfied with way it 

Under 30 years 
30 to 49 years 
50 years and over 

42 
46 
21 

43 
39 
64 

15 
15 
15 

is; like the place, 
arrangement I have 20 20 16 21 

Couldn't find any 
place as nice, 
better for same 
money I pay 
now 17 7 10 21 

Whether Subsidy Program Should Be 
Changed in Any Way 

Would be too much 
responsibility for me ; 
It's easier to let 
government, housing 
authority handle it 

Money might be spent 
unwisely; people 
might not use it 
for hOlJsing 

Afraid my rent, 

9 

9 

14 

19 

14 

15 

7 

7 

Should be changed 
No change necessary 
Not sure 

Total 
Occu
pants 

% 
26 
49 
25 

Total 235 Total 
Mort 236 Rent 
gage Sub-

Subsidy sidy 
% % 

35 36 
49 52 
16 12 

Total 
Public 
Hous

ing 
% 
23 
48 
29 

payments would 
go up 4 2 3 5 

This way I know I can 
live within my 
budget, pay all 
my bills 1 2 2 1 

All other answers 3 4 5 3 
Don't know 9 8 4 11 

• Less than 0.5 percent. 
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Ways in Which Subsidy Program Should Be Changed 
(Base: Feel program "should be changed") 

Total 
Occu
pants 

% 

Should make repairs, loans to maintain property 21 

Lower payments, rents; higher subsidies 18 

Closer supervision of, restrictions on, who get subsidies 11 

Should pay more attention to individual needs when setting rents, payments 9 

Shouldn't raise costs, payments so fast; should consider Individual needs first 7 

Have more control over builders, contractors 7 

Change management, people In rental office 7 

Should help more poor, unemployed people who need it 6 

Should equalize rents; unfair to pay different rents on same apartment 3 

All other answers 32 

Don't know 1 


"Less than 0.5 percent. 

Total 235 

Mortgage 

Subsidy 


% 

13 

9 


14 

12 

16 

14 

3 


10 

2 


23 

1 


Total 
236 Rent 
Subsidy 

% 
14 

17 

14 

13 


7 

7 


13 

11 

3 


30 

3 


Total 
Public 

Housing 
% 
25 

20 

8 

6 

4 

5 

6 

3 

4 


36 
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A Study of Public Attitudes 
Toward Federal Government 
Assistance for Housing for 
Low Income and Moderate Income 
Families 

By Louis Harris and Associates, Inc. 
Project Director~ Carolyn E. Setlow 

Introduction: 

Purpose and Methodology 


This is the final report of a survey of the 
American public submitted to the Department of 
Housing and Urban Development by Louis Harris 
and Associates, Inc. Between June 11 and 18, 
1973, trained Harris interviewers conducted inter
views among a national cross-section of 1,511 
Americans 18 years of age and older on a door
to-door basis. 

On January 5, 1973, HUD announced. a mor
atorium on subsidized housing programs in order 
to evaluate their effectiveness prior to 
developing recommendations on the Federal role 
for housing. The objective of this survey was to 
obtain data on the attitudes of the American 
public toward Federal Government housing poli
cies and programs. These attitudes are among 
the important factors to be taken into considera
tion as part of this evaluation. 

Interviews were conducted in households in 
100 different locations throughout the country, 
utilizing a random start in each location. Inter
viewers contacted approximately 15 households 
at each location. At each household the re
spondent was chosen by means of a random 
selection pattern, geared to the number of adults 
of each sex who lived in the household. 

The sampling procedure produced a national 
cross-section that accurately reflects the actual 
population of the country who are 18 years of 
age and older and living in private households. 
The national sample can therefore be projected 
as representative of the country's adult civilian 
population. 

For this sample, selected as described 
above, the sampling error at the 95-percent con
fidence level for the total (1,511), and for smaller 
subgroups at three different response levels is 
shown in the following table. 

Sampling Error at 95 Percent 
Confidence Level 

Response Level 
30% 10% 
Or Or 

Sample size 50% 70% 90% 
# % % % 

1500 3 2 2 
1000 3 3 2 
500 4 4 3 
250 6 6 4 
100 10 9 6 

The methodology employed in conducting 
this survey of the American public (the sample 
design, conduct of interviewing, data processing, 
and analysis) is described below. 

The Sample Design 

The national cross-section of 1,511 Ameri
cans (the same sample design used for the Har
ris Survey) was based on a carefully stratified 
national sample of the civilian population of the 
mainland United States. The precise technique 
by which the sample was drawn is multistage 
random probability cluster sampling, a method 
that assures every household a statistically equal 
chance of being drawn into the survey. 

In drawing the national cross-section, the 
national population was first stratified in two di
mensions: by ' geographical region (East, Mid
west, South, and West) and by size of place 
within each region (city, suburb, town, and rural 
area). This stratification ensures that the ultimate 
selection of interviews will reflect within one per
centage point the actual proportions of U.S. resi
dents living in different regions and community 
types. 

Within each stratum, the selection of the ul
timate sampling unit (a cluster of adjacent 
households) was achieved by a series of steps. 
The cities, suburbs, towns, and rural areas were 
listed according to population size from biggest 
to smallest within a region and then a preci!;e lo
cation was selected by a random pattern that 
guarantees a probability proportional to census 
estimates of the given location's respective 
household populations. The next step was to 
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construct detailed maps of the selected locations 
that contain approximately 30 households each. 
This process was done in the New York office of 
Louis Harris and Associates. 

Conduct of Interviews 

All field work was assigned from the New 
York office through a group of 15 area supervi
sors, who in turn assigned as many interviewers 
as were needed in their region. Upon approval of 
the questionnaire, field kits were mailed special 
delivery to the area supervisors for distribution 
to their local staffs. These kits contained, in ad
dition to the basic questionnaire, a full written 
explanation of the substance and purpose of the 
survey with detailed instructions covering any 
complex or unusual requirements. 

Before interviewing commenced, the written 
instructions were supplemented by a briefing (in 
person or by telephone) from either the New 
York field department or area supervisor. As the 
work progressed, it was monitored to assure that 
schedules and quotas were being met and that 
all results conformed to the specified sampling 
design. Interviews were conducted throughout 
the day and evening to insure that working men 
and women were represented in the sample. Re
turns were sent back to the New York office as 
they were completed, and checked again for 
quality and completeness. Before the completed 
questionnaires were processed, they were turned 
over to an independent validating service which 
rechecked 20 percent of each interviewer's re
spondents to guarantee that the work had been 
properly conducted and completed in accord
ance with our specified procedures. In general 
this validation was done by telephone, but where 
the interviewer had a high proportion of re
spondents without telephones the validation was 
conducted in person. If the 20 percent check 
turned up any questionable interviews, the inter
viewer's full quota was invalidated. 

Data Processing 

Once validation was completed and editing 
checks made, open-ended (unstructured) ques
tions were coded to permit computer processing. 
The full questionnaire was then key punched, 
key verified, and put on to magnetic tapes. The 
data · was tabulated by basic cross-tabulation 
programs and presented in the form of annotated 

. tables showing cross tabulations (frequencies 
and percentages) of questions by independent 
variables agreed upon in advance by the Depart
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ment of Housing and Urban Development and 
Louis Harris and Associates. 

Analysis 

In addition to totals, many responses 
throughout the study are reported by key varia-: 
bles. A definition of these variables and their 
distribution in the sample are shown below: 

Percentage 
of sample 

% 
Geographic Region 
East (Connecticut, Delaware, District of 


Columbia, Maine, Maryland, Massa

chusetts, New Hampshire, New Jer

sey, New York, Pennsylvania, Rhode 

Island, Vermont, and West Virginia) 28 


Midwest (Illinois, Indiana, Iowa, Kansas, 

Michigan, Minnesota, Missouri, Ne

braska, North Dakota, Ohio, South 

Dakota, and Wisconsin) 28 


South (Alabama, Arkansas, Florida, 
Georgia, Kentucky, Louisiana, Missis
sippi, North Carolina, Oklahoma, 
South Carolina, Tennessee, Texas, 
and Virginia) 28 

West (Arizona, California, Colorado, 
'Idaho, Montana, Nevada, New Mexico, 
Oregon, Utah, Washington, and 'Wyo
ming) 16 

Size of Place 
Cities (central cities in urbanized areas, 

generally 50,000 or more population) 32 
Suburbs (urbanized areas outside' cen

tral cities) 27 
Towns (other urban places of 2,500 or 

more population) 17 
Rural (anything not included above) 24 
Age 
18 to 29 years old 29 
30 to 49 years old 36 
50 years old and over 35 
Education 
Less than high school graduate 32 
High school graduate (may have com

pleted some college including com
munity college) 52 

College graduate (completed 4 or more 
years of college) 16 

Sex 
Men 50 
Women 50 
(Continued on p. 1435) 



(Continued from p. 1434) 
Percentage 
of sample 

% 
Race 
White 	 88 
Black 	 8 
Income 
Under $5,000* 19 
$5,000-$9,999 28 
$10,000-$14,999 25 
$15,000 and over 28 

Awareness of Government-Subsidized 
Housing Nearby 
Subsidized housing nearby 20 
No subsidized housing nearby 80 

Knowledge of Federal Government 
Housing Programs 
Know a great deal 32 
Know a little 37 
Know almost nothing 31 
• A 	 prime target .for subsidized housing, the under $5,000 group 

is looked at in greater detail in the final table of this report. 

The following report includes statistical ta
bles drawn from the annotated tabulations. In 
addition, the report includes a description of the 
mai.n findings and a discussion of the signifi 
cation of the study results, including clearly 
identifiable "Observation" sections discussing 
the policy implication of the findings. 

The questionnaire administered in this sur
vey was developed by Louis Harris and Associ
ates in close consultation with HUD personnel. A 
copy of the questionnaire is available from Louis 
Harris and Associates, Inc., 1270 Avenue of the 
Americas, New York, N.Y. 10023. 

Section I: Summary of Key Findings 
The following conclusions can be reached 

about the views and experience of the American 
people on the subject of housing and the per
ceived role and performance of the Federal Gov
ernment in the past, present, and future: 

1. In a period marked by much public disen
chantment with the quality of life, a substantial 
82 percent report that they are satisfied with 
their housing, with 52 percent claiming their 
housing has improved in the past 5 years, and 
59 percent believing that they get better value 
from their present housing than they did from 
their previous residence. Nonetheless, 18 per
cent are not well satisfied nationwide, rising to 
22 percent in the South, 26 percent in the big 

cities, 23 percent of the under 30 age group, 26 
percent of those with the least education, 32 
percent of people with incomes of under $5,000, 
26 percent of people with incomes of 
$5,000-$9,999, and 44 percent of all blacks. (See 
Section 11.) 

2. In addition to the dwelling unit in which 
they live, the state of the neighborhood in which 
these people live is a matter of deep concern, 
with people reporting they are beset with drug 
abuse, lack of recreational facilities for young 
teenagers, lack of transportation, crime on the 
streets, lack of parks and playgrounds for chil 
dren, dirty air and pollution, lack of recreation 
for adults, lack of good medical care, poor street 
lighting, dirty streets and sidewalks, dirty vacant 
lots, poor schools, cheating and overcharging by 
stores, a roster of concerns which in the aggre
gate indicates that the quality of the neighbor
hood in many cases is as important or more im
portant than the specific housing people live in. 
(See Section 11.) 

3. The period during which this survey was 
conducted, the early summer of 1973, was nota
bly lacking in public euphoria or optimism. By : 

66-24 percent, the American people have come 
to the conclusion that the country is "pretty seri
ously on the wrong track" and is not going in 
the right direction. People are beset with con
cern over high prices, disenchantment with poli
tics and politicians, and a decline in moral val !; 
ues. (See Section 111.) When viewed against this 
context, housing does not emerge as a high 
priority issue on the minds of the public. Out of 
a list of 18 key issues, Federal assistance for 
housing for low income people emerged in a tie 
for 13th place, while Federal help for housing for 
moderate income families finished in last place. 
(See Section 111.) 

Nonetheless, on an absolute basis, housing 
is not considered unimportant. In its own right, 
79 percent view "housing for low income peo
ple" an important area, 67 percent feel the same 
about preventing discrimination in housing, 56 
percent see taking steps to achieve a racial bal
ance in housing as important, and 55 percent be
lieve housing assistance for moderate income 
families is important. Housing today is fighting 
for attention with top survival issues in the minds 
of the American people. (See Section 111.) 

4. The job done by the Federal Government 
in housing gets a negative rating from the public, i'i 
but not by as much as the job done in the area 
of crime control, for instance. While by 46-35 
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percent Federal assistance for low-income hous
ing is rated negatively, reducing crime is rated 
69-24 percent negative. Federal help for moder
ate income housing is looked on most nega
tively: 44-22 percent on the debit side. (See Sec
tion IV.) 

5. The public is very clear about its 
priorities for who should be served by Federal 
housing programs. It favors governmental help 
for housing for the elderly by 88-7 percent, for 
the handicapped by 88-6 percent, for low in
come families by 68-12 percent, but rejects simi
lar assistance in housing for moderate income 
families by a decisive 59-27 percent. (See Sec
tion IV.) 

6. The American people see the Federal 
role in housing as far more important and indis
pensable than that of State or local govern
ments. (See Section IV.) 

7. However, there is a mandate for the Gov
ernment to give a higher priority to providing 
existing housing to the elderly and low income 
families than to building new housing. If housing 
for moderate income families is to be provided, 
the same pattern of preference for existing over 
new housing prevails. (See Section IV.) 

8. By a substantial 64-24 percent, a majority 
of the people nationwide favor the use of Fed
eral subsidies for those who cannot afford de
cent, safe housing. (See Section IV.) Despite a 
preference for developing existing housing, 
by 66-25 percent most support a program of 
"Federal projects for low income families". By 
66-23 percent, a comparable majority support 
"mortgage subsidies to low income families to 
allow them to buy their own homes." By a lower 
50-35 percent, the public favors "a housing allow
ance for low income families which must be spent 
on housing which meets minimum standards." By 
49-35 percent, people support "rent supplements 
to allow low income families to live in moderate 
income projects." (See Section IV.) 

9. By a surprising 40-35 percent, a plurality 
backs a policy of building new housing for low in
come families outside the inner city areas in
stead of in the inner cities. Even suburban fami
lies favor such a policy by a narrow margin. In 
fact, when asked directly about locating low in
come 'housing in the suburbs versus the cities, by 
2 to 1 (52-26 percent), a majority of the public 
favors building in the suburbs. Even suburban 
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residents favor such programs by 44-28 percent. 
(See Section IV.) 

10. While agreeing in principle as to its 
rightness, the American people are quite a dis
tance from being prepared to achieve racial bal
ance in housing in reality. The public does favor 
"strict enforcement of laws against racial dis
crimination in housing" by a 47-43 percent mar
gin. Those most in favor of ending discrimination 
in housing are residents of big cities, the young, 
college graduates, and blacks. Least in favor of 
laws against racial discrimination in housing are 
people in the South, lower income whites, and 
those with less education . (See Section IV.) 

However, when asked directly about a "Fed
eral policy which would build housing for low in
come families, including minorities, in areas 
where they might otherwise not be able to afford 
to live," the result was a close 46-44 percent 
rejection of such a policy. People in the suburbs 
are particularly worried about the enforcement of 
such a policy. (See Section IV.) 

11. The public is deeply concerned that 
there simply is not enough space in their own 
neighborhood for much expansion of housing, in
dicating a real resistance to large-scale growth 
from federally sponsored housing. (See Section 
IV.) 

Section II: How America Lives 
What People Live In 

Despite talk in recent years that the country 
was becoming more restless and the traditionally 
adhered-to virtue of aspiring to own one's home 
was giving way to a surge toward rental dwell
ings, a substantial 71 percent of the Nation's 
families in 1973 lived in single, detached houses. 
An additional 2 percent occupied single, at
tached, or row houses. Thus, nearly three in 
every four people were living in single family 
houses. Another 2 percent lived in housing that 
could be transported nearly anywhere: mobile 
homes or trailers. The remaining 25 percent oc
cupied multiple dwellings: 10 percent in two-unit 
structures, 3 percent in structures with three 
units, 4 percent in structures with four units, and 
8 percent in larger apartments with five or more 
dwell ing units. ! 

1 These findings agree closely with the 1970 census data, which 
show that 69.7 percent of all families were living in single 
family houses, 2.9 percent in mobile homes, and 27.1 percent 
In multiple dwellings. 



There were, of course, variations to the 
dominant pattern, and these were found in the 
big cities of the country and more particularly 
among blacks. Only a minority of 46 percent of 
people in big cities lived ,in single family at
tached housing, with a substantial 22 percent 
who occupied structures with 5 or more units. 
Blacks fitted the urban pattern even more: only 
32 percent in single detached houses, 9 percent 
in row housing, and 1 percent in mobile homes; 
but a high 30 percent in multiple dwelling units 
of 5 or more apartments, and 28 percent more 
living in structures with two to four units in 
them. 

In sharp contrast to the lower income and 
black families in the big cities, the most affluent 
people-those earning $15,000 and more a year 
-lived almost exclusively in single family, de
tached houses, a condition reported by 84 per
cent of this highest income bracket. Only 4 per
cent of the most affluent people lived in 
structures with 5 or more dwelling units. 

It is true, however, that nearly one in three 
families (32 percent) live in rented houses or 
apartments.2 This rises to 54 percent of the peo
ple who live in big cities, 51 percent of the 
young people under 30, 51 percent of the people 
with incomes of under $5,000, 44 percent of 
those with incomes of $5,000-$9,999, and 66 per
cent of all blacks. By contrast, 81 percent of the 
people in the suburbs own their homes or are in 
the process of buying them, a status shared by 
79 percent of rural residents, 71 percent of all 
whites, and a high 87 percent of people with 'in
comes of $15,000 and more. 

'The average family has lived in its present 
home 5.7 years. Interestingly, those who have 
been in their current residences longest are peo
ple at either end of the economic scale: those 
with incomes under $5,000 (7.6 years) and those 
with incomes of $15,000 and over (7.2 years). 
People in the East (7.3 years), rural residents 
(7.2 years), people 50 years of age and over 
(10 + years), those with less than a high school 
education (7.6 years), all tend to be among the 
most settled and least mobile sectors of the pop
ulation. In contrast stand people in the West (3.3 
years), the young '(1.4 years), college graduates 
(3.7 years), the $5,000-$9,999 income group (3.7 
years), all of whom ,have been in their current 
residences the shortest period of time and must 

'Again, these findings correspond closely with 1970 census data; 
according to the census, 37 percent rent their homes while 
63 percent own. 

be viewed as the moving or most mobile parts of 
the American population. 

The one-third who are renters pay an aver
age g ross rent of $134 a month nationwide. How
ever, this overall average cloaks a rather wide 
range of rentals paid by people. By region, the 
Midwest is most expensive for renters at $157, 
followed by the East at $148, the West $145, but 
with the South a much lower $96 per month rent. 
Renters in the suburbs pay the highest rent 
($159), followed by big city dwellers ($137), with 
rents in towns at $124 and in ru ral areas at $106. 
Although they have been in their homes the least 
time, the young pay the most in rent ($148), with 
middle-aged people at $139, and older people 
(50 and over) paying $105 per month. As might 
be expected, rents paid go up sharply as afflu
ence -rises: from those with less than a high 
school education ($97) and those with incomes 
of under $5,000 ($92), high school graduates 
($143) and people with incomes of $5,000-$9,999 
($134), to college graduates ($181), those with 
incomes of $10,000-$14,999 ($165), and those 
with incomes of $15,000 and over ($204 monthly 
rental) at the top of the scale. Those who are in 
private residences in the neighborhood of subsi
dized housing pay a lower $113, compared with 
a higher $138 average for the rest of the coun
try. Finally, the disparity in rentals between 
whites and blacks is not nearly so much as their 
income disparity (on income $11,600) for whites 
and $6,700 for blacks, but on rentals $136 per 
month for whites and $117 for blacks). 

'In the case of homeowners, the average es
timated selling value of their current residence is 
$26,800.3 The highest values are to be found in 
the East, where the given price is $32,800, while 
the lowest again is in the South, where home
owners believe their houses would bring an av
erage $21,100 in today's market. On the high 
side are suburban residents (an average of 
$34,000), college graduates ($35,900), and those 
with incomes of $15,000 and over ($34,000). In 
addition to people who live in the South, the 
lowest estimated values of their houses by 
homeowners are rural residents ($21,300), those 
with the least education ($19,300), people earn
ing under $5,000 a year ($17,100), and those with 
incomes of $5,000-$9,999 ($21,900). 

3 Homeowners surveyed by the Harris firm report higher values 
than are reported in the 1970 census: the median value for 
homewoners surveyed was $23,200, compared with $17,000 
in the 1970 cenSuS, Inflation over the past three years may 
help to explain this difference, 
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How Americans Assess Their Living 
Conditions 

In terms of value, most Americans feel they 
are living in better homes now than they did pre
viously. A sizable 59 percent believe where they 
now live is a better value than their last resi
dence, while no more than 10 percent see a de
terioration in value, with 26 percent reporting no 
change. 

Observation: At a time when the press of in
flation was never felt to be greater, the fact that 
housing is one area where value is believed to 
have increased, compared with previous resi
dences, is sign ificant. One of the reasons, of 
course, is that many people have indeed realized 
handsome profits on the sale of residences, and 
word of these gains has spread far and wide in 
the country. 

Basically, however, most people feel that 
the places they live in are about on a par with 
other residences in the neighborhood, a view 
shared by 6 percent of the public. However, 25 
percent feel where they live is better than the 
rest of their neighborhood, and only 5 percent 
feel it is worse. Essentially, most Americans are 
satisfied with their housing. Just over 4 in 10 (43 
percent) rate the place they live in as "excel
lent" and another 39 percent say it is "pretty 
good," adding up to a high 82 percent who as
sess their current home in positive terms. The 
remaining 18 percent believe their housing is 
"only fair" or " poor." This rises to 22 percent in 
the South, to 26 percent in the big cities, 23 per
cent among the under 30 age group, 26 percent 
among those with the least education, 32 percent 
of those with incomes under $5,000, 26 percent 
among those with incomes of $5,000-$9,999, and 
to 44 percent of all blacks. 

Observation: Although 82 percent certainly 
is a substantial number who express satisfaction 
with thei r cu rrent housing, nonetheless the 18 
percent, representing 9.4 million families, is a 
significant backlog of unfinished business in the 
housing field. And where 20 percent or more of 
the population rates its housing as negative 
("only fair" or "poor"), the urgencies obviously 
rise. However, the conclusion still remains that, 
for most families in America, housing is a source 
of satisfaction rather than discomfort. 

Given the better than 8 in 10 who feel their 
own housing is satisfactory, ·it is little wonder 
that 52 percent of the people report that "hous
ing for most people" is "better now than it was 5 
years" ago, compared wi th only 8 percent who 

say it is "worse," although nearly 1 in 3 (32 per
cent) report no change as their estimate. 

rfhe thrust in preferences on homes is still 
toward living in a house rather than an apart
ment. The following table points up the gaps be
tween people who live in single family attached 
or detached houses and the number who ex
press a desire to live in a house instead of an 
apartment. 

Gap Between Current Living in a House and 
Desire to Live in One 

Live Want to 
in a Live in a 

House House Gap 
% % % 

Nationwide 73 90 -17 
By Region 

East 69 93 -24 
Midwest 75 91 -16 
South 72 88 -16 
West 74 92 -18 

I;ly Place of Residence 
Cities 46 82 -36 
Suburbs 85 95 -10 
Towns 78 93 -15 
Rural 85 97 -12 

By Age 
18-29 61 91 -30 
30-49 81 94 -13 
50 and over 73 87 -14 

By Education 
Less than high school 

graduate 70 88 -18 
High school graduate 74 92 -18 
College graduate 69 91 -22 

By Sex 
Men 74 92 -18 
Women 72 89 -17 

By Race 
White 75 93 -18 
Black 41 72 -31 

By Income 
Under $5,000 55 80 -25 
$5,000-$9,999 64 90 -26 
$10,000-$14,999 80 94 -14 
$15,000 and over 86 96 -10 

The results show clearly where the pres
sures of the homeseeking market are in America 
today. The East has more people aspiring to live 
in single-family houses than any other region. 
Residents of cities are far more frustrated at not 
being able to live in a house of their own than 
people who live in any other type of community, 
undoubtedly explaining the continued exodus of 
people from the central cities of the country. 
Young people, despite claims to the contrary, 
are heavily committed to living in a house. 
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Blacks, a majority of whom today live in apart
ments, show one of the biggest gaps between 
where they live and where they would like to in 
the entire population. To a lesser extent, this 
frustration of not living in a house and wanting 
to is shared by people with incomes under 
$10,000. 

Observation: Although it is patently clear 
from these results that the American dream is 
still largely one of owning your own house, there 
are obvious limitations in the possibilities for 
achieving this for many families. The heart of the 
limitation lies in the cities of the country, where 
space traditionally has been at a premium, and, 
as a consequence, building has always been be
lieved to have to go upward, thus necessitating 
apartment rather than house units. The chal
lenge, of course, is to work out much better 
ways to provide single family housing in the cit
ies of the country, at costs within the means of 
people to afford them. It is far less certain just 
how much effort has gone into addressing hous
ing planning toward this objective than automati
cally assuming that housing in cities must of ne
cessity be new apartment dwellings. 

Of course, having proper housing is 
integrally tied up with the kind of neighborhood 
one lives in. The basic elements of a decent 
house or apartment internally must be viewed in 
the context of the immediate area people live in. 
When asked directly about it, a substantial 84 
percent of the public rate their own neighbor
hood as "excellent" (48 percent) or "pretty 
good" (36 percent). No more than 16 percent na
tionwide give their neighborhoods a negative rat
ing. 

• Much as in the case of assessing their own 
I living quarters, important minorities of 20 per

cent complained about their neighborhood: 22 ~ percent in the South, 31 percent in the big cities, 
f 20 percent among young people, 23 percent
I 

whose education was less, than finishing high 
school, 21 percent in the $5,000-$9,999 income 
group, and a sizable 55 percent of blacks. 

Observation: The problem neighborhoods 
obviously center on the places where lower and ~ lower middle income people live, particularly in 
the big cities, and especially among blacks, who I clearly are more disenchanted with their living

I 
conditions than any other segment of the popula
tion . 

t There is somewhat less satisfaction with the 
availability of housing in their own neighbor
hoods "to meet the needs of a family such as 
yours." A flat 17 percent reported the availability 

of decent housing where they live was simply 
"inadequate. " Another 15 percent said it was 
"barely adequate." Taken together, 32 percent, 
or nearly 1 in 3, see real deficiencies in avail
able housing nearby. Again, the South leads the 
way in dissatisfaction, with 38 percent voicing 
the inadequacy of housing openings where they 
live. Others with a higher than average complaint 
rate are the West (37 percent), towns (42 per
cent), rural areas (42 percent), those under 30 
years of age (38 percent), people who are less 
well educated (37 percent), people with incomes 
under $5,000 (39 percent), those with incomes of 
$5,000-$9,999 (38 percent). Once more, blacks 
expreased the most dissatisfaction (48 percent). 

When probed to find out what were the two 
or three most serious problems in their own 
neighborhoods, 35 percent singled out drug ad
diction, 22 percent crime in the streets, 21 per
cent lack of recreation for teenagers, 19 percent 
lack of transportation, 13 percent dirty air or pol
lution, 13 percent lack of good medical care, 10 
percent lack of parks and playgrounds, 8 per
cent poor schools, 6 percent overcharging by 
stores, 6 percent lack of recreation for adults, 6 
percent not enough good stores or shopping, 5 
percent poor street lighting, 5 percent noisy peo
ple in the streets, and 4 percent dirty streets and 
sidewalks. On this roster of serious problems in 
their neighborhood, no more than 6 percent 
mentioned "poor housing conditions" as one of 
the most serious problems. 

Observation: Viewed against the total array 
of neighborhood problems, poor housing ranks 
in a four-way tie for ninth place out of 20 spe
cific problem areas probed by the survey. Cer
tainly no case can be made that, on a roster of 
neighborhood problems, housing finishes in a 
commanding position. But, perhaps there is an
other message that emerges from these results: 
housing cannot be viewed just as a matter of 
how many rooms are being provided, what kind 
of internal plumbing, heating, light, ventilation, 
security, and plumbing exists inside a house or 
apartment. Rather, a person's satisfaction with a 
home is intimately connected with the larger en
vironment in which he is living, particularly the 
neighborhood problems that impinge on the daily 
living in a particular kind of housing. Any plan
ning for housing that failed to take into account 
this larger neighborhood environment would be 
seriously overlooking an essential and critical di
mension. 

Simply obtaining a reading on the two or 
three most serious neighborhood problems, how
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How Serious are Neighborhood Problems? 

Subsidized 
Total Nation Cities Housing Nearby Blacks Under $5,000 South 

Not Not Not N~ N~ N~ 

Seri- Serl- Not Seri- Serl- Not Seri Seri- Not Seri Serl- Not Seri- Seri- Not Seri- Serl- Not 
ous ous Sure ous ous Sure ous ous Sure ous ous Sure ous ous Sure ous ous Sure 
% % % % % % % 0/0 01<> 0/0 0/0 % % % % % % % 

Drug addiction 53 39 8 57 35 8 59 34 7 71 23 6 57 33 10 59 34 7 
Lack of recreation for 

teenagers 47 46 7 49 43 8 52 43 5 63 31 6 42 46 12 52 42 6 
Lack of transportation 38 60 2 38 60 2 41 58 1 52 47 1 41 56 3 41 56 3 
Crime in the streets 37 62 1 55 44 2 42 58 61 37 2 50 48 2 44 55 1 
Lack of parks and play

grounds for children 35 61 4 41 55 4 32 66 2 58 40 2 38 55 7 49 46 5 
Dirty air or pollution 34 65 1 49 50 1 36 63 1 69 27 4 40 58 2 36 63 1 
Lack of recreation for 

adults 31 64 5 36 59 5 32 66 2 61 35 4 38 55 7 40 52 8 
Lack of good medical 

care 30 66 4 34 62 4 29 68 3 55 40 5 41 53 6 38 58 4 
Poor street 119hting 26 73 1 33 66 1 29 70 1 55 44 1 31 67 2 32 66 2 
Dirty streets and 

sidewalks 25 74 1 41 58 1 24 76 60 38 2 38 60 2 38 61 1 
Dirty vacant lots 24 75 1 35 63 2 22 78 51 47 2 32 65 3 34 63 3 
Poor schools 24 68 8 40 49 11 26 68 6 63 30 7 26 61 13 33 58 9 
Cheating or overcharging 

by stores 23 73 4 27 67 6 23 72 5 47 49 4 33 60 7 28 66 6 
Poor housing conditions 22 76 2 32 67 1 21 78 1 51 47 2 35 63 2 33 64 3 
Not enough good stores 

and shopping areas 21 78 24 75 20 79 59 40 26 72 2 26 73 
Noisy people on the 

streets 20 78 2 29 70 21 79 52 47 32 67 24 74 2 
Vacant or abandoned 

houses 18 80 2 27 71 2 16 84 49 48 3 25 72 3 25 71 4 
Garbage collection 16 72 2 20 78 2 13 86 1 35 63 2 23 74 3 27 71 2 
Fires 12 85 3 14 83 3 9 89 2 27 68 5 13 84 3 15 81 4 
Vacant stores 12 85 3 19 77 4 8 91 1 46 52 2 14 80 6 14 81 5 

Note: Serious = "very serious" & "somewhat serious"; Not serious = " not very serious" & "not serious at all." 

ever, does not adequately measure the degree of big cities, 32 percent singled out housing as a 
concern people might have about each of the 20 problem of serious concern; among those with 
potential problem areas asked about. The follow incomes of less than $5,000 housing is a serious 
ing table indicates the degree of seriousness of problem for 35 percent; for residents of the 
each problem for the Nation and how the prob South this condition prevailed for 33 percent. But 
lem impacts upon key groups in the population. by far the most acute situation in housing exists 

By and large, the top areas of concern re among blacks: a majority of 51 percent said in 
main unchanged in their rank order, with drug their neighborhood "poor housing conditions" is 
addiction still at the top of the list, followed by a "serious problem." 
lack of recreation for teenagers, lack of trans In fact, housing is not the only source of 
portation, crime in the streets, lack of parks and trouble in black neighborhoods. As the above 
playgrounds for children, and dirty air or pollu table indicates, blacks feel much more acutely 
tion. Along with lack of recreation for adults and than any other segment of the population the full 
lack of good medical care, each of these top impact of neighborhood social problems. In the 
eight items was named a "serious" problem by case of drug addiction, 53 percent of the total 
30 percent or more of the public across the Na public might worry about this problem in their 
tion. neighborhood, but a much higher 71 percent of 

In the case of "poor housing conditions," 22 all blacks feel beset by the drug problem; lack 
percent complained that this was a serious prob of teenage recreational facilities is felt by 47 
lem, although 76 percent did not. But the focus percent of the country but 63 percent of blacks 
of just where housing is a problem began to where they live; lack of transportation is a prob
emerge clearly. Among people who live in the lem for 38 percent of the entire Nation in their 
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neighborhood, but a much higher 52 percent of 
the blacks; crime in the streets is a serious 
question faced by 37 percent of the total public, 
but by a higher 61 percent of the blacks; lack of 
parks and playgrounds for children is a believed 
deficiency of their neighborhood by 35 percent 
of the American people, but 58 percent of blacks 
feel the same way; dirty air is felt to beset 34 
percent of the neighborhoods of the country, but 
a much more substantial 69 percent of blacks 
worry about foul air where they live. 

If the gap between the country as a whole 
and blacks was found to be substantial for the 
top items on the serious problem list, then it was 
found to be even greater in the items toward the 
middle and the bottom of the list: lack of recrea
tion for adults is a serious problem for 31 per
cent of the Nation, but for 61 percent of the 
blacks; lack of good medical care is a problem 
for 30 percent of the country, but for 55 percent 
of the blacks; poor street lighting besets 26 per
cent of the neighborhoods generally, but a much 
higher 55 percent of black neighborhoods; dirty 
streets and sidewalks are a problem for 25 per-

How Long Lived in Present Residence 

Less 
than 

1 1-2 3-4 
Year Years Years 
% % % 

Total 18 13 12 
East 14 11 11 
Midwest 17 15 11 
South 16 13 11 
West 31 15 15 
Cities 22 13 10 
Suburbs 18 14 10 
Towns 17 14 14 
Rural 14 12 13 
18 to 29 37 23 11 
30 to 49 12 12 16 
50 and over 8 6 8 
Less than high school grad 14 11 11 
High school grad 19 14 11 
College grad 23 17 14 
Men 19 14 10 
Women 17 13 13 
White 18 14 11 
Black 20 11 14 
Under $5,000 18 10 11 
$5,000 to $9,999 26 15 11 
$10,000 to $14,999 18 18 11 
$15,000 and ove r 9 11 14 
Subsidized housi ng nearby 14 13 14 
No subsidized housing 

nearby 19 14 11 

• Less than 0.5 percent. 

cent of the neighborhoods of the country, but 
are reported to beset 60 percent of black neigh
borhoods; poor schools are a problem for 24 
percent of the country, but 63 percent of blacks; 
cheating or overcharging by stores is believed to 
go on in 23 percent of the neighborhoods, but is 
a condition of life in 47 percent of black areas; 
the lack of enough good stores and shopping 
areas is a felt deficiency by 21 percent of all the 
people about where they live, but by a much 
higher 59 percent of all blacks. 

Observation: By any measure, the plight of 
blacks, as reported by them in this survey, is 
acute and even desperate in terms of not only 
their immediate housing, but even more when 
cast in the context of the neighborhoods in 
which they live. It is apparent that any approach 
to housing for blacks must take into account a 
total neighborhood approach. By the same token, 
the situation among blacks would appear to indi
cate that a high priority must be given to this 
segment of the population if America's housing 
and neighborhood needs in the 1970's are to be 
met. 

More 
than All Median 

5-6 7-8 9-10 10 My Not Number 
Years Years Years Years Life Sure of Years 

% % % % % % % 
10 9 8 28 2 5.7 
11 10 10 29 3 7.3 
7 8 7 34 1 6.0 

11 9 10 30 5.9 
10 7 5 16 1 3.3 
10 9 8 25 3 5.5 
12 8 8 28 1 1 5.7 

8 9 5 31 2 5.6 
9 9 11 31 1 7.2 
9 4 4 10 2 1.4 

13 14 12 20 1 5.8 
7 7 8 53 2 10+ 
9 8 10 36 7.6 
9 10 8 27 2 5.7 

11 6 6 21 2 3.7 
7 9 8 30 2 6.0 

12 8 9 27 1 5.6 
10 9 8 28 2 5.7 
12 9 7 26 1 5.4 

8 5 8 38 1 7.6 
8 6 7 26 1 3.7 
9 13 8 21 2 5.3 

14 10 11 28 2 7.2 
9 13 10 26 1 6.0 

10 8 8 28 2 5.6 
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Rent or Own Residence 
.lqreaN 

6u!SnOH <ft 
Own paz!p!sqns ON 

Total 

Rent 
% 
32 

or 
Buying 

% 
67 

Neither 
% 
1 

.lqJBaN 
6u!SnOH rfl 

paz!p!sqnS 

pue OO~~;~ cfl 
'<t 
CXl 

C\l1ll 

East 
Midwest 

25 
30 

74 
68 

1 
2 

666 ' v~$ 0 

01 OOO'O~$ 'it'
IllC\l 

South 35 63 2 
West 41 59 666'6$ 0 

01 OOO'S$ 'it'
Cities 54 45 
Suburbs 
Towns 

18 
30 

81 
70 

OOO'S$ JapUn <ft 

Rural 19 79 2 

18 to 29 51 48 
30 to 49 23 76 
50 and over 25 74 
Less than high school 

grad 
High school grad 

36 
28 

63 
71 

1 
1 

uawOM tfl. o ..... 

College grad 37 62 1 (')0> <X)C\I 

Men 30 69 1 
Women 

White 

34 

28 
65 

71 

1 

1 
C\l0 ~I 

Black 

Under $5,000 

66 

51 

33 
47 

1 

2 
C\l0 CXlC\l 

$5,000 to $9,999 44 54 2 
$10,000 to $14,999 24 75 1 
$15,000 and over 13 87 

Subsidized housing 
nearby 28 71 

JeAO pUB as <ft 

No subsidized housing 
nearby 33 66 61' 01 OC <ft 0> ..... C\lCO I') 

Monthly Gross Rent ICO 

(Base: Rent house/apartment) 
SUMOl cfl CXl ..... I~ 

Mean $ 
Total 134 sqJnqns ';f!. C\I 

CXl 
1')0 
~ 

(')1 
East 148 
Midwest 157 
South 96 
West 145 

CXlC\l 
Cities 137 
Suburbs 159 
Towns 124 ~Inos <ft It> <X)C\I 

Rural 

18 to 29 

106 

148 ISaMp!VoJ <ft It> ..... . ..... 
30 to 49 139 
50 and over 105 

Less than high school grad 97 
High school grad 
College grad 

143 
181 

CXlC\l 

Men 136 
Women 
White 

132 
136 -Black 117 ·c 

Under $5,000 92 ::J "E 
$5,000 to $9,999 
$10,000 to $14,999 

134 
165 

CI 
c '"~ 

'" c
$15,000 and over 
Subsidized housing nearby 
No subsidized housing nearby 

204 

113 
138 

CD 
~ c-

on 
ci 
c 

'" -5 
Knowledge of Government Housing Programs 

Know a great deal 
Know a little 

148 
141 

o 
Q) 
c.. 

'" '" '" ..J. 
Know almost nothing 117 ~ 
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How Present Residence Compare with 

Previous Residence, Considering Value 

for the Money 

Total 
% 

Better 59 
Same 26 
Worse 10 
Not sure 5 

How Own HouselApartment Building 
Compares With Others in Neighborhood 

Total 
% 

Better 25 
About the same 67 
Worse 5 
Not sure 3 

Housing for Most People in America 
Compared with Five Years Ago 

Better 

Worse 

Not much different 

Not sure 


Total 
% 
52 
8 

32 
8 

Estimate of Selling Worth ot House or Other 
Residence Owned 
(Base: Own or buying house/apartment) 

Total homeowners 
East 
Midwest 
South 

West 

Cities 

Suburbs 

Towns 

Rural 


18 to 29 

30 to 49 

50 and over 

Less than high school grad 
High school grad 
College grad 

Men 
Women 


White 

Black 


Under $5,000 

$5,000 to $9,999 

$10,000 to $14,999 

$15,000 and over 

Subsidized housing nearby 
No subsid ized housing nearby 

Mean $ 
(in 

thou
sands) 

26.8 
32.8 
24.9 
21 .1 
28.1 
25.6 
34.0 
23.3 
21.3 

27.3 
28.5 
24.6 
19.3 
27.9 
35.9 
26.8 
26.8 
27.2 
21.4 

17.1 
21.9 
25.0 
34.0 
25.6 
27.1 

All Things Equal, Would You Rather Live in a 
House or Apartment ? 

Total 

East 

Midwest 

South 

West 

Cities 

Suburbs 

Towns 

Rural 

18 to 29 

30 to 49 

50 and over 

Less than high school grad 
High school grad 
Col lege grad 

Men 
Women 
White 
Black 
Under $5,000 
$5,000 to $9,999 
$10,000 to $14,999 
$15,000 and over 
Subsidized housing nearby 

House 

% 

90 

93 

91 

88 
92 
82 
95 
93 
97 
91 
94 
87 
88 
92 
91 
92 
89 
93 
72 
80 
90 
94 
96 
92 

No subsidized housing nearby 90 

Apart- Not 
ment Sure 

% % 
8 2 

6 1 
8 1 
9 3 
6 2 

16 2 
4 1 
6 1 
2 1 
6 3 
6 

11 2 
10 2 
6 2 
8 1 
7 1 
9 2 
6 1 

23 5 
15 5 
9 1 
5 1 
4 
7 1 
8 2 
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Perceived Availability of Housing in this Neighborhood to Meet the Needs ot a Family 
Such as Yours 

Barely Not High school grad 66 16 15 3 
Ade- Ade- Ade- Not College grad 70 11 17 2 
quate quate quate Sure Men 67 13 17 3 

% % % % Women 63 17 17 3 
Total 65 15 17 3 White 67 14 16 3 

East 68 13 15 4 Black 44 25 23 8 
Midwest 70 14 14 2 Under $5,000 56 20 19 5 
South 58 18 20 4 $5,000-$9,999 59 18 20 3 
West 61 16 21 2 $10,000-$14,999 68 12 17 3 

Cities 61 17 17 5 $15,000 and over 72 13 13 2 

Suburbs 
Towns 

84 
54 

9 
24 

6 
18 

1 
4 

Subsidized housing 
nearby 66 16 17 

Rural 56 13 29 2 No subsidized housing 

18-29 
30-49 
50 and over 

59 
65 
67 

21 
13 
13 

17 
18 
17 

3 
4 
3 

nearby 64 
Knowledge of Government 
Housing Programs 

Know a great deal 64 

15 

16 

17 

18 

4 

2 
Less than high school Know on Iy a little 68 14 15 3 

grad 58 17 20 5 Know almost nothing 62 15 19 4 

Rating of Ho'usel Apartment Building as Place to Live 

Excel- Pretty Only Not Posi- Nega- Not 
lent Good Fair Poor Sure tive tive Sure 
% % % % % % .% % 

Total 43 39 15 3 32 18 
East 50 34 14 2 84 16 
Midwest 43 40 13 4 83 17 
South 38 40 18 4 78 22 
West 38 43 16 3 81 19 
Cities 33 41 21 5 74 26 
Suburbs 52 37 9 2 89 11 
Towns 42 45 11 2 87 13 
Rural 46 35 17 2 81 19 
18 to 29 34 43 19 4 77 23 
30 to 49 47 38 12 3 85 15 
50 and over 46 37 15 2 83 17 
Less t"an high school grad 34 40 20 6 74 26 
High school grad 44 40 14 2 84 16 
College grad 53 36 9 2 89 11 
Men 41 40 16 3 81 19 
Women 44 38 15 3 82 18 
White 47 38 13 2 85 15 
Black 15 41 33 11 56 44 
Under $5,000 31 37 26 6 68 32 
$5,000 to $9,999 34 40 21 5 74 26 
$10,000 to $14,999 
$15,000 and over 

49 
54 

39 
39 

10 
7 

2 88 
93 

12 
7 

Subsidized housing nearby 46 41 11 2 87 13 
No subsidized housing nearby 42 38 16 4 80 20 

Knowledge of Government 
Housing Programs 

Know a great deal 48 38 11 3 86 14 
Know only a little 42 40 15 3 82 18 
Know almost nothing 38 40 19 3 78 22 

• Less than 0.5 percent. 
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Rating of Neighborhood Live In 

Excel- Pretty Only Not Posl- Nega- Not 
lent Good Fair Poor Sure live tive Sure 
% % % % % % % % 

Total 48 36 12 4 84 16 
East 44 42 11 3 86 14 
Midwest 56 31 7 5 87 12 
South 44 33 17 5 77 22 
West 42 39 14 5 81 19 
Cities 30 39 21 10 69 31 
Suburbs 54 36 8 2 90 10 
Towns 58 31 9 2 89 11 
Rural 56 35 7 1 91 8 
18-29 36 44 15 5 80 20 
30-49 54 32 10 3 86 13 
50 and over 49 35 11 5 84 16 
Less than high school grad 38 38 16 7 76 23 
High school grad 51 35 11 3 86 14 
College grad 56 34 8 2 90 10 
Men 48 35 12 5 83 17 
Women 46 37 12 4 83 16 
White 52 36 9 2 88 11 
Black 8 37 33 22 45 55 
Under $5,000 32 40 18 9 72 27 
$5,000-$9,999 42 37 16 5 79 21 
$10,000-$14,999 53 34 10 2 87 12 
$15,000 and over 58 34 6 2 92 8 
Subsidized housing nearby 43 41 13 3 84 16 
No subsidized housing 

nearby 48 35 12 4 83 16 
Knowledge of Government 
Housing Programs 

Know a great deal 54 32 10 4 86 14 
Know only a little 47 37 13 3 84 16 
Know almost nothing 44 39 12 5 83 17 

• Leaa than 0.5 percent. 

Section III: The Size and Nature of the When asked why they felt the country was 
"going in the wrong direction," 32 percentPublic Mandate for Assistance 
singled out inflation and high prices, 18 percentHousing 
mentioned Watergate, 15 percent named "politi

The Prevailing Mood cians and government officials who are corrupt," 
10 percent volunteered a "moral decline in 

The spring and early summer of 1973 was a values," 7 percent said a "distrust of politicians,"
time of deep national concern, notably lacking in 6 percent cited "too much crime," and 5 percent 
euphoria or optimism. Much of the enthusiasm said "everything is a mess." Notably, poor hous
for the settling of the war in Vietnam had dim ing did not make the top list at all. 
med. Instead, the press was filled with reports of 
rising prices and the Watergate hearings. Observation: The pocketbook woes of the 

By a substantial 66-24 percent, two in every public were now being added to by a host of 
three Americans had come to the conclusion that concerns that obviously stemmed from the Wa
the country was "pretty seriously on the wrong tergate investigation. By 1973, Harris surveys had 
track" and was not going in the right direction. shown that respect for leadership of the estab
Discouragement was most to be found among lishment had already fallen to new lows. Now the 
blacks (83 percent) and those with the least edu crisis of confidence in political leadership had 
cation (73 percent) who al'so had the most siza reached an acute point. In turn, this could pres
ble grievances about the state of their housing age even less support for Federal programs of 
and of their own neighborhoods. any kind. The problem for housing could be ex
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en 

Two or Three Most Serious Problems in Own Neighborhood 

Lack Of 
Lack Parks Not 
Of Lack and Cheat- Lack Enough 

Recrea- Lack Of Play ing, Poor Of Good Dirty Gar- Vacant 

Drug Crime 
tion 
For 

Of 
Trans-

Dirty 
Air Or 

Good 
Medi

grounds 
For 

Over 
Charg

Hous- Recrea- Stores, 
ing tion Shop-

Poor 
Street 

Noisy Streets bage 
People and Col-

Or 
Aban-

Dirty 
Va-

Addic- In Teen porta- Pollu cal Chil- Poor ing By Condi- For ping Ught- In The Side lec doned cant Vacant 
tion Streets agers tion tion Care dren Schools Stores tions Adults Areas ing Streets walks tion Houses Lots Fires Stores 
% % % 0/0 % % % % % % % % % % % % % % % % 

Total 35 22 21 19 13 13 10 8 6 6 6 6 5 5 4 4 3 3 2 2 
East 37 23 19 22 13 11 9 8 4 3 8 6 4 5 2 1 2 1 2 1 
Midwest 35 18 23 16 9 16 9 6 7 5 5 6 4 8 6 5 5 4 1 3 
South 36 27 21 18 10 14 14 11 7 11 6 6 5 5 5 8 1 2 2 1 
West 32 19 22 20 26 10 6 9 6 5 6 6 11 2 5 4 1 6 2 
Cities 38 39 18 14 17 7 11 13 7 8 5 5 5 5 7 5 5 3 1 1 
Suburbs 33 17 24 23 15 6 9 7 6 3 6 2 8 3 2 2 1 1 1 1 
Towns 37 15 20 24 7 21 9 4 6 8 8 8 6 9 4 4 2 5 1 3 
Rural 33 11 23 17 10 23 10 7 4 5 6 11 2 6 5 6 1 4 5 2 
18-29 37 19 22 16 19 11 14 11 8 8 9 5 6 5 3 6 3 1 2 2 
3Q-49 40 20 25 16 11 13 10 10 4 5 5 5 5 5 4 3 2 1 2 1 
50 and over 33 27 12 24 10 15 6 4 6 6 5 7 5 6 6 4 2 6 1 2 
Less than high school 

grad 39 32 18 16 12 16 10 6 6 8 5 6 5 5 5 6 4 4 2 1 
High school grad 34 18 25 20 13 11 11 9 5 5 7 6 5 5 7 4 2 2 2 2 
COllege grad 32 16 15 20 17 13 7 10 6 6 6 4 6 5 6 3 2 3 2 2 
Men 33 21 19 19 13 12 8 8 7 6 6 5 5 6 4 4 2 3 2 2 
Women 37 24 23 19 13 14 12 9 5 7 6 6 6 4 5 5 3 3 1 1 
White 34 20 22 20 13 13 9 8 5 6 6 6 6 6 4 4 2 3 2 2 
Black 43 40 12 14 18 10 14 16 12 13 4 11 4 4 9 2 13 2 1 
Under $5,000 38 32 14 18 14 13 10 6 9 8 6 6 3 8 5 7 4 4 1 1 
$5,000-$9,999 35 23 23 18 13 14 10 7 7 8 7 5 7 5 5 4 3 4 2 2 
$10,000-$14,999 37 18 23 22 15 14 10 9 3 6 6 7 4 7 4 4 2 3 2 2 
$15,000 and over 33 18 23 19 12 11 9 10 5 3 5 6 6 2 4 3 1 1 1 1 

Subsidized housing 
nearby 37 21 26 18 14 14 10 12 7 6 6 7 7 9 4 4 2 2 

No subsidiz.ed housing 
nearby 35 22 19 19 13 13 10 7 6 6 6 6 5 4 5 5 8 3 2 2 

Knowledge of Government 
Housing Programs 

Know a great deal 36 21 24 21 14 13 10 10 8 5 6 6 6 5 4 4 4 3 2 2 
Know only a little 34 20 21 19 11 13 9 7 5 7 7 5 6 5 5 5 2 3 2 1 
Know almost nothing 36 25 18 18 14 14 9 9 5 6 5 7 3 5 3 5 2 3 2 2 



acerbated by the fact that housing was far from 
front and center in the concerns of the American 
people. 

The survey measured in two ways the im
portance of housing problems compared with 
other concerns on the minds of Americans: (1) 
by an unstructured open-end question that asked 
the public to volunteer "the two or three biggest 
problems facing the country today," and (2) by a 
structured closed-end question that asked peo
ple how important they considered each area on 
a predetermined list of areas of concern. 

When asked to respond to the open-end 
question-the two or three biggest problems fac
ing the country today-the national cross-section 
gave top priority to the "economy, inflation, the 
high cost of living" cited by 54 percent, then 
Watergate and the political fallout from it (25 
percent), crime (19 percent), drugs (18 percent), 
taxes (11 percent), pollution and ecology (11 
percent), welfare and welfare reform (10 per
cent), the energy crisis (10 percent), peace in 
Cambodia (8 percent), schools and education (7 
percent), unemployment (7 percent), alienation 
and a lack of communication (6 percent), dis
crimination and inequality (5 percent), Federal 
spending (4 percent), housing (4 percent), health 
care (3 percent), care for the elderly (2 percent), 
and problems on the job (1 percent). 

Observation: The singular mark of these re
sults by any standard is that America in mid
1973 certainly had a full basket of problems. Not 
one answer on the list volunteered by the people 
could be viewed as anything less than of high im
portance. Given this crowded track of problems, 
the fact that housing came out toward the bottom 
of the list bespoke not so much that housing was 
unimportant, but rather that it was competing 
with a potent set of other critical events and 
problems for public attention. Nonetheless, the 
fact remained that housing did emerge as an 
area of relatively low national concern. 

When asked for their volunteered solutions 
to these problems, the public poured out a full 
response. In the case of inflation, people wanted 
to keep the pri'ce freeze beyond the announced 
60-day period and to see the Government bring 
in a system of controls that works better than 
had been the case for the past 6 months. On 
Watergate, people wanted to get rid of corrup
tion, dishonesty in Government; on crime, the so
lution was to get stricter on law enfor'cement; on 
drugs, a crackdown on pushers was the main 
thrust for solution; on taxes, the desire for tax 

reform and cutting out unnecessary spending 
was advocated; on pollution, a tougher enforce
ment of existing laws came out on top; on wel
fare, the desire was to screen those who qualify 
for welfare more stringently and also to start 
work programs for the poor; on the energy cri
sis, to find more gasoline and to urge the public 
to use more public transportation; on the war, to 
stop the bombing of Cambodia; on education, to 
improve the quality delivered to children of the 
poor; on unemployment, to find more jobs; on al
ienation, to turn more to religion and closer fam
ily ties; on discrimination, to end inequality; on 
Federal spending, to cut foreign aid but to use 
funds appropriated for social programs; on hous
ing, to develop more low income housing; on 
health, to lower hospital costs; and on help for 
the elderly, to make this area a distinct province 
of the Federal Government. 

Observation: Despite the disenchantment of 
the public with politics and politicians, it is pat
ently apparent that the American people still 
were looking to the Federal Government for an
swers in most of these areas of concern. Per
haps the frustration was higher because the peo
ple sensed that the Federal establishment in 
mid-1973 was beset with problems of integrity 
and credibility and yet the solutions were still ur
gently needed. 

The table on page 1448 puts much of the 
public mandate into focus. 

When asked directly in the closed-end ques
tion about the importance of each area, the full 
magnitude of public concern came into full view. 
Top priority obviously has been given to bread 
and butter concerns-checking inflation and 
keeping taxes in line, both believed to be very 
important by over 8 in 10, and by over 9 in 10, to 
be areas of legitimate and even urgent Federal 
governmental concern. 

The areas of crime and drug abuse are of 
high importance to close to 8 in 10, but there is 
less conviction that they are areas of primary 
Federal concern. Spending does not draw quite 
as much attention as inflation and taxes, but 
nonetheless obviously is an area of top Federal 
involvement. Seven out of 10 (69 percent) see 
helping older people as very important, and larger 
numbers of those who attach importance to this 
problem feel the Federal Government has a major 
role to play here. Public education is viewed as 
important by 63 percent, but only 59 percent feel 
that the Federal Government should take the lead 
in helping solve it. It is apparent that this is also 
a shared decision with the States and localities. 
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Importance of National Problems, Which 
Should be Attacked First, and Role of 
Federal Government in Solving 

Federal 
Government 
Should Take 
Major Role 
in Solving 

(Base: Find 
Two or problem 
Three "very" or 

Very Attacked "somewhat 
Important First important") 

% % % 
Checking inflation 89 57 92 
Keepi ng taxes 

in line 81 22 91 
Reducing crime 80 30 76 
Curbing drug abuse 79 39 79 
Keeping spending 

in line 78 12 89 
Helping older people 69 12 77 
Improving public 

education 63 22 59 
Providing better health 

care for everyone 63 12 76 
CUtting down air and 

water pollution 62 18 74 
Reducing 

unemployment 59 14 68 
More help for poverty 

stricken people 55 3 70 
Improving the 

welfare system 53 12 70 
Easing racial tensions 44 5 55 
Providing housing 

assistance for 
low income families 44 4 63 

Preventing racial 
discrimination 
in housing 39 2 58 

Improving public 
transportation 38 6 52 

Taking steps to achieve 
racial balance 
in housing 27 59 

Providing housing 
assistance for 
moderate income 
families 21 2 50 

Health care and environmental control are 
believed by just under 2 in every 3 as having a 
high priority, and while the Federal role is 
viewed as dominant, it is far from exclusive in 
the minds of the public. Help for poverty stricken 
people and welfare reform along with reducing 
unemployment are seen by more than 50 percent 
as being "very important" and by roughly 7 in 10 
as primarily Federal responsibilities. 

Easing tensions racially was named as "very 
important" by 44 percent of the public, the first 
area on the list that did not achieve a majority 
who put it in the topmost importance category. 
But 55 percent of those who saw this problem as 
important did say the Federal role should be 
major. Improving public transportation was given 
highest importance by 38 percent, with 52 per
cent saying the Federal Government ought to 
take a major role in solving the problem. 

As in the roster of volunteered issues, mat
ters centering on national housing policy finished 
far down the list of priorities. The most important 
was believed to be "providing housing assist
ance for low income families," singled out as 
"very important" by 44 percent, and with 63 per
cent of those who feel it is important giving it 
primarily a Federal responsibility. Two areas 
dealing with racial aspects of housing, "prevent
ing racial discrimination in housing" (39 percent 
very important and 58 percent a prime Federal 
role) and "taking steps to achieve racial balance 
in housing" (27 percent very important and 59 
percent definitely a Federal responsibility) did 
not achieve a standing nearly so high as many 
other areas. Nonetheless, the role of the Federal 
Government as the prime mover to achieve both 
was clearly articulated. Finally, "housing assist
ance for moderate income families" brought up 
the rear, mentioned as "very important" by no 
more than 21 percent; although an even 50 per
cent of those who consider this important feel 
that, if anything is done here, the Federal Gov
ernment must have a major voice in policymak
ing and followthrough. 

Observation: In not a single area among the 
issues of concern tested did less than 50 per
cent of the people who attached importance to a 
problem area feel that the Federal Government 
should take a major role in coming up with a so
lution. Indeed, by any measure, this is a power
ful mandate for Federal involvement in these 
major problems, albeit there are sharp variations 
by subject area. 

Housing obviously is not in the same priority 
league as inflation, crime, drugs, education, care 
for the poor, and ecology. In general, low in
come housing ranks in importance in the same 
category of urgency as easing racial tensions. 
And perhaps this is not happenstance. In want
ing to give importance to low income housing 
programs, the public is implying help for racial 
minorities. (While moderate income housing 
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emerged as a lower priority, it should be noted 
that no definition was given for "low" or "moder
ate" income. It is possible that people defined 
"moderate" income as considerably higher than 
"low" and therefore considered it a less urgent 
area of concern.) 

It is fair to conclude that, at the Federal 
level, there is a rather close identification of the 
involvement of the Federal Government in ra
cially affected housing that comes to the surface. 
Given the findings of the previous section that 
showed blacks most hurting in terms of quality 
of neighborhood, in effect the public is giving 
recognition to this felt need by minority groups. 

There is, of course, quite another way to 
look at the results just reported. The criterion 
used to compare the importance of areas was to 
single out the "very important" response for 
each area and then make a comparison. In terms 
of priorities, this is a fair way to analyze the situ
ation. However, when 44 percent single out low 
income family housing assistance as "very im
portant," the converse conclusion ought not be 
reached: that therefore the remaining 56 per
cent feel that such help is not important. Ac
tually, an additional 35 percent feel that low in
come housing help is "somewhat important", 
compared with no more than 18 percent who 
said it was "not very important" or "not impor
tant at all." So when the "very important" and 
the "somewhat important" are added together, 
by a convincing 79-18 percent, a sizable major
ity of Americans would give importance to pro
viding housing assistance to low income families. 
By the same criterion, the public views as impor
tant "preventing racial discrimination in housing" 
by 67-28 percent, taking steps to achieve racial 
balance in housing by 56-39 percent, and "pro
viding housing assistance for moderate income 
families" by 55-41 percent. 

Observation: It is evident that the first com
parison of the importance of housing with other 
areas of national concern put housing at a dis
advantage, since it is now apparent that people 
were choosing from among highly important 
areas of concern. It is not that housing is an 
area marked by a lack of caring by the American 
people. To the contrary, all four major thrusts of 
a ~ederal housing program are given a position 
of Importance by majorities of the American peo
ple, albeit not as urgent as a number of other 
pressing problems. 

A closer look at the importance ranking for 
the housing areas reveals that in the case of low 

income housing assistance, the low income 
themselves (87 percent), the least well educated 
(84 percent), blacks (97 percent), and residents 
of big cities (85 percent) see real importance to 
Federal programs in this field. Interestingly 
enough, the same groups, along with people who 
live in the East, give more importance to Federal 
help for moderate income housing needs than 
to any others. In the area of taking steps to 
achieve racial balance in housing, the pattern 
shifts somewhat, with blacks being joined by peo
ple under 30 and the college educated in coming 
forth with the highest importance ratings. Finally, 
in the case of preventing racial discrimination in 
housing, the blacks are joined by the young and 
the best educated. 

Observation: In these four areas of housing, 
we can find the essential patterns for support 
both for housing and for racial equality in the 
country today. Federal assistance for housing 
cuts along old-time income and racial lines. 
Those less well off and people from minority 
groups feel particularly _ keenly about Federal 
programs in housing. The more affluent are not 
nearly so concerned as the people who might be 
the direct beneficiaries of Federal efforts in the 
housing area. However, once the racial dimen
sion is added to the housing area, the interest 
and support of the affluent sectors of society 
and that of the young are added, along with the 
self-interest still expressed by minority groups 
themselves. 

By the same token, support for enforcement 
of nondiscrimination in housing is not felt nearly 
as strongly by lower middle and lower income 
groups as a whole, despite the fact that most mi
norities fall into these categories. The reason: 
lower income and lower middle income whites 
are vitally concerned with housing, but are not 
notably in support of advancing the cause of mi
norities as such in the housing field. 

Thus, in effect, there are two coalitions of 
interest in the housing field. One is made up al
most exclusively of the lower income people af
fected by Federal programs. Another combines 
the support of the poorest and the most affluent 
sectors of society. On the racial aspect, it is ob
vious that the question is primarily one of how 
min?ri.ties are to be treated. On the housing per 
se, It IS a matter of who can benefit from the ad
ditional housing that might otherwise not be 
available to the less privileged groups. This dis
tinction of constituencies is important, for they 
are clearly different and they might well require 
quite different avenues of pursuit. 
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Having pointed out these important distinc
tions, nonetheless it must be reported that when 
asked directly about the Federal role in each of 
the four areas, no matter what the coalition, 50 
percent or more of the entire public give a clear 
mandate for major Federal involvement in each 
area: 

• 63 percent assign "major role" to the 
Federal Government in providing assistance for 
low income families, with 30 percent attaching a 
"minor role" and only 5 percent "almost no 
role" for the Federal establishment. 

• In the case of "taking steps to achieve 
racial balance in housing," 59 percent feel the 
Federal role should be major; 32 percent minor; 
and only 7 percent, nonexistent. 

• On "preventing racial discrimination in 
housing," 58 percent feel the Federal role should 
be major, 32 percent minor, and only 7 percent 
"almost none." 

Is Country Going in Right Direction or Pretty 
Seriously on the Wrong Track? 

Pretty 
Going in Seriously 

Right On Wrong Not 
Direction Track Sure 

% % % 
Total 24 66 10 

East 22 69 9 
Midwest 27 64 9 
South 24 65 11 
West 22 65 13 
18-29 29 62 9 
30-49 22 66 12 
50 and over 22 68 10 
Less than 

high school grad 14 73 13
27 ' - . .-High school grad 64 9 

Co'lege grad 31 59 10 
Men 27 63 10 
Women 21 68 11 
White 25 65 10 
Black 9 83 8 

. ;,;.." 

• Even in the case of moderate income 
family housing assistance, a substantial 50 per
cent consider the Federal role as major, 37 per
cent as minor, and only 8 percent as hardly at 
all. 

Observation: So what at the outset ap
peared to be a rather low priority for Federal 
housing programs in the end turned into a sub
stantial mandate, indeed. When measured 
against inflation, crime, drugs, and other higher 
priority areas, to be sure, housing does not 
come off as nearly so urgent an area. Yet, peo
ple do see real importance in the housing field 
in its own right, and believe the Federal Govern
ment would be remiss to fail to exercise its full 
responsibilities . Just what these responsibilities 
are perceived to be will be examined in detail in 
the rest of this report. 

Behind Views on State of Things 
in the Country 

Why Going In Right Direction 
Things better, will straighten out 
Can't change things anyway 
War over, now going right 
Believe in leaders, despite Watergate 
President Nixon doing good job 

Why Going In Wrong Direction 

Prices too high, inflation 

Watergate 

Politicians, government corrupt 

Moral decline in values 

Distrust politicians 
Too much crime 
Everything a mess 
Taxes too high 
Fuel shortage 
War still going on 
Drug abuse 
Too many people on 
Unemployment 
Laws not enforced 

welfare 

Nixon involved in scandals 
Not sure 

Total 
% 

9 
8 
4 
3 
2 

32 
18 
15 
10 
7 
6 
5 
5 
4 
4 
4 
3 
3 
2 
2 
6 

. . ' 
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Subsi- No 
dized Subsidized 

Housing Housing 
Total Nearby Nearby 

% % % 
Economy, inflation, 

higher cost of living 54 56 60 
Watergate, politics 25 25 28 
Crime 19 14 21 
Drugs 18 17 18 
Taxes 11 14 11 
Pollution, ecology 11 7 12 
Welfare, 

welfare reform 10 11 10 

Solutions to Problems Facing Country 

Total 
% 

Economy, Inflation 
Keep price freeze 18 
Control high cost of living 18 
Lower prices', interest rates 10 
Raise wages 3 
Cut government spending 3 
Redistribute the wealth 2 
Other 11 

Watergate 
Get rid of corruption, dishonesty 

in government 10 
Fi nd out the truth 3 
Punish people involved 3 
People should be more alert 3 
Need better communications 2 
Forget it 1 

Crime 
Stricter sentences by courts 5 
Stricter law enforcement 4 
Restore death penalty 3 
Have more policemen 3 
Cut crime rate 3 
Less restrictions on police 1 
Gun control 1 
Solve social problems causing crime 1 

Drugs 
Crack down on pushers 7 
Enforce existing laws 3 
Educate public about drugs 2 
Crack down on addicts 1 
Rehabilitate addicts 1 

Taxes 
Put in tax reform 3 
Cut out unnecessary spending 3 
Lower taxes 2 
Make rich pay more 1 

Pollution 
Make industry stop polluting 4 
Stricter enforcement of laws 3 
People must cooperate more 2 

Two or Three Biggest Problems Facing Country Today 
(Volunteered) 

Energy cnsls 10 10 
Peace in Cambodia 8 7 
Schools, education 7 7 
Unemployment 7 7 
Alienation, 

no communication 6 7 
Discrimination, 

inequality 5 4 
Federal spending 4 5 
Housing 4 3 
Health care 3 2 
Care for elderly 2 4 
Employment problems 2 

Welfare 
Get stricter about who qualifies 
Start work programs 
Help needy, sick more 

Energy Crisis 
Find more gasoline 
Use more public transportation 
Provide better public transit 

War 
Stop bombing in Cambodia 
Jobs for those connected with war 

Education 
Make more available to poor 
Better teachers 
Make curriculum more relevant 
More classroom facilities 
Don't bus children 

Unemployment 
Find more jobs 

Alienation, Social Breakdown 
More religion 
Closer family life 
Learn more about each other 

Discrimination, Inequality 
End inequality 
Need better communications 

Federal Spending 
Cut foreign aid 
Use funds for social programs 

Housing 
More low income housing 

Health Care 
Lower hospital costs 
National health insurance 

Elderly 
Take care of by government 

Not sure 

10 
8 
8 
7 

6 

6 
3 
4 
4 
2 

5 
4 
2 

4 
2 
1 

3 
2 

2 
1 
1 
1 
1 

6 

2 
2 
2 

3 
1 

2 
2 

2 
1 

1 

2 
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Importance of Providing Housing Assistance for Low Income Families 

Not 
Very 

Important 
% 

Somewhat 
Important 

% 

Not Very 
Important 

% 

Important 
at All 

% 

Not 
Sure 

% 
Positive 

% 
Negative 

% 

Total 44 35 13 5 3 79 18 

East 
Midwest 

44 
40 

38 
35 

11 
17 

4 
6 

3 
2 

82 
75 

15 
23 

South 
West 

47 
41 

33 
37 

10 
13 

7 
3 

3 
6 

80 
78 

17 
16 

Cities 55 30 10 3 2 85 13 
Suburbs 32 41 16 6 5 73 22 

Towns 45 38 10 5 2 83 15 

Rural 40 35 15 7 3 75 22 

18-29 42 40 11 5 2 82 16 
30-49 38 36 16 7 3 74 23 
50 and over 50 31 11 4 4 81 15 

Less than high school 
grad 

High school grad 
College grad 

56 
39 
34 

28 
38 
43 

8 
15 
14 

4 
6 
5 

4 
2 
4 

84 
77 
77 

12 
21 
19 

Men 43 35 13 6 3 78 19 
Women 45 36 12 4 3 81 16 

White 39 38 14 6 3 77 20 
Black 87 10 2 1 97 2 

Under $5,000 57 30 8 2 3 87 10 
$5,000-$9,999 50 32 11 4 3 82 15 
$10,000-$14,999 33 40 14 9 4 73 23 
$15,000 and over 36 39 17 6 2 75 23 

Subsidized housing 
nearby 40 37 14 5 4 77 19 

No subsidized housing 
nearby 44 35 13 5 3 79 18 

Knowledge of Government 
Housing Programs 

Know a great deal 43 36 13 6 2 79 19 
Know only a little 44 37 12 4 3 81 16 
Know almost nothing 42 35 13 6 4 77 19 

Importance of Providing Housing Assistance for Moderate Income Families 

Not 
Very Somewhat Not Very Important Not 

Important Important Important at All Sure Positive Negative 
% % % % % % % 

Total 21 34 25 16 4 55 41 

East 23 41 22 11 3 64 33 
Midwest 17 29 31 19 4 46 50 
South 25 33 21 17 4 58 38 
West 18 31 29 15 7 49 44 

Cities 27 39 19 11 4 66 30 
Suburbs 13 37 29 15 6 50 44 
Towns 21 30 28 19 2 51 47 
Rural 22 26 27 20 5 48 47 
18-29 16 39 29 14 2 55 43 
30-49 19 28 29 20 4 47 49 
50 and over 27 36 19 12 6 63 31 
Less than high school 

grad 31 31 19 11 8 62 30 
(Continued on p. 1453) 
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Importance of Providing Housing Assistance for Moderate Income Families 
(Continued from p. 1452.) 

High school grad 
College grad 

18 
14 

36 
32 

26 
32 

17 
18 

3 
4 

54 
46 

43 
50 

Men 21 32 26 18 3 53 44 
Women 21 36 25 13 5 57 38 
White 19 34 26 17 4 53 43 
Black 50 32 13 3 2 82 16 

Under $5,000 32 37 17 9 5 69 26 
$5,000-$9,999 24 36 20 15 5 60 35 
$10,000-$14,999 16 29 30 20 5 45 50 
$15,000 and over 17 33 31 16 3 50 47 
Subsidized housing 

nearby 17 34 27 17 5 51 44 
No subsidized housing 

nearby 23 32 25 16 4 55 41 
Knowledge of Government 
Housing Programs 

Know a great deal 19 34 26 18 3 53 44 
Know only a little 22 33 26 15 4 55 41 
Know almost nothing 22 33 24 15 6 55 39 

Importance of Taking Steps to Achieve Racial Balance in Housing 

Not 
Very Somewhat Not Very Important Not 

Important Important Important at All Sure Positive Negative 
% % % % % % % 

Total 27 29 22 17 5 56 39 
East 28 29 23 15 5 57 38 
Midwest 27 32 21 15 5 59 36 
South 25 22 23 25 5 47 48 
West 32 30 17 14 7 62 31 
Cities 37 28 18 14 3 65 32 
Suburbs 23 32 23 16 6 55 39 
Towns 20 32 24 20 4 52 44 
Rural 26 23 23 21 7 49 44 
18-29 32 33 20 14 1 65 34 
30-49 24 29 22 19 6 53 41 
50 and over 28 25 22 18 7 53 40 

Less than high school grad 32 24 18 17 9 56 35 
High school grad 25 30 24 18 3 55 42 
College grad 25 34 24 14 3 59 38 
Men 25 27 23 21 4 52 44 
Women 30 30 20 14 6 60 34 
White 23 30 23 19 5 53 42 
Black 72 18 6 2 2 90 8 
Under $5,000 33 24 18 18 7 57 36 
$5,000-$9,999 31 27 20 17 5 58 37 
$10,000-$14,999 22 27 26 19 6 49 45 
$15,000 and over 25 32 22 17 4 57 39 
Subsidized housing 

nearby 23 29 24 18 6 52 42 
No subsidized housing 

nearby 29 28 21 17 5 57 38 
Knowledge of Government 
Housing Programs 

Know a great deal 28 30 20 19 3 58 39 
Know only a little 25 32 21 18 4 57 39 
Know almost nothing 29 23 24 15 9 52 39 
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Importance of Preventing Racial Discrimination in Housing 

Not 
Very Somewhat Not Very Important Not 

Important Important Important at All Sure Positive Negative 
% % % % % % % 

Total 39 28 16 12 5 67 28 

East 41 30 16 8 5 71 24 
Midwest 38 31 16 11 4 69 27 
South 34 23 18 19 6 57 37 
West 42 28 14 10 6 70 24 
Cities 46 26 14 10 4 72 24 
Suburbs 35 32 17 11 5 67 28 
Towns 37 31 13 14 5 68 27 
Rural 33 24 21 15 7 57 36 
18-29 49 30 13 6 2 79 19 
30-49 35 29 18 13 5 64 31 
50 and over 33 25 18 16 8 58 34 
Less than high school grad 40 23 14 14 9 63 28 
High school grad 36 30 18 13 3 66 31 
College grad 41 33 17 6 3 74 23 
Men 36 27 17 15 5 63 32 
Women 41 29 16 9 5 70 25 
White 34 30 18 13 5 64 31 
Black 84 10 2 2 2 94 4 
Under $5,000 42 21 14 13 10 63 27 
$5,000-$9,999 42 28 16 11 3 70 27 
$10,000-$14,999 36 27 19 13 5 63 32 
$15,000 and over 35 35 15 11 4 70 26 
Subsidized housing 

nearby 34 30 15 15 6 64 30 
No subsidized housing 

nearby 38 28 17 12 5 66 29 
Knowledge of Government 
Housing Programs 

Know a great deal 37 31 15 14 3 68 29 
Know only a little 40 30 15 11 4 70 26 
Know almost nothing 36 24 19 12 9 60 31 
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Role the Federal Government Should Play in Helping Solve Housing Problems 

Knowledge of 

Government 


Housing 

Programs 
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% % % % % % % % % % % % '" % % % % % % % 0/0 0/0 % 0/0 % % % 0/0 % 
Providing Housing 
Assistance to Low 
Income Families 

Major role 63 65 57 65 63 67 60 63 59 59 62 66 73 58 55 61 64 59 87 76 66 57 52 62 63 65 61 61 
Minor role 30 26 35 27 30 27 31 32 31 35 30 25 18 36 34 31 28 33 13 18 27 35 38 31 29 29 33 27 
Almost no role 5 6 4 5 3 3 6 463 5 544 8 5 4 5 5 6 7 4 5 4 4 6 
Not sure 2 3 4 3 4 3 3 1433452 3 3 4 3 6 2 2 3 3 3 2 2 6 

Providing 	Housing 
Assistance to 
Moderate 	 Income 
Families 

Major role 50 50 53 50 46 51 45 50 55 46 55 49 57 46 46 49 51 47 66 62 48 50 41 47 51 52 52 45 
Minor role 37 39 35 36 39 38 41 37 31 45 33 35 30 42 38 40 35 40 25 24 40 39 45 39 37 37 38 37 
AI most no role 8 7 10 9 7 6 9 12 10 7 8 10 6 9 12 8 9 9 4 6 10 8 10 12 7 9 7 11 
Not sure 5 4 2 5 8 5 5 142 4 6 7 3 4 3 5 4 5 8 2 3 4 2 5 2 3 7 

Taking Steps to 
Achieve Racial 
Balance in Housing 

Major role 59 66 54 61 51 63 57 47 61 55 59 62 70 54 50 56 61 54 83 67 67 47 53 58 59 54 59 63 
Minor role 32 24 36 29 41 27 35 42 29 38 31 26 20 38 38 34 30 35 14 22 26 42 36 33 31 35 33 27 
Almost no role 7 8 7 6 5 5 7 10 6 6 8 7 4 8 9 7 6 8 1 5 5 9 9 9 6 9 7 4 
Not sure 2 2 3 4 3 5 1 1 4 1 2 5 6 3 3 3 3 2 6 2 2 2 4 2 1 6 

Preventing Racial 
Discrimination 
in Housing 

Major role 58 64 52 58 56 63 58 46 58 59 55 60 68 53 55 55 60 53 87 69 63 47 54 55 59 55 55 63 
Minor role 32 26 38 29 34 28 31 43 29 33 33 28 21 38 31 34 30 34 12 19 26 43 36 34 31 37 34 23 
Almost no role 7 7 7 8 7 5 9 9 7 7 9 6 5 7 11 7 7 8 1 4 8 6 9 7 7 7 8 7 
Not sure 3 3 3 5 3 4 2 2613662 3 4 3 5 8 3 4 1 4 3 1 3 7 
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en Two or Three Problems Which Should Be Attacked First 
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ing ing Reduc- Public Taxes Water Unem ing Better Older Spend- Trans cial come Stricken in come in 
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Crime 
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Care 
% 

pie 
% 
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l ies 
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pie 
% 
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% 
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Total 57 39 30 22 22 18 14 12 12 12 12 6 5 4 3 2 2 
East 64 40 27 20 25 16 17 10 13 12 9 6 5 1 3 1 2 
Mi"dwest 54 36 30 21 25 19 10 12 12 13 18 7 5 5 4 2 1 
South 57 45 34 25 17 12 14 16 11 11 10 5 3 6 2 2 1 
West 48 31 31 25 20 28 15 8 12 13 10 10 7 5 5 2 2 
Cities 57 36 38 24 18 15 15 12 12 12 8 6 5 7 3 2 2 
Suburbs 59 34 27 23 20 21 13 12 11 10 9 8 6 3 3 2 1 
Towns 56 40 26 20 26 22 11 11 11 10 16 4 4 5 5 1 2 
Rural 54 46 26 19 28 14 14 12 13 16 17 6 4 3 2 1 1 
18-29 54 30 28 28 20 29 16 11 14 6 11 6 9 4 5 3 2 
30-49 59 42 28 24 24 16 14 12 8 11 13 8 4 4 2 2 1 
50 and over 56 42 34 15 22 10 12 13 14 18 11 5 2 5 4 1 2 
Less than high school grad 50 42 29 17 23 9 15 13 12 23 9 4 2 6 3 1 3 
High school grad 58 40 31 23 24 20 15 11 11 9 11 6 5 4 3 2 1 
College grad 64 28 31 29 14 27 11 11 14 2 19 12 7 4 3 2 1 
Men 59 37 30 21 23 17 14 12 12 11 14 7 4 4 3 2 1 
Women 54 40 31 23 21 18 14 12 12 14 10 5 6 5 3 2 2 
White 57 39 29 21 24 19 13 11 12 13 13 7 5 4 3 1 2 
Black 57 30 41 35 11 8 20 14 9 6 2 2 6 10 3 9 2 5 
Under $5,000 45 39 30 17 16 12 13 18 18 20 7 7 5 8 4 2 2 
$5,000-$9,999 57 38 32 19 22 17 17 10 9 14 12 4 5 6 2 1 2 
$10,000-$14,999 59 40 28 25 26 20 13 8 11 10 13 5 3 1 4 2 2 
$15,000 and over 62 38 32 22 23 21 13 12 10 7 14 10 7 3 3 2 1 
Subsidized housing nearby 50 39 27 21 23 18 12 14 11 16 13 7 6 5 2 2 1 
No subsidized housing 

nearby 58 39 31 28 22 17 14 11 12 11 12 6 4 4 4 2 2 
Knowledge of Government 
Housing Programs 

Know a great deal 58 37 27 28 22 22 13 13 12 10 13 7 5 4 4 3 2 
Know only a little 59 37 31 19 21 17 13 12 12 9 13 7 5 4 2 2 1 
Know almost nothing 53 42 33 19 23 14 16 10 10 18 9 6 3 5 4 1 2 

• Less than 0.5 percent. 



Job Various Levels of Government Have Been Doing in Key Areas 

Federal Government 
Posi- Nega- Not 
tive tive Sure 
% % % 

Providing housing assistance 
for low income families 35 46 19 

Taking steps to achieve racial 
balance in housing 33 43 24 

Providing housing assistance 
for moderate income families 22 44 34 

Reducing crime 24 69 7 
Improving public 

transportation 19 59 22 

Table repercentaged on total , excluding "not sure's" 

Providing housing assistance fo r low income families 
Taking steps to achieve racial balance in housing 
Providing housing assistance for moderate income 

families 
Reducing crime 
Improving public transportation 

Section IV: What the Public 
Specifically Wants the Federal 
Government To Do in the Housing 
Field 
The Public Assesses the Job Done 

Although people feel that the Federal Gov
ernment should be deeply involved in the hous
ing field, especially where low income and mi
nority groups are concerned, when it comes to 
the rating of the job done to date, there are res
ervations down the line. 

The survey used as a control the areas of 
reducing crime and impreving public transperta
tien. In neither area dees the Federal 'Or State 
gevernment come 'Off well. Te the centrary, there 
is a feeling by almest 3 to 1 that the Federal 
Gevernment is failing on the jeb 'Of reducing 
crime, and by a cemparable margin that it is not 
impreving transpertation. State gevernment per
formance in both areas is hardly viewed as an 
imprevement en the Federal standard . Lecal gov
ernment alse cemes up shert en the transperta
tion issue but dees censiderably better as a 
ferce fer curbing crime, albeit with 56-38 per- , 
cent negative (with 6 percent "net sure") . 1m) 
plicit in this last result is public recegnition that 
crime is essentially a lecal problem in terms 'Of 
law enfercement. 

State Government Local Government 
Posi- Nega- Not Posi - Nega- Not 
t ive live Sure tive tive Sure 
% % % % % % 

27 47 26 27 48 35 

28 44 28 28 41 31 

17 44 39 19 44 37 
26 66 8 38 56 6 

23 59 18 24 62 14 

Federal State Local 
Government Government Government 
Posi - Neg a- Posi- Nega- Posi- Nega
tive tive tive tive tive tive 
% % % % % % 

43 57 36 64 36 64 
44 56 39 61 41 59 

33 67 28 72 30 70 
26 74 28 72 40 60 
24 76 28 72 28 72 

On the three heusing areas tested, the Fed
eral performance is semewhat better than en ei
ther crime 'Or public transportatien. Nonetheless, 
the public still is negative in its epiniens in the 
aggregate. By 44-22 percent (and 34 percent un
decided), they feel that the Federal Gevernment 
has not done the job in providing housing assist
ance to moderate families. By 43-33 percent, 
they also feel that the Federal Government has 
not carried out. its mandate to take steps to 
achieve racial balance in housing (one out of 
four were "not sure"). And by 46-35 percent 
(with 19 percent "not sure"), people feel that an 
inadequate job has been done to provide hous
ing assistance for low income families. 

Nonetheless, it must be noted that people 
also feel that the Federal record on these key 
housing dimensions has been considerably bet
ter than at the State or local level. This means, 
of course, that on housing matters such as this, 
Federal credibility is greater than that of either 
State or local government. 

On the pivotal issue of help for low income 
housing needs, only the South and rural States 
emerge with a positive rating of Federal perform
ance. Most critical are people who live in the 
East, those in the big cities, suburban residents, 
young people, the college educated, and blacks. 
This pattern is repeated in the case of Federal 
efforts to provide help for moderate income fam
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ily housing needs, except that neither the South 
nor rural areas give the Government positive 
marks on this dimension. On efforts to achieve 
racial balance in housing, again the South and 
rural areas laud the Federal effort, but residents 
of the Midwest, the cities, the young, the blacks, 
and those who feel most knowledgeable about 
Federal housing are most critical. 

Observation: Negative ratings of the job 
government is doing in the housing areas may 
be attributed to three factors: (1) the moratorium 
on subsidized housing, (2) the job actually done 
in the housing area, and (3) general public ma

, laise over government domestic performances. 

Is the Mandate Really There to Do the Job? 

The survey asked directly if people thought 
government generally had a responsibility to pro
vide housing assistance for low and moderate in
come families. The question lumped both low in
come and moderate income families into the 
same general classification on this question.· The 
result: a thumping 66-25 percent mandate for 
Federal responsibility. When asked which level 
of the government should have the main respon
sibility, the mantle fell onto the Federal Govern
ment, <s ingled out by 43 percent, followed by 
State government at 31 percent, and local gov
ernment at 19 percent. However, it should be 
pointed out that, if one were to add the State 
and local totals, a case could be made that fully 
50 percent feel the primary responsibility for 
such housing does not rest at the Federal level. 
But given the dominance of the Federal respon
sibility over either State or local government, it 
would be a misreading of these results to as
sume that this last result provided a powerful 
mandate for passing control of Federal housing 
programs to the States and localities. The com
manding reason cited for Federal responsibility 
was that Washington collects the most taxes and 
has the authority in this field. States and locali 
ties were cited as being closer to the people and 
more familiar with their problems. 

In the case of a Federal subsidy for those 
who cannot afford decent, safe housing, a 
thumping 64-24 percent majority feels they favor 
a Federal subsidy. When asked why they feel 
this way, four central reasons were volunteered: 
"Those who need it should be helped" (30 per

• No 	definition was given for " Iow" or "moderate" income. When 
asked to define "low income," the median was $5,500 for a 
family of four. The public was not asked, however, to define 
moderate income. 
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cent), "help only those who can't help them
selves" (15 percent), "everyone must have de
cent housing" (14 percent), "some people are 
unfortunate" (10 percent). The main opposition 
to a subsidy were the 11 percent who said, 
"People should help themselves." 

Finally, people were asked about govern
mental housing assistance for specific target 
groups, to determine just how far and wide the 
governmental responsibility was believed to 
exist. 

There is no doubt whatsoever about the 
public mandate for housing help to the elderly 
and handicapped, both favored by an over
whelming 88 percent of the American people. In 
the case of low income families, by better than 3 
to 1 (68-21 percent), the public supports govern
ment's providing housing. However, similar help 
for moderate income families was rejected by a 
59-27 percent margin. 

Observation: Here, then, in the case of mod
erate income housing the first break in the al
most uniform statement of support for the major 
tenets of the Federal housing programs takes 
place. By wide margins, people advocate a Fed
eral housing program for the poor, the elderly, 
and the handicapped. But the public itself draws 
the line at assistance to moderate income peo
ple. Given this point of view, it becomes more 
apparent than ever that the American people see 
the Federal role in housing as one essentially 
helping the less fortunate, but leaving to the pri 
vate sector or to the States and localities the 
task of providing adequate housing for middle 
and upper income people. In other words, Fed
eral housing is seen as an important specific 
case of government responsibility for the less 
fortunate . And on this score, people have rather 
urgent views. 

Measured against the negative ratings of the 
job being done by the Federal Government in 
housing, it is apparent that the American people 
themselves are less than satisfied with what has 
been done compared to what ought to be done. 
This gap defines the central public mandate for 
the Department of Housing and Urban Develop
ment in the housing field. 

There is one other major qualification the 
public places on governmental housing pro
grams. In the case of low income people, moder
ate income families, and elderly persons, the 
sample was asked if it felt the government 
should build new housing, or help obtain existing 
housing for each group. In the case of all three, 
at least pluralities all favored turning to the route 



Government Housing Assistance for Specific Target Groups 

Mid-
Total East west 

% % % 
Elderly Persons 

Government should provide 88 88 89 
Should not provide 7 6 8 
Not sure 5 6 3 

Handicapped Persons 
Government should provide 88 89 88 
Should not provide 6 4 8 
Not sure 6 7 4 

Low Income Families 
Government should provide 68 68 67 
Should not provide 21 18 21 
Not sure 11 14 12 

Moderate Income Families 
Government should provide 27 34 22 
Should not provide 59 51 63 
Not sure 14 15 15 

of obtaining existing housing. People felt most 
strongly about this for moderate income families, 
but also opted by 58-26 percent for this route 
for low income families. In the case of the eld
erly, the division was closer, with a 49-37 per
cent plurality still going for obtaining existing 
rather than building new housing. 

Observation: This latter suggestion, of 
course, suggests important areas of Federal in
volvement in the housing field, not simply the 
planning and construction of new housing. Im
plicit in the feelings of the people is the possibil
ity of Federal assistance in renovating older 
housing, as well as organization of a marketing 
service to let people know what housing might 
be available. Clearly, people do not have an au
tomatic reaction that Federal involvement, or 
State or local for that matter, means building a 
new project. 

It is one thing, of course, for the public to 
advocate a Federal role in housing and even to 
say the Government has the responsibility for 
seeing to it that people have decent and safe 
housing. It is quite another to want to see tax 
monies spent for this purpose. Therefore, the 
survey asked the cross-section about levels of 
Federal spending in the housing area, compared 
to its impression of spending levels over the past 
few years. 

In the case of Federal Government spending 
for moderate income family housing, although 33 
percent said it should remain the same as be
fore, an equal 33 percent thought it should be 
less and only 14 percent thought it should be 
more. 

$15,000 
Under $5,000- $10,000- and 

South 
% 

West 
'% 

$5,000 
% 

$9,999 
'% 

$14,999 Over 
'% % 

White 
% 

Black 
% 

89 
6 
5 

83 
10 
7 

90 
3 
7 

92 
5 
3 

87 
8 
5 

82 
13 

5 

87 
8 
5 

98 

2 

92 
3 
5 

80 
10 
10 

89 
2 
9 

90 
6 
4 

88 
6 
6 

86 
8 
6 

87 
6 
7 

98 

2 

69 
22 

9 

67 
23 
10 

77 
10 
13 

73 
18 

9 

64 
25 
11 

61 
27 
12 

66 
22 
12 

93 
3 
4 

27 
59 
14 

23 
64 
13 

36 
42 
22 

30 
58 
12 

22 
66 
12 

23 
66 
11 

25 
62 
13 

49 
30 
21 

Observation: Since people were not told 
what the actual spending level was, these find
ings are more an indication of support for Fed
eral spending in this area than an informed eval
uation of the adequacy of current spending. 

Certainly the thrust of the survey results on 
moderate income housing confirms the prevailing 
generalized opinion that the public mandate for 
Federal involvement in moderate income housing 
is not as strong as for low income housing. 

On the other hand, when people were asked 
about Federal spending to assist low income 
people with their housing, the results were re
versed. Although 32 percent thought the levels of 
spending should remain as they have been, only 
18 percent opted for less, while 33 percent said 
"more." 

Observation: Once again, on the acid test of 
spending actual monies, it is apparent that there 
is a substantial mandate for the Federal Govern
ment to provide housing help for low income 
families. 

The Form Assistance in Housing for Low 
Income Families Should Take 

It is one thing, of course, to have a specific 
mandate for low income housing, but the proof 
of the pudding must lie in just what specific 
directions and substance the public really wants 
to see accomplished. 

One major question is whether low income 
housing should be built within inner city low in
come areas or outside the low income areas. By 
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a surprising 40-35 percent, a plurality of the 
public nationwide believes most should be built 
outside the inner city areas. Even suburban resi
dents favor this emphasis by a 38-32 percent 
margin. Blacks want it by 47-33 percent. People 
in the big cities are divided 40-40 percent on the 
proposition. 

The main reasons people favor building out
side the inner city areas are that "if we build 
them in the slums, then the people will still live 
in the slums" (volunteered by 23 percent); "low 
income people should have the chance to live in 
better neighborhoods" (9 percent); "build in less 
crowded areas" (6 percent). Those advocating 
construction in the inner city areas feel that 
"slums should be torn down and replaced with 
good housing" '(12 percent); "we should keep 
'them' in their own area together, not mixed up 
with us" (10 percent); and "housing should be 
built near public transportation" (10 percent). 

Closely tied to this question is whether low 
income housing should be built only in the cities 
or also in the suburbs. By a 52-26 percent mar
gin, exactly 2 to 1, the American people also 
opted for building some low income projects in 
the suburbs. Even suburban people favored such 
a move by 44-28 percent. Blacks are for it by 
63-22 percent, but so are whites by a majority of 
51-27 percent. 

Observation: As a generalized proposition, 
there is a clear mandate for the Federal Govern
ment to move to build low income housing proj
ects in the areas outside the inner city and even 
outside the central cities themselves, moving into 
the suburban areas to build such projects. 

Of course, a real question that has not yet 
been clearly answered is just what form new 
Federal assistance for low income families in 
housing should take. For this reason, the public 
was asked about several possible forms that 
housing assistance could take. An assumption up 
to now was that low income housing projects 
were the main form of such help. When asked if 
the Government should be "building housing 
projects primarily for low income families", by 
66-25 percent, a sizable majority either definitely 
favored such projects or was leaning in that 
direction. A clear majority of every major seg
ment of the. population felt that way. 

The reasons behind this thinking were that 
"we must help those who cannot otherwise af
ford decent housing" (21 percent); "the govern
ment must insure safe housing for the poor" (10 
percent); and "when people need housing, we 

should give it to them" (8 percent). The major 
opposition consists of "people should help them
selves" (8 percent). 

A second form of assistance put before the 
cross-section was of "providing a mortgage sub
sidy to help low income families buy their 
own houses." This was favored by 66-23 
percent, who either definitely favored such an 
idea or who were leaning in that direction. The 
reasoning behind this affirmative response was 
"this is the only way low income people can 
ever own a home" (volunteered by 18 percent); 
"homeowning fosters better care of property and 
the neighborhood" (14 percent), "a one shot 
mortgage provides an incentive for people to 
maintain their payments in later years" (9 per
cent); and "owning your own home offers a per
son better security" (7 percent). Again, the main 
opposition is centered in the group that said, 
"People should help themselves," (10 percent on 
a volunteered basis). 

Two other possibilities met with considera
bly less support, although both had plurality 
backing. One dealt with "providing a rent sup
plement to allow low income families to live in 
government-financed housing projects which are 
occupied mainly by moderate income families." 
This proposition was favored by a 49-35 percent 
margin. It was found to be most appealing to 
young people, residents of the Midwest and 
West, blacks, and people with incomes under 
$5,000. 

Reasoning behind support for the rent sub
sidy or supplement idea centered on "people 
ought to be able to obtain better housing" (12 
percent volunteered); "we must provide low in
come people who cannot afford it with decent 
housing" (8 percent); and "we must get people 
out of the ghettos into decent neighborhoods 
and to mix with other people" (7 percent). The 
opposition, however, clustered around the views 
that "people must learn to take care of them
selves" (11 percent); "low income people ought 
to be kept separate from others" (8 percent); 
and "it would be unfair to the middle class who 
would have to pay extra for their housing" (5 
percent). 

The other alternative tested was to "give a 
low income family a housing allowance, which 
would be a certain amount of money, which must 
be spent on housing, but the people receiving 
the money could spend it on any housing, just 
as long as it met minimum standards." This idea 
met with 50-35 percent agreement. Again, resi
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dents of the Midwest and West favored this no
tion, as did people who live in big cities and 
towns, young people, college graduates, blacks, 
and people with incomes under $10,000. Opposi
tion to this idea was strongest in the South, the 
sUQurbs, rural areas, among older people, 
whites, and those with incomes of $15,000 and 
over. 

The thinking behind public opinion on the 
housing allowance proposition went this way: In 
favor of it, people argued, "people ought to be 
able to live wherever they feel they want to" 
(volunteered by 15 percent); "we must help the 
poor raise their living standards" (10 percent); 
'a good idea if \~e money is just used for hous

ing" (4 percenv. The opposition crystalized 
around the views that "they would not spend the 
money for the intended purpose" (11 percent); 
"it would remove the incentive to go to work for 
some people" (10 percent); and "it is too much 
of a drain on government spending and taxes" (5 
percent). 

Observation: Certainly the two clear-cut 
areas of public support for specific Federal pro
grams in the low income housing field are pro
jects built by the Government for these groups 
-the traditional route-and the offering of mort
gage subsidies for low income people-a 
relatively new idea. Both had two thirds support, 
and both are viewed as representing a fulfillment 
of the obligation of the Federal Government to 
help people with their housing, as well as being 
practical solutions to the problem. The rent sub
sidy or supplement idea and the rent allowance 
suggestion both meet with less support, and 
would be somewhat more difficult to sell to the 
American people. 

There is little doubt, however, that the pub
lic has low income people in mind as the target 
for Federal assistance in housing. When asked 
how to define low income, the median was 
$5,500 for a family of four, with only 18 percent 
defining low income as $7,000 or more. Nonethe
less, people who set a higher limit to low income 
also tend to favor each of the four basic alterna
tives for Federal assistance more than those who 
set a lower limit. For example, the rent supple
ment ends up in a 44-44 percent stand-off 
among those who believe low income refers to 
families with incomes of $3,000 or less. By con
trast, among those who define low income as 
$7,000 or more, 58 percent favor such a rent 
supplement. 

Types of Projects Wanted in Their Own 
Neighborhoods 

Apart from the form of assistance the Fed
eral Government might offer, the study also 
probed in considerable depth about what spe
cific types of Government-sponsored housing 
would be acceptable in people's own neighbor
hoods. The following table reports the overall re
sults. 

Reaction to Various Types of Projects 
in Own Neighborhood 

Not 
Favor Oppose sure 

% % % 
Small housing project of 

apartments for the elderly 75 22 3 
Larg.e housing project of 

apartments for the elderly 60 36 4 
Single family houses or town 

houses for low income 
families 59 36 5 

Small housing project of 
apartments for low 
income families 55 42 3 

Single family houses or 
town houses for moderate 
income families 51 43 6 

Small housing project which 
had apartments for three 
groups: low income families, 
moderate income families, 
and the elderly 48 45 7 

Small housing project 
of apartments for moderate 
Income families 45 49 6 

Large housing project of 
apartments for low 
income families 42 54 4 

Large housing project 
of apartments for 
moderate income families 36 58 6 

At the top of the list, backed by 75 percent 
of the public, would be a "small housing project 
of apartments for the elderly," followed by "a 
large housing project of apartments for the eld
erly," supported by a 60-36 percent margin. In 
third place came "single family houses or town 
houses for low income families" favored by 
59-36 percent, and a "small housing project of 
apartments for low income families" backed by 
55-42 percent. The final category satisfactory to 
a majority was "single family houses or town 
houses for moderate income families", supported 
by 51-43 percent. 

------_.. ~ -----
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Four other possibilities failed to achieve 50 
percent backing, although one, a "small housing 
project which had apartments for three groups: 
low income families, moderate income families, 
and the elderly," was favored by a 48-45 percent 
plurality. The proposition of a "small housing 
project of apartments for moderate income fami
lies" met with 49-45 percent rejection. A "large 
housing project of apartments for low income 
families" was turned down 54-42 percent and a 
"large housing project of apartments for moder
ate income families" was opposed by a more 
substantial 58-36 percent. 

Observation: As these nine alternatives are 
viewed as a whole, certain evident facts about 
the acceptance of Federal housing begin to 
emerge clearly. First, it is obvious that housing 
for the elderly is relatively popular, whether a 
small or large housing project. The two propos
als for the elderly met with decisive acceptance. 
Second, smaller housing projects are clearly 
more acceptable than larger ones. For example, 
a small housing project of apartments for low in
come families met with 55-42 percent approval, 
but a large project for the same people was re
jected 'by 54-42 percent, almost a complete turn
around. Third, single family houses are also 
popular, with such detached units for low in
come families meeting with 59-36 percent ap
proval and for moderate income families with 
51-43 percent acceptance. Third, moderate in
come family housing is less accepted than that 
for other groups, a confirmation of earlier find
ings where a majority of the public opposed 
Federal programs for these people, Fourth, it is 
significant that, in three out of four cases, at 
least a plurality or majority of the entire country 
expressed willingness to have low income fami
lies move into their neighborhood. The only one 
meeting with disapproval was the case of low in
come large apartment projects. Finally, a com
bined or mixed project, albeit a small housing 
project, which was built for low income, moder
ate income, and elderly people, met with slight 
approval. 

Overall, these results would indicate a good 
deal more willingness to have Federal housing of 
one kind or another in people's own neighbor
hoods. To be sure, the suburbs appear to be one 
of the most difficult areas to crack, with strong 
approval being registered only for housing for 
the elderly. Even small housing projects of apart
ments for low income people met with disfavor 
in the suburbs 'by 54-42 percent and large proj
ects by a thumping 66-29 percent. But within the 
parameters of what is acceptable, there is a fair 

amount of tolerance by the American people of 
federally sponsored housing projects and homes. 

However, when the same people were asked 
about what they believed to be their neighbors' 
reactions to the same set of nine proposed Fed
eral housing units, only in the case of a small 
housing project of apartments for the elderly did 
people feel their neighbors would welcome them. 
Here is a comparison between what people said 
they themselves would accept and what they felt 
their neighbors would abide. 

Comparison of What People Think Their 
Neighbors Would Accept in Federal Housing 
in the Neighborhood Compared to what 
They Would Accept 

Would Accept: 
Neigh-

People bors 
% % 

Small housing project 
of apartments for 
the elderly 75 48 

Large housing project 
of apartments 
for the elderly 60 31 

Single family houses or 
town houses for 
low income families 59 25 

Small housing project 
of apartments for 
low income families 55 21 

Single family houses or 
town houses for 
moderate income families 51 25 

Small housing project 
which had apartments 
for three groups: 
low income families, 
moderate income families, 
and elderly 48 23 

Small housing project 
of apartsments for 
moderate income families 45 21 

Large housing project 
of apartments for 
low income families 42 17 

Large housing project 
of apartments for 
moderate income families 36 16 

The difference between what people them
selves claim they would welcome and what they 
say their neighbors would accept in the same 
neighborhood is wide. In every case, the spread 
is at least 20 points or more on the down side 
on what people say their neighbors would take. 

Observation: There are two ways these last 
rather startling results can be read. First, one 
might argue that the American people are much 
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more tolerant than they believe their neighbors 
are. If this were the case, then a firm Federal 
policy could well establish public acceptance of 
many variations of types of projects, ranging 
from those for low income or handicapped peo
ple to the elderly. On the other hand, there is 
another way to read the results: that people are 
more reluctarJt to express their own prejudices, 
and in stating how their neighbors feel they are 
really expressing their own reluctances. 

It is difficult to read the truth between the 
two sets of results. However, experience has 
shown that people are perhaps not so coura
geous nor so tolerant in practice as they will ar
ticulate, but it is also probably true that consist
ently the public has been led to believe the 
worst of their neighbors in terms of their lack of 
tolerance and decency. One of the marks of the 
1960's and 1970's has been how much both the 
leadership and the people have misread public 
opinion, and almost consistently on the side of 
suspecting the worst. Our judgment would be 
that the true results are probably closer to the 
attitudes articulated by the people themselves 
than their judgments about their neighbors. In
deed, a firmly statec Federal policy and a dis
creet handling of housing projects in new neigh
borhoods could probably succeed beyond what 
most might suspect today, at least in terms of 
public acceptance. 

The Question of Race in Housing 

In the 1960's and early 1970's, one of the 
major areas of confrontation has been over bus
ing of school children to achieve racial balance. 
It could well be that the rest of the 1970's will 
see similar confrontations in the housing area. 
For it is the law of the land that discrimination in 
housing due to race, creed, or color is illegal. 

However, when asked directly about it, only 
13 percent of the American people feel that "ra
cially integrated housing should be a goal of 
government housing programs." Another 22 per
cent were prepared to say that this should be 
"an important but not major goal," 19 percent a 
"minor goal," and 36 percent " not a goal at all ." 
If the division were made in the usual place by 
splitting the two affirmative answers against the 
"minor goal" and "not a goal at all," then by 
55-35 percent it might be stated that integrated 
housing is not an objective looked on with favor 
by a majority of Americans. However, the fuzzy 
answer is "only a minor goal." If this were 
viewed as a concession of right, however dis
tasteful, then the results could be read as 54-36 
percent in favor of integrated housing. A fairer 

assessment is to say that the "major goal" and 
"important but not major" categories can be 
combined and compared with "not a goal at all," 
in which case the result turns out to be a stand
off of 36-35 percent on integration. 

In the free-hand question asking people why 
they felt this way about integration of housing, 
the answers volunteered by people suggested 
that the 55-35 percent opposition figure is per
haps more accurate. The main reasons given for 
opposing such a policy of integration were that 
"no one should be forced to integrate," volun
teered by 21 percent; "you cannot force integra
tion for it will take time" (16 percent); "opposed 
to mixing the races" (11 percent) ; " not the gov
ernment's business" (7 percent); and "Govern
ment has better things to do" (6 percent). On the 
side favorable to integration, these reasons 
emerged: "All people should be given equal op
portunities," volunteered by 12 percent; "people 
should be free to live wherever they want to" (9 
percent); "would relieve racial tensions" (6 per
cent); and "must integrate housing" (3 percent). 

On a quite different dimension, "strict en
forcement of laws against racial discrimination in 
the sale or rental of housing," the public divides 
47-43 percent in favor, a close division indeed, 
even though such sales or rentals are now ille
gal. Most in support of strict enforcement of this 
ban on discrimination are people in the East and 
West, in the big cities, young people, college 
graduates, blacks, and people with incomes 
$15,000 and over. Most opposed are people in 
the South, rural residents, people 50 years of 
age and older, those with less than a high 
school education, whites, those with incomes 
under $5,000, and those who live nearby subsi
dized housing. 

Observation: As observed earlier on, the co
alition on enforcing the ban on discrimination by 
race in housing is made up of blacks and the 
young and the most privileged sectors of society. 
Those most opposed are not only in the South, 
but the lower income and less well educated na
tionwide. All in all, the division is a close one, 
even though the policy is recognized as the law 
of the land. 

The cross-section was also asked about "a 
Federal policy which would build housing for low 
income families, including minorities, in areas 
where they might not otherwise be able to afford 
to live." The results: 46-44 percent in opposition, 
another close division. People in the big cities, 
those under 30, and an overwhelming 80 percent 
of the blacks favor such a policy. But majorities 
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of people in the South, in the Nation's suburbs, 
people over 30, those with incomes above 
$10,000 are in opposition. 

Observation: Most interesting is the turn
about of the people in the higher income brack
ets, who favored strict enforcement of the princi
ple of nondiscrimination in housing, but who 
obviously do not want to see Federal housing 
with low income people and minority groups 
come into their own home areas. 

Another alternative, "a Federal housing pol
icy of providing housing allowances to low in
come families, including minorities, to live in 
modest but standard housing where they want," 
met with more favor by a 49-39 percent margin. 
All regions except the South favored such an op
tional proposition. which, of course, has. the soft
ener in it that these people would move into 
"modest but standard housing." The $10,000 and 
over group turned around again on this one and 
favored it, presumably because "modest but 
standard housing" is not a description of their 
own neighborhoods. An overwhelming 83 percent 
of blacks favored it, as did 63 percent of the 
under 30 group and 58 percent of those who 
have graduated from college. 

Observation: This study has shown that the 
public is reasonably tolerant of low income 
housing projects in their own neighborhoods and 
by a substantial margin believes the Federal 
Government should be in the business of provid
ing housing assistance to the least privileged cit
izens. However, the results have also shown that 
the least privileged citizens with the most severe 
housing and neighborhood problems are the 
blacks and the other minorities. Yet, when the 
racial overtones are put on the questioning, the 
public is far less tolerant of the Federal Govern
ment engaging in promoting racial integration in 
housing. The only obvious conclusion is that 
having people of another race move into one's 
neighborhoods is unsettling to most whites. By 
the same token, however, most whites also know 
this is wrong and is a violation of the law and 
the Constitution. 

Thus, the American dilemma over race ex
ists in full force in the housing field . The only 
conclusion to be reached is that people are 
caught between the knowledge of what they 
know is right and what their emotions dictate to 
them. The ultimate answer will not be easily 
forthcoming. There is every prospect that the 
pressures for integrated housing will accelerate 
into the rest of the 1970's, and yet at the same 
time it is likely that many of the racial tensions 

now emanating from the school integration prob
lem will be felt in housing. Ironically, it will be 
easier to defend racial integration in housing on 
the grounds of providing Federal assistance for 
low income people than it will on the straight-out 
basis of providing housing in white neighbor
hoods for blacks and other colored minorities. 
The country is split down the middle on the 
issue and likely will be for some time. If the Fed
eral establishment wants to avoid joining the 
issue, it will simply delay the inevitable conflict. 
If the Federal Government forces the issue, then 
integration will take place, but not without some 
bitter conflict and confrontation. While people, 
including suburbanites, say they want Federal 
housing projects outside the inner city and even 
located in the suburbs, suburban residents are 
highly resistant to the idea of integrated housing 
in their neighborhoods. When the face of race is 
put on the issue, the initial support for housing 
for the poor in their areas begins to fade away. 
Yet it is likely to be those same suburbs that will 
be the scenes of just such tensions over inte
grated housing in the not too distant future. 

The Problem of Space 

One other potential restriction to housing 
expansion plans is the matter of space: Is there 
enough room for more people in many communi
ties? When this question was put to people, 58 
percent nationwide opted for the choice that 
"there are the right number of people living here 
now," although 22 percent estimated there was 
"room for more people". This latter number was 
balanced by 17 percent who thought there were 
"too many people here already." The East and 
West tend to feel there are too many people in 
their regions already, with the South and Mid
west more tolerant of the idea of new arrivals. 
Big cities and suburbs feel overcrowded. How
ever, small cities and towns and 46 percent of 
rural people feel there is plenty of room for peo
ple to move out to the country where they live. 

Nonetheless, the dominant feeling, ex
pressed by a 58-27 percent margin is that "re
strictions should be placed on how much new 
housing could be built around here." And by an 
even higher 67-25 percent count, 2 in 3 people 
who favor restrictions would like to see a law 
passed that would "prohibit the construction of 
any new housing around here unless it were to 
replace existing housing." 

Observation: It is apparent that the question 
of lack of space will be a coming issue in the 
housing field. People are inclined to want simply 
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to replace existing housing and not to see the 
population of their own home areas grow sub
stantially. Although this is the prevailing feel ing 
among suburban residents, it is a safe guess 
that suburban population will continue to grow 
apace as it has for the past three decades. How
ever, resistance can be expected to this growth 
more than has been the case in the recent past. 

Mythology and Sentiment Affecting National 
Housing Policy 

The American people have ambivalent feel
ings about a number of key national problems 
and housing is clearly one of them. The roots 
sometimes go back to attitudes toward the poor, 
people on welfare, and ,race. 

For example, on the subject of welfare, by 
88-9 percent, almost universally people believe 
the proposition that "there are many people who 
through no fault of their own are handicapped by 
bad breaks and should be helped by the govern
ment." At the same time, the same people also 
believe that "welfare discourages able-bodied re
cipients from trying to go out and find a job." Or 
on another dimension, by 53-35 percent a major
ity agree that "only the Federal Government has 
the money to rebuild American cities," but at the 
same time by 55-37 percent a majority also say 
"low income housing should not be built in mid
dle or upper income neighborhoods." Or on an
other dimension: the statement that "high inter
est rates on mortgages hurt the poor more than 
the rich; interest rates should therefore be subsi
dized by the government" is adhered to by a 
62-27 percent majority. At the same time, by 
65-24 percent, a majority also believe that 
"housing subsidies discourage able-bodied re
cipients from trying to go out and find a job." 

Observation: This ambivalence may appear 
to be highly inconsistent, and indeed, in many 
ways it is. However, it can be sorted out by ex
amining the essential American dilemma. As a 
people, we have a genuine desire to help the 
less fortunate in our midst. In fact, we know as a 
people we will suffer from a bad conscience if 
we do not engage in activities and support ef
forts to help the poor and less fortunate. We 
also know that discrimination against minorities 
is wrong. 

At the same time, most people would prefer 
that someone else go through the painful experi
ence of social experimentation that will integrate 
races, will pay for people on welfare, and will 
see the American dream of equal opportunity 
and a decent living standard for all realized. 

People who are having a tough time making 
ends meet in a highly inflationary period are re
luctant to part with their tax dollars to pay for 
welfare or subsidized housing. The pragmatic in
stincts of people work against their higher mo
tives. And thus the American dilemma is born. 
As in the past, it will only be resolved by having 
a fixed point of authority in society, such as the 
high court has been over the past two decades, 
which states clearly that the law requires equal
ity of treatment, and then have the people who 
are willing to endure the unpopularity of working 
out progress for the less fortunate do so. In the 
latter third of the 20th century, such endeavors 
have turned out to be among the most frustrating 
and thankless tasks one can undertake. Yet 
whenever people are asked about the inevitabil
ity of integration or progress for the less fortu
nate, sizable numbers of from 60 to 90 percent 
admit that it all will happen and probably "in 
their lifetime." 

Part of the reason for this inevitability that 
progress will be made for the less fortunate can 
be found in the widespread faith that abounds 
about the merits of "good housing." For exam
ple, by 79-18 percent, people believe that "good 
housing brings a family closer together"; by 
71-26 percent that "good housing helps to pre
vent juvenile delinquency"; by 89-9 percent that 
"good housing encourages people to take more 
pride in themselves"; and by 76-20 percent that 
"good housing makes people physically health
ier." Therefore, conclude the large majority, how 
can "good housing" be denied to anyone in the 
country? 

Observation: Such is the stuff that dots the 
American conscience. The resolution of such 
positive convictions about "good housing" and 
the opening up of neighborhoods to people of 
different income and racial backgrounds will not 
be easy to come by. Yet that is precisely the 
challenge that lies ahead for a Federal housing 
policy. 

Information About Federal Housing 
Programs 

Only 4 percent of the population feel that 
they know "a great deal" about the Federal 
housing programs. Another 28 percent believe 
they "know some but not a great deal". A siza
ble majority, 67 percent, feel they know "only a 
little" or "almost nothing." In no case does any
thing like a majority feel they know even "some 
but not a lot," the highest being recorded by 
those who earn $15,000 and over (with 43 per
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cent falling into the knowledgeable category) 
and those with subsidized housing nearby (44 
percent knowledgeable). 

When asked where they obtain information 
about Government housing programs, people are 
inclined to name news stories in newspapers (57 
percent) and news stories on television (56 per
cent). Another 26 percent say "word of mouth" 
and 20 percent cite "news stories on radio." 

It is little wonder, therefore, that when 
asked to rate the job done by Government in 
keeping the public informed about housing prob
lems, by 62-26 percent, the American people 1/1
give Government a negative rating. .! 

Observation: It is apparent that the Ameri E 
can people have been told little formally about cu 
Government housing policy and yet they hold 1L 

many views rather firmly. Certainly there is a de Q) 

E
sire for more information on the part of the peo o 
ple themselves. Attitudes about the job the Gov u 

c 
ernment is doing in the housing area might well 
change, were more information about housing 
programs available. ... 

.2 
Those Who Live In or Nearby . Subsidized Q) 

uGovernment Housing c 
cu 

One in five people, an even 20 percent, re 1/1 -
port that some subsidized housing is nearby to .~ 

where they live. The kinds of dwelling units near CC 
est them are more likely to be apartments, men CI 
tioned by 43 percent; low income projects (19 c 

'iii
percent); or projects for the elderly (18 percent). = 

. When people who live nearby public hous o 
:::t: 

ing were asked if they felt it was "well built and CI 
attractive," by 72-17 percent a sizable majority C 

'0felt that it was. And when those who felt it was .;
attractive were asked in turn if that public hous o...
ing were the kind of "place you would like to D. 
live in", by 55-39 percent a majority also said c 
they would like to live there. CI 

Observation: Government-sponsored housing c 
'0is a subject with enormous emotional overtones Q

and not a great deal of knowledge. While Gov Q) 

ernment received predominantly negative ratings .t-c 
on the job it has been doing in the housing area, 
people who know about Federal housing pro Q) 

grams appear to believe they work, and that is the E 
basic reason why they want to see the Federal ...c 

Government give assistance to low income peo ~ 
ple, the elderly, the handicapped, and other (!) 

o 
groups in meeting their needs for decent hous
ing. -o 
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Job Various Levels of Government Are Doing in Providing Housing Assistance for Moderate Income Families 

Knowledge of 

Government 


Housing 

Programs 


£ ~ 
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% % % % % % % '% % % % % % % % %% % % % % % % % % '% % % 

Federal Government 
Positive 22 14 23 27 23 19 20 23 27 21 23 21 21 21 21 22 22 22 19 20 22 21 23 25 21 24 23 18 
Negative 44 53 44 37 38 50 39 45 40 50 42 42 42 45 44 46 41 42 59 44 46 44 41 40 44 52 45 35 
Not sure 34 33 33 36 39 31 41 32 33 29 35 37 37 34 35 32 37 36 22 36 32 35 36 35 35 24 32 47 

State Government 
Positive 17 15 19 19 15 13 17 21 20 17 19 15 18 18 13 15 19 18 13 14 17 18 17 18 17 19 18 14 
Negative 44 52 44 40 40 56 36 39 43 51 41 43 43 46 47 48 42 44 63 48 47 41 44 44 45 52 46 37 
Not sure 39 33 37 41 45 31 47 40 37 32 40 42 39 36 40 37 39 38 24 38 36 41 39 38 38 29 36 49 

local Government 
Positive 19 14 23 21 17 16 17 25 20 18 20 18 19 19 16 18 19 19 17 19 18 18 20 21 18 21 19 16 
Negative 44 53 42 41 38 53 39 34 43 51 43 39 42 44 47 46 42 43 62 41 49 42 43 43 44 51 45 37 
Not sure 37 33 35 38 45 31 44 41 37 31 37 43 39 37 37 36 39 38 21 40 33 40 37 36 38 28 36 47 

Job Various Levels of Government Have Done in Taking Steps to Achieve Racial Balance in Housing 

Federal Government 
Positive 33 30 29 39 38 29 34 34 39 33 37 30 30 34 36 33 34 34 19 31 30 36 38 34 33 36 34 30 
Negative 43 46 48 35 41 49 44 42 34 50 41 39 39 45 43 45 40 41 69 39 47 41 43 42 43 49 45 34 
Not sure 24 24 23 26 21 22 22 24 27 17 22 31 31 21 21 22 26 25 12 30 23 23 19 24 24 15 21 36 

State Government 
Positive 28 26 26 30 31 24 29 30 30 29 30 25 26 29 28 28 28 29 15 23 27 31 30 27 28 30 30 24 
Negative 44 48 47 38 43 53 42 40 37 51 42 41 41 44 49 45 43 42 72 46 47 41 44 43 45 51 45 37 
Not sure 28 26 27 32 26 23 29 30 33 20 28 34 33 27 23 27 29 29 13 31 26 28 26 30 27 19 25 39 

local Government 
Positive 28 25 29 29 27 29 28 30 25 28 31 25 26 29 28 29 27 29 17 27 28 30 28 30 27 30 29 25 
Negative 41 44 39 40 40 50 42 26 36 48 39 36 39 40 46 42 39 38 70 36 45 39 41 36 42 45 43 34 
Not sure 31 31 32 31 33 21 30 44 39 24 30 39 35 31 26 29 34 33 13 37 27 31 31 34 31 25 28 41 
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Reasons Back of Level of Government 
Selected as Having Main Responsibility for 
Providing Housing Assistance 

Total 

Who 


Believe 

Government 


Has 

Responsi

bility (66%) 

% 


Why Mainly Federal Government 51 

Collects most taxes, can best afford it 27 

Federal has the authority to do it 10 

Is a national problem 8 

They spend on everything else 


(moon, foreign aid), 
why not on helping the poor? 4 

Would result in lower rent 1 
We have Federal housing here 1 

Why Mainly State Government 37 

Closer to the people, 


know their problems 19 
Each State should help its own 8 
People pay State taxes, 

so State should help 4 
Easier to manage on State level 4 
Better to have State than 

Federal control 2 

Why Mainly Local Government 18 


Knows people best of all 17 

Other levels have 


other things to do 1 

Not Sure 3 


Note: Adds to more than 100 percent, as some respondents 
mentioned more than one reason, 

Does Government Have A Responsibility To 
Provide Housing Assistance for Low and 
Moderate Income Families? 

Total 
% 

Has responsibility 66 
Does not have 25 
Not sure 9 

Government Subsidy for Those Who Cannot 
Afford Decent, Safe Housing 

Total 
% 

Should provide subsidy 64 
Shouldn't provide subsidy 24 
Not sure 12 

Where New Low Income Housing Should Be 
Built with Government Support 

Inner- Outside 
City those 
Low areas, 

Income but still Not 
Areas in cities Sure 

% '% % 
Total 35 40 25 

East 35 38 27 
Midwest 36 42 22 
South 35 40 25 
West 30 46 24 
Cities 40 40 20 
Suburbs 32 38 30 
Towns 41 43 16 
Rural 27 42 31 
18-29 27 51 22 
30-49 39 37 24 
50 and over 36 36 28 
Less than high school grad 32 38 30 
High school grad 36 41 23 
College grad 33 46 21 
Men 34 42 24 
Women 35 40 25 
White 35 40 25 
Black 33 47 20 
Under $5,000 37 34 29 
$5,000-$9,999 32 43 25 
$10,000-$14,999 34 42 24 
$15,000 and over 35 44 21 
Subsidized housing nearby 37 47 16 
No subsidized housing 

nearby 34 39 27 
Knowledge of Government 
Housing Programs 

Know a great deal 37 46 17 
Know only a little 38 42 20 
Know almost nothing 29 34 37 

Which Level of Government Should Have 
Main Responsibility for Housing Assistance 
for Low and Moderate Income Families? 

Total 

Who 


Believe 

Government 


Has 

Responsi

bility (66%) 

% 

Federal 43 
State 31 
Local 19 
Not sure 7 

1468 



Government Housing Assistance: For New Housing or to Obtain Better Existing Housing 

$15,000 
Mid- Under $5,000- $1 0,000 and 

Total East west South West White Black $5,000 $9,999 $14,999 over 
% % 0/0 % % % % % % % % 

Low Income Families 
Build new housing 
Obtain existing housing 

26 
58 

27 
54 

19 
69 

30 
53 

31 
55 

24 
61 

52 
33 

29 
53 

29 
56 

25 
62 

24 
62 

Not sure 16 19 12 17 14 15 15 18 15 13 14 
Moderate Income Families 

Build new housing 17 19 12 20 20 15 42 18 19 16 17 
Obtain existing housing 57 54 66 52 52 59 34 50 54 60 61 
Not sure 26 27 22 28 28 26 24 32 27 24 22 

Elderly Persons 
Build new houses 37 39 34 41 33 34 62 42 40 34 34 
Obtain existing housing 49 42 56 47 53 52 23 39 48 54 54 
Not sure 14 19 10 12 14 14 15 19 12 12 12 

Would You sun Favor Spending More for Low Income Housing if It Cost 
Your Family $30 More a Year in Taxes? 
(Base: Feel federal government should spend "more") 

Under $5,000- $10,000- $15,000 
Total White Black $5,000 $9,999 $14,999 and over 

% % % "(0 % % % 
Stili for more 75 76 73 66 69 81 84 
Not for more 16 17 12 20 17 15 14 
Not sure 9 7 15 14 14 4 2 

Behind Views on Government Subsidy Would You Stili Favor Spending More for 
for Housing Moderate Income Housing If It Meant 

/' Housing Needs of Poor Were Not Being Met? 
Total (Base: Feel federal government should spend "more") 

% 
Why Favor Subsidy For Housing 84 Total' 

Those who need It should be helped 30 % 
Help only those who can't help themselves 15 Stili for more 38 
Everyone must have decent housing 14 Not favor more 47 
Some people are unfortunate 10 Not sure 15 
Government should use money for poor 7 
Landlords don't care about the poor . 6 • The base (14 percent of lhe public) is too smail to allow 
Take care of our people, analysis by subgroupings. 

don't send overseas 2 
Why Oppose Subsidy 27 

People should help themselves 11 
Government gives away too much 4 
It's a local, not government, matter 4 
Taxes would go up 3 
Subsidies destroy Incentive 3 
No one gave me hand-outs 2 

Not Sure 6 

Note: Adds to more than 100 percent as some respondents 
volunteered more than one view. 
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Federal Government Spending to Pay for Low If New Low Income Housing with Government 

Income Housing Compared to Recent Years Support Were to Be Built Outside Inner-City 


Low Income Areas, Where Should It Be Built? 
Should Should Should 


Be Be Be Not 
 Some 
More Less Same Sure Only Also 

% % % % In In Not 
Total 33 18 32 17 Cities Suburbs Sure 

East 37 13 32 18 % % % 
Midwest 31 21 34 14 Total 26 52 22 
South 28 21 34 17 East 25 50 25 
West 37 16 30 17 Midwest 30 52 18 
18-29 40 16 30 14 South 25 51 24 
30-49 33 19 32 16 West 22 57 21 
50 and over 26 19 35 20 Cities 28 55 17 
Less than high Suburbs 28 44 28 

school grad 36 12 34 18 Towns 31 56 13 
High school grad 30 19 35 16 Rural 17 56 27 
College grad 37 24 23 16 18-29 21 62 17 
White 29 20 34 17 30-49 24 51 25 
Black 68 2 18 12 50 and over 32 44 24 
Under $5,000 36 13 31 20 Less than high 
$5,000-$9,999 35 16 35 14 school grad 24 51 25 
$10,000-$14,999 32 19 33 16 High school grad 25 52 23 
$15,000 and over 28 25 30 17 College grad 33 54 13 
Subsidized housing Men 27 52 21 

nearby 30 18 36 16 Women 25 52 23 
No subsidized White 27 51 22 

housing nearby 33 18 32 17 Black 22 63 15 
Knowledge ilf Under $5,000 28 47 25 
Government Housing $5,000-$9,999 25 53 22 
Programs $10,000-$14,999 23 54 23 

Know a great deal 38 23 31 8 $15,000 and over 29 53 18 
Know only a little 35 17 32 16 Subsidized housing
Know almost nothing 25 15 35 25 nearby 27 56 17 

No subsidized 
housing nearby 26 51 23 

Behind Preference of Where Government Knowledge of Government 
Housing Programs Sponsored Low Income Housing 

Know a great deal 27 59 14Should Be Built Know only a little 29 52 19 
Know almost nothing 22 46 32 

Total 
% 

Why Favor Inner City Low Income Areas 39 

Tear down slums, replace with good housing 12 

Keep "them" In their own area together, Spending by Federal Government for 


don't mix with us 10 Moderate Income Housing Compared 
Build near public transportation 10 to Recent Years 
Nearer where they work 4 

If build elsewhere, other areas will 


become slum areas 3 
 Should Should Should Not 
Be More Be Less Be Same SureWhy Favor Outside Inner City Areas 47 

% % % %If build them In slums, then people 

Total 14
would stili live in slums 23 33 33 20 

Let low Income people live in better East 19 22 36 23 
neighborhoods 9 Midwest 11 40 32 17 

Build in less crowded areas 6 South 13 38 29 20 
Build near better transportation, better shopping 3 • West 10 32 37 21 
Inner city no place for children 2 White 12 35 33 20
Less crime, drugs 2 Black 33 9 36 22
Get people away from pollution 1 Under $5,000 15 24 33 28More work available in outskirts 1 $5,000-$9,999 16 31 37 16

Depends Where Needed Most 9 $10,000-$14,999 11 37 35 17 
Not sure 13 $15,000 and over 13 38 28 21 

__..... --...._._"l- 11-- ••~ 
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Attitudes Toward Different Forms of Government Assistance for Housing for Low Income Families 

Knowledge of 

Government 


Housing 

Programs
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1. 	 Building Housing Projets primarily for low income families 
Definitely favor 35 34 31 41 35 46 29 32 30 39 31 37 39 35 29 36 34 32 62 43 39 32 30 39 35 35 38 32 
Leaning favorably 31 32 34 25 33 26 28 42 33 34 30 29 29 31 36 28 34 32 22 28 30 33 32 30 31 28 34 32 
Leaning unfavorably 9 9 10 6 12 6 12 9 9 7 13 6 7 9 13 8 9 9 3 5 9 11 10 9 9 10 9 7 
Definitely against 16 15 20 14 13 17 19 12 13 14 20 14 12 17 20 19 13 17 11 10 14 19 21 15 16 22 15 11 
Not sure 9 10 5 14 7 5 12 5 15 6 6 14 13 8 2 9 10 10 2 14 8 5 7 7 9 5 4 18 
Positive 66 66 65 66 68 72 57 74 63 73 61 66 68 66 65 64 68 64 84 71 69 65 62 69 66 63 72 64 
Negative 25 24 30 20 25 23 31 21 22 21 33 20 19 26 33 27 22 26 14 15 23 30 31 24 25 32 24 18 
Not sure 9 10. 5 14 7 5 12 5 15 6 6 14 13 8 2 9 10 10 2 14 8 5 7 7 9 5 4 18 

2. 	 Providing a rent supplement to allow low income families to 

live in government-financed housing projects which are 

occupied mainly by moderate income families 


Definitely favor 21 23 22 19 22 26 17 19 22 24 20 20 25 19 22 21 22 20 44 26 24 16 21 20 22 24 25 16 
Leaning favorably 28 25 33 24 32 31 27 33 23 36 27 23 22 31 32 26 30 28 29 28 29 28 28 32 27 29 28 28 
Leaning unfavorably 11 11 12 9 15 11 15 10 10 12 13 10 7 12 16 12 11 12 10 7 11 14 13 13 11 14 13 7 
Definitely against 24 25 24 25 20 20 26 26 26 17 27 26 21 26 23 26 22 26 6 14 23 29 27 22 24 27 26 20 
Not sure 16 16 9 23 11 12 15 12 19 11 13 21 25 12 7 15 15 14 11 25 13 13 11 13 16 6 8 29 
Positive 49 48 55 43 54 57 44 52 45 60 47 43 47 50 54 47 52 48 73 54 53 44 49 52 49 53 53 44 
Negative 35 36 36 34 35 31 41 36 36 29 40 36 28 38 39 38 33 38 16 21 34 43 40 35 35 41 39 27 
Not sure 16 16 9 23 11 12 15 12 19 11 13 21 25 12 7 15 15 14 11 25 13 13 11 13 16 6 8 29 

3. 	 Providing a mortgage subsidy to help low income families 
buy their own homes 

Definitely favor 40 36 42 43 38 41 32 47 43 43 42 35 43 38 41 38 42 38 54 44 45 39 34 43 39 43 41 35 
Leaning favorably 26 26 27 22 29 27 27 26 22 28 26 23 21 27 32 25 26 25 30 19 25 29 29 23 26 26 28 23 
Leaning unfavorably 7 6 7 5 10 6 8 7 6 8 6 6 5 7 6 8 6 7 2 6 6 6 8 8 6 8 7 6 
Definitely against 16 19 16 13 14 15 20 11 14 13 15 19 13 18 14 18 14 17 2 11 14 17 18 16 16 17 16 15 
Not sure 11 13 8 17 9 11 13 9 15 8 11 17 18 10 7 11 12 13 12 20 10 9 11 10 13 6 8 21 
Positive 66 62 69 65 67 68 59 73 65 71 68 58 64 65 73 63 68 63 84 63 70 68 63 66 65 69 69 58 
Negative 23 25 23 18 24 21 28 18 20 21 21 25 18 25 20 26 20 24 4 17 20 23 26 24 22 25 23 21 
Not sure 11 13 8 17 9 11 13 9 15 8 11 17 18 10 7 11 12 13 12 20 10 9 11 10 13 6 8 21 

4. 	 Giving a low income family a "housing allowance," which is a 

certain amount of money which must be spent on housing but 

the family could choose any housing as long as it meets 

minimum standards 

Definitely favor 28 28 30 25 31 34 23 27 27 34 26 25 32 27 26 28 28 26 48 34 30 27 24 27 28 30 29 25 
Leaning favorably 22 23 24 18 24 23 22 27 19 28 23 17 16 23 33 19 25 23 25 19 23 23 24 23 22 22 25 20 
Leaning unfavorably 8 7 11 7 9 6 11 9 9 10 8 8 6 9 9 8 8 9 6 5 7 11 11 10 8 9 8 8 
Definitely against 27 27 27 27 28 26 29 26 27 21 29 31 23 30 25 30 24 29 5 19 27 29 32 26 28 31 27 24 
Not sure 15 15 8 23 8 11 15 11 18 7 14 19 23 11 7 15 15 13 16 23 13 10 9 14 14 8 11 23 
Positive 50 51 54 43 55 57 45 54 46 62 49 42 48 50 59 47 53 49 73 53 53 50 48 50 50 52 54 43 
Negative 35 34 38 34 37 32 40 35 36 31 37 39 29 39 34 38 32 38 11 24 34 40 43 36 36 40 35 32 
Not sure 15 15 8 23 8 11 15 11 18 7 14 19 23 11 7 15 15 13 16 23 13 10 9 14 14 8 11 23 
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Behind Views on Building Housing Projects Upper Limit of Annual Income to Qualify as 
for Low Income Families Low Income Family 

Total $7,000 
% Under $3,000- $5,000 and Not 

Why Positive 
Must help those who can't afford 

49 $3,000 
% 

$4,999 
% 

$6,999 
% 

Over 
% 

Sure 
% 

decent housing 21 Total 6 30 37 18 9 
Government must insure safe housing East 3 23 45 23 6 

for the poor 10 Midwest 6 27 37 20 10 
People need housing 8 South 8 41 30 10 11 
It is a good program 4 West 9 29 32 19 11 
Elderly and handicapped need It 
If properly supervised 
ShoUld segregate low Income from rest 

3 
2 
1 

Cities 
Suburbs 
Towns 

5 
5 
8 

28 
24 
34 

34 
42 
32 

23 
21 
15 

10 
8 

11 
W~N~~~ ~ Rural 9 38 33 11 9 

People should help themselves 
Projects are bad , unsafe 
Too much a giveaway of tax money 
Don't segregate low income from rest 
Keep government out of housing 
Unfair to middle class who don't qualify 
No need for such projects 

8 
4 
3 
3 
2 
2 
1 

White 6 
Black 3 
Under $5,000 10 
$5,000-$9,999 7 
$10,000-$14,999 6 
$15,000 and over 4 

31 
20 
33 
34 
29 
26 

37 
32 
28 
33 
38 
41 

17 
35 
14 
17 
20 
21 

9 
10 
15 
9 
7 
8 

Qualified 17 Subsidized 
Depends on how 
Depends on cost 

it's done 15 
2 

housing 
nearby 5 30 37 21 7 

Not Sure 13 No subsidized 
housing 
nearby 7 30 36 17 10 

Knowledge of 
Government 
Housing 

Behind Views on Giving Low Income Programs 

Families "Housing Allowance" Know a great 
deal 6 29 38 20 7 

Total 
Know only 

a little 5 29 38 19 9 
% Know almost 

Why Positive 42 nothing 8 32 31 17 12 
People should live wherever they feel 

they want to 15 
Median income limit : $5,500 

Must help poor raise living standards 10 
Good idea 4 
If money only used for housing 4 
Help people buy a home 3 
Good If set up right 3 
For those who are working 2 
Not just for the poor and minorities 1 

Why Negative 38 
Wouldn 't spend money for Intended purpose 11 

. Would remove incentive to work 10 
Too much government spending, taxes 5 
People might pick housing that Is too 

expensive 4 
Not easily controlled 3 
Against it 3 
Government shouldn't supply housing 2 

Qualified 9 
Need to know more about it 8 
Depends on cost 1 

Not Sure 11 

1472 



Behind Views on Rent Subsidy Behind Views on Mortgage Subsidy to Help 

Total 
% 

Why Positive 30 
People ought to be able to get better housing 12 
Must provide for low income who can't 

afford decent housing 8 
Must get people out of ghettos, allow 

them to mix with others 7 
If properly supervised 2 
For elderly and hand icapped 1 

Why Negative 36 
People must help themselves 11 
Low income should be kept separate 8 
Too much a giveaway of tax money 5 
Unfair to middle class who must pay 5 
Lower class must not expect to live in luxury 3 
Government should stay out of housing 2 
People use money unwisely 2 

Qualified 14 
Depends on how it is done 13 
Depends on costs 1 

Not Sure 19 

Low Income People Buy Own Homes 

Total 
% 

Why Positive 61 
Only way low income people can own a home 18 
Homeowning fosters better care of property, 

neighborhood 14 
One-shot mortgage provides incentive for 

people to maintain payments 9 
Homeowning offers greater security 7 
Good idea 7 
If properly supervised 3 
For elderly, handicapped 1 
Only if no discrimination 1 
Need to provide homes for families, ch ildren 1 

Why Negative 21 
People should help themselves 10 
Too much a give-away 4 
Poor couldn't carry mortgage 4 
Government should stay out of housing 2 
Poor would ruin houses 1 

Qualified 10 
Depends on how It is done 9 
Depends on cost 1 

Not Sure 8 

Attitudes Toward Different Forms of Government Housing Assistance 
According to Own Definition of Low Income Family * 

Definition of Low Income Family 
$7,000 

Total Under $3,000 $5,000 and 
Nation $3,000 $4,999 $6,999 Over 

% % % % % 
1, Building housing projects primarily 

for low income families 
Positive 66 58 66 69 68 
Negative 25 31 26 24 26 
Not sure 9 11 8 7 6 

2, Rent supplement to allow low income 
families to live in government-
sponsored moderate income projects 

Positive 49 44 47 53 58 
Negative 35 44 39 34 30 
Not sure 16 12 14 13 12 

3, Mortgage subsidy to help low income 
families buy their own homes 

Positive 66 65 63 71 69 
Negative 23 25 26 19 21 
Not sure 11 10 11 10 10 

4, Giving low income families housing 
allowance to choose their own housing 

Positive 50 56 44 55 58 
Negative 35 33 43 32 32 
Not sure 15 11 13 13 10 

• Th is table breaks down the public according to their own definition of low income. For example, 58 percent of people who de
fine low Income as under $3,000 feel positively about building housing projects primarily for low income families, c?mpared 
with 68 percent of those who define low income as $7,000 and over. 
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Reaction to Various Types of Projects in Own Neighborhood 

Large Housing Project 
of Apartments for 
the Elderly 

Favor 

Oppose 

Not sure 


Single Family Houses 
or Town Houses for 
Low Income Families 

Favor 

Oppose 

Not sure 


Small Housing 
Project of Apartments 
for Low Income Families 

Favor 

Oppose 

Not sure 


Small Housing Project 
with Apartments for Low 
Income Families, 
Moderate Income 

. Families 
and the Elderly 
~~r 
Oppose 
Not sure 


Large Housing Project 

of Apartments for 

Low Income Families 


Favor 

Oppose 

Not sure 
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How Think Neighbors Would Feel About How Much Racially Integrated Housing 
Various Types of Projects in Neighborhood Should Be Goal of Government 

Housing Programs 
Would 


Not 
 Impor-
Care tant, 

Mainly One But Only
Op- Way or Mainly Not Not A NotA 

posed Other Favor Sure Major Major Minor Goal Not 
Goal Goal Goal At All '% % % % Sure 

Large apartment housing % % % % % 
project for low income Total 13 22 19 36 10 
families 64 10 17 9 East 17 23 19 33 8

Large apartment housing Midwest 13 24 21 33 9
project for moderate South 9 15 17 46 13
income families 60 14 16 10 

West 13 26 18 35 8
Small apartment housing 


project for low income 
 Cities 19 24 14 34 9 
Suburbs 10 21 20 42 7families 55 15 21 9 
Towns 10 28 21 33 8Small apartment housing 
Rural 10 17 23 34 16project for moderate 

income families 52 17 21 10 18-29 18 27 18 32 5 
Small apartment housing 30-49 12 23 20 37 8 

project for low income 50 and over 9 17 18 40 16 
families, moderate Less than high 
income families, and school grad 15 16 15 36 18 
the elderly 52 13 23 12 High school grad 9 24 21 39 7 

Single family houses or College grad 23 25 20 28 4 
town houses for low gMen 14 20 20 37income families 49 17 25 9 

Women 12 24 18 35 11Single family houses or 

town houses for moder-
 White 10 22 20 38 10 
ate income families 44 21 25 10 Black 44 25 12 13 6 

Large housing project of Under $5,000 12 17 13 38 20 
apartments for the $5,000-$9,999 18 19 19 34 10 
elderly 44 16 31 9 $10,000-$14,999 8 25 22 40 5 

Small housing project of $15,000 and 
apartments for the over 14 26 20 34 6 
elderly 35 18 38 9 Subsidized 

housing 
nearby 11 22 19 39 9 

Views Back of Attitudes Toward No subsidized 
Integrated Housing housing 

nearby 13 22 19 36 10 

Total Knowledge of 
% Government 

Why Favor Integration 30 Housing 
ProgramsAll people should be given equal 


opportunities 12 
 Know a 
great deal 14 23 22 36 5People should be free to live wherever 


they want to 9 
 Know only 

Would relieve racial tensions 6 
 a little 15 26 18 35 6 
Must integrate housing 3 Know almost 

nothing 9 17 17 39 18Why Oppose Integration 63 

No one should be forced to integrate 21 

Cannot force integration, will take time 16 

Opposed to mixing races 11 

Not government's business 7 

Government has better things to do 6 
 Views Back of Attitudes Toward 
Should be handled by states 1 Integrated Housing-Continued 
Let minorities work their way up 1 

Qualified People should go where they can afford to live 223 
Don't rock the boat, everyone satisfied Not sure 8 

here now 11 
Providing decent housing not a racial Issue 7 Note: Adds to more than 100 percent as some respondents 
Not a Federal issue 3 volunteered more than one view. 

(Continued) 
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Attitudes Toward Federal Policy to Provide Strict Enforcement of Laws 
Against Racial Discrimination in Sale or Rental of Housing 

Some- Some-
Strongly what what Strongly Not Not 

Favor Favor Oppose Oppose Sure Favor Oppose Sure 
% % % % % % % % 

10Total 28 19 17 26 10 47 43 


East 29 27 14 20 10 
 56 34 10 
Midwest 33 18 15 24 10 51 39 10 
South 20 12 22 34 12 32 56 12 
West 32 23 15 23 7 55 38 7 

Cities 37 17 13 26 7 54 39 7 
Suburbs 27 22 18 25 8 49 43 8 
Towns 26 21 19 23 11 47 42 11 
Rural 18 19 20 27 16 37 47 16 

18-29 37 22 15 20 6 59 35 6 
30-49 27 19 18 27 9 46 45 9 
50 and over 19 19 18 29 15 38 47 15 

Less than high school grad 23 16 17 28 16 39 45 16 
High school grad 25 21 18 27 9 46 45 9 
College grad 46 22 12 18 2 68 30 2 

Men 28 19 17 27 9 47 44 9 
Women 28 20 17 24 11 48 41 11 

White 24 20 18 28 10 44 46 10 
Black 68 15 8 3 6 83 11 6 

U:1der $5,000 25 14 16 26 19 39 42 19 
$5,000-$9,999 30 21 16 25 8 51 41 8 
$10,000-$14,999 25 23 18 25 9 48 43 9 
$15,000 and over 31 20 18 26 5 51 44 5 

Subsidized housing nearby 26 17 17 30 10 43 47 10 

No subsidized housing nearby 29 20 17 24 10 49 41 10 

Knowledge of Government 
Housi ng Prog rams 

Know a great deal 32 20 15 28 5 52 43 5 
Know only a little 31 21 18 24 6 52 42 6 
Know almost nothing 20 17 18 27 18 37 45 18 

Attitudes Toward Federal Policy Which Would Build Housing for Low Income Families, 
Including Minorities, in Areas Where They Might Otherwise Not Be Able To Afford To Live 

Some- Some-
Strongly what what Strongly Not Not 

Favor Favor Opposed Opposed Sure Favor Oppose Sure 
% % % % % % %. % 

Total 17 27 18 28 10 44 46 10 
East 20 29 15 26 10 49 41 10 
Midwest 17 27 17 29 10 44 46 10 
South 12 23 20 33 12 35 53 12 
West 19 27 19 26 9 46 45 9 
Cities 25 25 14 28 8 50 42 8 
Suburbs 12 25 20 33 10 37 53 10 
Towns 13 34 19 25 9 47 44 9 
Rural 13 26 19 28 14 39 47 14 
18-29 22 31 16 24 7 53 40 7 
30-49 15 25 19 33 8 40 52 8 
50 and over 13 24 17 31 15 37 48 15 
Less than high school grad 19 24 15 26 16 43 41 16 
High school grad 15 27 19 30 9 42 49 9 
College grad 17 31 20 28 4 48 48 4 

(Continued on p. 1477.) 
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Attitudes Toward Federal Policy Which Would Build Housing for Low Income Families, 
Including Minorities, in Areas Where They Might Otherwise Not Be Able To Afford To Live 
(Continued from p. 1476.) 

Men 16 27 16 30 11 43 46 11 
Women 18 26 19 27 10 44 46 10 

White 13 27 19 30 11 40 49 11 
Black 55 25 8 7 5 80 15 5 

Under $5,000 19 23 15 25 18 42 40 18 
$5,000-$9,999 20 29 18 24 9 49 42 9 
$10,000-$14,999 14 28 18 33 7 42 51 7 
$15,000 and over 15 26 18 34 7 41 52 7 

Subsidized housing nearby 11 28 19 32 10 39 51 10 
No subsidized housing nearby 18 26 17 28 11 44 45 11 

Knowledge of Government 
Housing Programs 

Know a great deal 19 25 17 33 6 44 50 6 
Know only a little 19 26 19 29 7 45 48 7 
Know almost noth ing 12 29 16 26 17 41 42 17 

Attitudes Toward Federal Policy of Providing Housing Allowances to Low Income Families, 
Including Minorities, to Live in Modest but Sta ndard Housing Where They Want 

Some- Some-
Strongly what what Strongly Not Not 

Favor Favor Oppose Oppose Sure Favor Oppose Sure 
% % % % % % % % 

Total 24 25 14 25 12 49 39 12 

East 25 29 12 21 13 54 33 13 
Midwest 26 28 11 25 10 54 36 10 
South 16 19 19 30 16 35 49 16 
West 34 23 13 23 7 57 36 7 

Cities 30 25 11 24 10 55 35 10 
Suburbs 21 23 14 29 13 44 43 13 
Towns 25 29 16 20 10 54 36 10 
Rural 18 25 17 24 16 43 41 16 
18-29 29 34 12 18 7 63 30 7 
30-49 27 23 12 27 11 50 39 11 
50 and over 16 22 17 27 18 38 44 18 
Less than high school grad 22 20 16 24 18 42 40 18 
High school grad 24 27 13 25 11 51 38 11 
College grad 30 28 13 23 6 58 36 6 
Men 24 23 15 27 11 47 42 11 
Women 24 26 13 24 13 50 37 13 
White 21 25 15 27 12 46 42 12 
Black 54 29 6 2 9 83 8 9 
Under $5,000 22 22 14 21 21 44 35 21 
$5,000-$9,999 27 23 15 24 11 50 39 11 
$10,000-$14,999 25 26 13 28 8 51 41 8 
$15,000 and over 21 29 14 27 9 50 41 9 
Subsidized housing nearby 21 28 14 25 12 49 39 12 
No subsidized housing nearby 25 24 14 25 12 49 39 12 

Knowledge of Government 
Housing Programs 

Know a great deal 30 25 13 25 7 55 38 7 
Know only a little 26 26 14 25 9 52 39 9 
Know almost nothing 16 24 14 26 20 40 40 20 
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Is There Room for More People to Live Placing Restrictions on How Much New 
Around Here? Housing Could Be Built Around Here 

Room For 
More People 

% 
Total 22 

East 15 
Midwest 22 
South 32 
West 15 
Cities 14 

Suburbs 7 

Towns 26 

Rural 46 


Right 

Number 


Now 

% 

58 
60 
61 
54 
62 
58 
69 
62 
47 

Too Many 
People 
Already 

% 
17 
23 
15 
9 

21 
24 
22 
9 
5 

Not 
Sure 

% 
3 
2 
2 
5 
2 
4 
2 
3 
2 

Total 
% 

Favor restrictions 58 
Oppose restrictions 27 
Not sure 15 

A Law That Would Prohibit the Construction 
of Any New Housing Around Here Unless 
It Were to Replace Existing Housing 

Total 

Favor 


Restrictions 

% 


Favor 67 

Oppose 25 

Not sure 8 


Statements on Public Housing 

Foreign aid and nationa.1 defense may be important for international stability, 
but it Is much more important to devote our resources to domestic 
stability by improving housing, health care, and education 

There are many people who, through no fault of their own, are handicapped 
by bad breaks and should be helped by the government 

People who own their homes take better care of them than people who 
rent them 

Welfare discourages able bodied recipients from trying to go out and find 
a job 

Housing subsidies discourage able bodied recipients from trying to go out 
and find a job 

Most poor people who are given clean, new housing do not take care of It 
Housing projects should be designed to house all ages and eligible income 

groups-not just the poor and the elderly 
Mass transit should be SUbsidized by the government because low income 

users can't afford an Increase In fares 
Moderate income housing needs are often forgotten in the desire to help 

low income housing 
High interest rates on mortgages hurt the poor more than the rich; Interest 

rates should therefore be subsidized by the government 
The working poor should get preferential housing treatment over the non

working poor 
Most poor people want housing that is realistically beyond their means 
Government housing programs concentrate too much on urban areas and 

not enough on rural areas 
Low Income housing should not be built In middle or upper income 

neighborhoods 
Only the Federal Government has the money to rebuild American cities 
A landlord should be allowed to reject a member of a minority group if he 

feels the other tenants would object 
A landlord should be allowed to reject a person on welfare if he wants 
Government supported housing is cold and lifeless, and is often a worse 

place to live in than the slums it replaced 

Agree Disagree Not Sure 
% % % 

90 7 3 

88 9 3 

85 11 4 

79 17 4 

65 24 11 
65 25 10 

65 27 8 

65 21 14 

62 20 18 

62 27 11 

62 28 10 
58 27 15 

58 18 24 

55 37 8 
53 35 12 

51 41 8 
46 48 6 

41 39 20 

-..--.......-~~--" ....... _.. ,.... , 
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A Great 
Deal 
% 

Total 4 
East 3 
Midwest 4 
South 4 
West 2 
Cities 4 
Suburbs 5 
Towns 2 
Rural 2 
18 to 29 3 
30 to 49 4 
50 and over 3 
Less than high school grad 2 
High school grad 4 
College grad 4 
Men 4 
Women 3 
White 3 
Black 7 
Under $5,000 3 
$5,000-$9,999 3 
$10,000-$14,999 2 
$15,000 and over 6 
Subsidized housing 

nearby 4 
No subsidized housing 

nearby 3 

'Less than 0.5 percent. 

Believed Effects of Good Housing 

Brings the Family Closer Together 
Great extent 
Some extent 
Only a small extent 
Not at all 
Not sure 
Positive 
Negative 
Not sure 

Helps to Prevent Juvenile Delinquency 
Great extent 
Some extent 
Only a small extent 
Not at all 
Not sure 
Positive 
Negative 
Not sure 

How Much People Feel They Know About Federal Housing Programs 

Some But 

Not a 


Great Deal 

% 
28 
24 
35 
23 
32 
29 
26 
37 
24 
32 
30 
23 
17 
32 
37 
29 
28 
29 
25 
18 
26 
30 
37 

40 

26 

Total 
% 

35 

44 

11 


7 
3 

79 
18 
3 

27 

44 

14 

12 


3 
71 
26 

3 

Onlya 
Little 

% 
36 
38 
38 
32 
37 
36 
39 
37 
31 
36 
38 
36 
32 
37 
41 
37 
34 
36 
38 
36 
36 
38 
34 

33 

37 

Almost 

Nothing 


% 
31 
34 
23 
39 
26 
29 
29 
23 
42 
28 
27 
37 
46 
26 
18 
29 
33 
31 
26 
41 
33 
29 
23 

22 

33 

Encourages People to Take More Pride 
in Themselves 


Great extent 

Some extent 

Only a small amount 

Not at all 

Not sure 

Positive 

Negative 

Not sure 


Makes People Physically Healthier 
Great extent 
Some extent 
Only a small amount 
Not at all 
Not sure 
Positive 
Negative 
Not sure 

Not 

Sure 


% 
1 
1 

2 
3 
2 
1 
1 
1 
1 
1 
1 
3 
1 

1 
2 
1 
4 
2 
2 
1 

49 
40 

6 
3 
2 

89 
9 
2 

35 
41 
10 
10 
4 

76 
20 
4 
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Where Obtain Most Information About Is There Any Government Subsidized 
Government Housing Programs Housing Located Near You? 

Less No 
Than Subsi- Subsi-
High High Col- dized dized Not 

School School lege Housing Housing Sure 
Total Grad Grad Grad % % % 

% % % % Total 20 64 16 
News stories in East 18 68 14 

newspapers 57 46 59 70 Midwest 19 70 11 
News stories on TV 56 54 57 57 South 23 60 17 
Word of mouth 26 32 25 18 West 21 52 27 
News stories on radio 20 20 20 22 Cities 15 64 21
News stories in magazines 17 6 19 32 Suburbs 24 61 15
Personal experience 9 6 9 15 Towns 22 63 15
Speeches, tal ks by elected Rural 21 67 12

public officials 7 4 8 9 
18-29 20 60 20Not sure 5 7 5 2 
30-49 23 62 15 
50 and over 18 68 14 

Less than 
high school grad 19 67 14 

How Rate Job Done by Government in High school grad 23 60 17 
College grad 15 68 17Keeping Public Informed About 
Men 21 65 14Housing Programs 
Women 19 63 18 

White 21 64 15
Knowledge of Black 17 61 12

Government Housing Programs 
Under $5,000 18 65 17

Know a Know Know $5,000-$9,999 17 66 17 
Great Only a Almost $10,000-$14,999 23 64 13 

Total Deal Little Nothing $15,000 and over 23 61 16 
% % % % 

Subsidized housing 
Excellent 2 4 2 1 nearby 100
Pretty good 24 29 27 16 No subsidized 
Only fair 39 42 43 32 housing nearby 80 20 
Poor 23 21 21 27 

Knowledge of GovernmentNot sure 12 4 7 24 
Housing Programs 

Positive 26 33 29 17 Know a great deal 27 59 14 
Negative 62 63 64 59 Know only a little 19 67 14 
Not sure 12 4 7 24 Know almost nothing 15 65 20 

Kind of Subsidized Housing Nearby 

Is Nearby Subsidized Housing Well Built 
Total and Attractive? Subsidized 

Housing 
Nearby Total 

Subsidized 
Housing 

% 
Apartments 43 

NearbyFor elderly 18 

Low Income 19 
 % 
Houses 13 Is attractive and built well 72 
Townhouses, duplexes 12 Is not 17 
235 housing 12 Not sure 11 
FHS housing 8 
Projects 5 
Specific project 4 
Not sure 1 

Note: Adds to more than 100 percent as some respondents 

gave more than one answer. 
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Is This Subsidized Housing a Place You Analysis of the Under $5,000 Income Group 
Personally Would Like to Live In ? 

% 
Total Total 100 

Subsidized East 19 
Housing Midwest 27 
Nearby South 41 

% West 13 
Like to live In 55 Cities 45 
Not like to live In 39 Suburbs 10 
Not sure 6 	 Towns 20 

Rural 25 
18-29 22 
30-49 16 
50 and over 62 

Less than high school grad 62 
High school grad 33 
College grad 5 
Men 45 
Women 55 
White 80 
Black 15 

1481 



Alternative Mortgage Forms 

By Donald P. Tucker 
Federal Reserve Board 

The current form of mortgage contract, with 
a level payments schedule and a fixed interl:!st 
rate, is an inflexible financial instrument that 
does not adequately meet the needs of either 
borrowers or lenders in an inflationary environ
ment. It imposes an unnecessarily high financial 
burden on the borrower in the early years of a 
mortgage, and it exposes lending institutions to 
excessive risks of financial squeezes and possi
ble bankruptcy. This note considers the advan
tages and disadvantages of three alternative 
forms of mortgage designed to meet these diffi- ' 
culties. One, the variable-rate mortgage, with a 
graduated or flexible payments schedule, in
volves only a modest change from current prac
tice. The other two, the purchasing-power (or 
readjustable) mortgage and the graduated-pay
ment CAP (contingent appreciation-participation) 
mortgage with an "equity kicker," represent 
more substantial changes. 

In partial recognition of the inadequacies of 
the present rigid form of mortgage, the Federal 
Home Loan Bank Board (FHLBB) has recently 
proposed some rule changes to permit federally 
chartered savings and loan institutions to make 
"flexible payment mortgage loans." This note 
also examines the proposed rule changes and 
concludes that, although they represent a step in 
the right direction, they are too limited in scope 
to deal effectively with the problems of the 
standard mortgage instrument. 

Problem I-Uneven Cash Flow Burden 

The first difficulty with the current form of 
mortgage arises whenever there is any signifi
cant amount of inflation occurring. 1 The mort
gage promises to repay a fixed dollar amount, 

1 For a more detailed analysis of the difficulty with the level
payment mortgage, see William Poole, "Housing Finance Under 
I nflatlonary Conditions" In Ways fa Moderate Fluctuations in 
Housing Construction, Federal Reserve Board, 1972. 

without any reference to what those dollars will 
be worth, and because inflation continually re
duces the real value of the dollars that the bor
rower will eventually pay back, the lender in
cludes an inflation premium in the interest rate 
he charges in order to compensate himself for 
the deterioration in the real value of his asset 
due to inflation. A mortgage that would cost 4 
percent when there is no inflation instead costs 
8 percent when there is steady inflation at 4 per
cent per year. With the level-payment mortgage, 
this makes the monthly payments almost twice 
what they would be without inflation, and this 
has the effect of shutting many moderate income 
families out of the market for homeownership. 

There is no reason, however, why homeowner
ship should be more expensive or burdensome 
in periods of inflation. The true opportunity cost 
of homeownership is given not by the market 
rate of interest but by the real rate (market rate 
minus the inflation premium), which is affected 
little or not at all by inflation. The reason the level
payment mortgage makes it more burdensome 
under inflationary conditions is that this particu
lar form of mortgage forces the homeowner to 
repay his principal (Le., to build up his equity in 
the house) more rapidly than is necessary in the 
early years of the mortgage. In effect, the infla
tion premium in the mortgage interest rate repre
sents extra payments to build up his equity, pay
ments he would not be making if there were no 
inflation. 

A 30-year mortgage is still a 30-year mort
gage, of course, with or without inflation, and the 
accelerated repayment of the principal does not 
continue over the life of the mortgage. It occurs 
only in the early years. Then, as inflation raises 
the family's income and reduces the real value 
of the fixed monthly payment, the burden of the 
mortgage payments declines. In the later years 
of the mortgage, the burden is smaller relative to 
the borrower's income than it would have been 
without inflation. Thus, the way a level-payment 
mortgage adjusts to inflationary conditions is to 
shift some of the financial burden forward from 
the later years into the early years. Whereas the 
burden of level payments is flat over time when 
there is no inflation, it is bunched up in the early 
years when there is inflation. The way in which 
inflation alters the accumulation of equity and 
the cash flow burden of homeownership with a 
level-payment mortgage is illustrated in Figures 
1 and 2. Note that even when the inflation rate is 
only 4 percent, the financial burden is altered 
dramatically from what it would be without infla
tion. 
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Figure 1 

Mortgage Payment as a Fraction of Borrower's Income on 4 Percent and 8 Per~nt Level - Payment 


Loans of $20,000 for 30 Years, Assuming e 4 Percent Real Rate of Interest
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Figura 2 

Real Value ot Owner's Equity on 4 Percent and 8 Percent Level-Payment Loans of $20,000 for 


30 Years, Assuming a 4 Percent Real Rate of Interest

$25,000 

20,000 

15,000 

10,000 

5,000 

'0 '5 20 25 30 
Years 

"Assumptions for Figures 1 and 2 : 
4 percent mortgage : constant prices, borrower's income $600 per month, value of 

property constant at $25,000. 
8 percent mortgage: 4 percent rate of inflation, with borrower's income and value of 

property both riSing at 4 ~cent annually; borrower's income 
initially $600 per month; value of property initially $25,000. 

Problem II-Financial Instability of 
Lenders 

The second problem with the fixed-rate 
level-payment mortgage is its unsuitability for the 
position of chief portfolio asset of savings insti
tutions with short term depos'it liabilities. Any 
general rise in interest rates tends to raise the 
interest costs on all their passbook deposits and 
on their new certificate deposits immediately, 
while the earnings on their mortgage assets rise 
slowly, thus depressing their earnings and net 
worth, and potentially even causing bankruptcy. 
This problem arises not because mortgage rates 
adjust more slowly than the rate paid on savings 
deposits, but because the turnover on mortgages 
is very slow. Any change in the mortgage rate 
affects only new mortg,ages taken out after the 
rate change goes into effect, and all the old 
mortgages continue to earn at the old rate. 

This problem has been controlled in the re
cent past by imposing statutory ceilings on the 
rates that savings institutions can pay on their 
deposits. This has been a very costly and unsa
tisfactory solution, however. It has meant that 
small savers are prevented from earning as 

much interest as they could otherwise earn if the 
Government did not forbid it, or ,as much as big
ger more sophisticated savers do earn by other 
investments. It has also meant that the supply of 
new mortgage funds derived from the deposits of 
individual savers practically dries up in tight 
money periods because many savers take their 
money out of their savings accounts in order to 
earn higher returns elsewhere. The rate ceilings 
have severely aggravated the problem of cyclical 
instability in the supply of mortgage funds. This 
is illustrated by the experience of 1966 and 1969 
shown in Table 1. 

Whereas problem I, which affects borrowers, 
is associated with the presence of inflation, any 
inflation, this second problem, of concern only to 
lending institutions, arises from uncertainty about 
the rate of inflation. Because t'he mortgage rate 
that lenders charge' contains an inflation pre
mium based on their expectations of what aver
age rate of inflation will prevail over the life of 
the mortgage, their eamings will not suffer from 
interest rate increases due to inflation that they 
have foreseen. It is the unanticipated inflation 
and the accompanying interest rate increases 
that get them into trouble. I nterest rates can rise 
for other reasons, of course, especially as part 
of business cycle fluctuations, but much of the 
secular upward trend of rates since the mid-six
ties has been due to increased expectations of 
inflation. 

The Purchasing-Power Mortgage 

The purchasing-power, or readjustable mort
gage, is the most fundamentally different of the 
mortgage alternatives considered here, but it 
also offers the most satisfactory way to deal si
multaneously with both problems 'I and H. This 
form of mortgage is pegged to some price index 
or cost-of-living index, and whenever the price 
index rises, both the unpaid balance on the 
mortgage and the amount of the monthly pay
ment are readjusted upward by the percentage 
required to match the percentage increase in the 
index. The lender is thus automatically protected 
against depreciation of his mortgage asset due 
to inflation, and he does not have to charge an 
inflation premium in the interest rate. The rate on 
the pu rchasing-power mortgage would thus run 
somewhere around 4 percent to 5 percent and 
monthly payments would be much lower initially 
than on the traditional mortgage. 

This gives the purchasing-'power mortgage a 
big advantage over the traditional level-payment 
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Table 1. Net Month-to-Month Changes in Mortgages Outstanding and 
Savings Deposits at Savings and Loan Associations 
(Millions of dollars) 

Mortgages 

Month 1965 1966 1967 1968 1969 1970 

January 530 498 140 113 642 274 
February 528 546 166 542 671 223 
March 801 755 402 789 917 198 
Apri l 824 735 436 879 1,025 486 
May 840 513 676 957 988 723 
June 1,012 420 1,035 727 1,216 1,128 
July 819 81 732 718 865 1,079 
August 845 147 998 884 844 1,114 
September 742 107 855 810 703 1,122 
October 667 -6 833 845 608 1,156 
November 585 -21 765 732 450 1,184 
December 695 112 766 903 533 1,607 

Savings Capital 

January 254 -77 

February 619 528 

March 1,055 838 

April -93 -773 

May 792 387 

June 1,603 1,185 

July -432 -1,508 

August 554 124 

September 1,040 631 

October 582 -56 

November 807 614 

December 1,643 1,732 


Source: Federal Reserve Bulletin. 

mortgage from the point of view of the borrower. 
Instead of the disproportionately heavy financial 
burden of the monthly payments in the early 
years that is characteristic of the level-payment 
mortgage in periods of inflation (see Figure 1), 
the purchasing-power mortgage makes the ratio 
of mortgage payments to income absolutely con
stant for a borrower whose income rises with the 
general price level. Instead of enforcing on him 
an unnecessarily rapid accumulation of equity, it 
permits a more gradual accumulation of equity 
without any increase in the term to maturity of 
the mortgage. 

As an illustration, Cases 1 and 4 in Table 2 
compare a $20,000 30-year level-payment. mort
gage at 8 percent with a 4 percent purchasing
power mortgage for the same amount and term, 
assuming steady inflation at 4 percent. Both mort
gages are equivalent in the sense that their 
streams of monthly payments have the same 
present discounted value to the lender when dis
counted at 8 percent. This illustration assumes 
an 80 percent mortgage with a down payment of 
$5,000. 

298 -461 -93 -1,236 
763 584 606 205 

1,457 1,275 1,379 1,595 
497 -294 -516 213 

1,130 757 494 747 
1,935 1,494 1,359 1,801 

55 -605 -1,110 543 
646 389 -8 550 

1,193 1,133 879 1,827 
495 495 -406 1,091 
582 

1,615 
648 

1,643 • 
226 

1,069 
1,103 
2,816 

Note that the accumulation of equity under 
the purchasing-power mortgage when the infla
tion rate is 4 percent is essentially the same as 
under the level-payment mortgage when there is 
no inflation. Under the purchasing-power mort
gage, it would also be the same if the inflation 
rate were 6 percent or 8 percent or higher. 

Note also that the real value of the unpaid 
balance on the loan and the ratio of the unpaid 
balance to the value of the property both decline 
right from the start with the purchasing-power 
mortgage, even though the dollar amount of the 
unpaid balance rises for the first several years. 
The unpaid balance always rises more slowly 
than the rate of inflation. 

Because of its lower initial monthly pay
ments, general adoption of the purchasing-power 
mortgage could have a tremendous impact on 
the ability of poor and moderate income families 
to afford their own homes. A $20,000 mortgage 
for 30 years with an interest rate at the current 
level of 8 percent requires monthly payments of 
over $145 under a level-payment mortgage, but 
the payments on the same loan would initially be 
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0. .,. 	 $107 or less under a purchasing-power contract, 

assuming a real rate of interest of 5 percent or 
less. More generally, the payment would be at 
least 26 percent less initially under the purchas

c: ing~power contract than under an 8 percent lev
>- .2 a el-payment mortgage, for any size mortgage, and Q) 

:5 .. E 
::J this could clearly make the difference to many ..., moderate income fam"ilies between being able to 

m Q) own their own homes or being forced to rent. Or 
Q) :5 

if they do own,it could make the difference be6 Q) 
(') "C 

c: tween being able to afford to maintain and im
Q) ::J prove the 	 property and being unable to afford:5 Q) 

g> even minimum maintenance. The purchasing
"C 
c: 

.8' 
o power mortgage does not necessarily save the 

Q) E 	 borrower any money over the long run, but that 
is not the point. It redu'ces the cash requirement 
for monthly payments in the crucial early years, 
when the burden would otherwise be the heavi
est, and spreads the burden more evenly over 
the life of the mortgage. This change alone 
would have great value to moderate income fam
ilies. 

The purchasing-power mortgage should also 
appeal to lending institutions because of its ca
pacity to stabilize their earnings. Any 'increase in 
interest rates due to increased inflation (this is 

.!!! 	 the factor that has accounted for most of the up
ward trend of rates during the 1960's) would be 
matched by increased earnings '(where the infla
tion adjustment applied to the unpaid balance is 
counted as earnings) on all their mortgages, not 
just the new ones made after rates have risen, 
and they would not encounter the squeezes of 
the past 'decade. 
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This improved stability would make it possi
ble to remove the statutory ceilings on deposit 
rates, and thus the use of purchasing-power 
mortgages would also benefit the homebuilding 
industry by stabilizing the flow of new savings 
into mortgages. 

The biggest disadvantage of the purchas
ing~power mortgage is that it would require a 
substantial institutional change and reorientation 
of the way people think about debt obligations. 
Both lenders and borrowers might be troubled 
by not knowing in advance what the payments 
would be in the years ahead, and one way of re
moving this uncertainty, while retaining most of 
the benefits of the purchasing-power mortgage, 
would be to use a variable-rate graduated-pay
ment contract instead, as described below. 

Borrowers have adapted themselves to this 
uncertainty in the countries where purchasing
power mortgages are in widespread use, how
ever, and the uncertainty facing lending institu
tions can be treated in another way. In countries 
where it is already in use (e.g., Brazil and Chile), 
the purchasing-power mortgage is generally 
offered by savings institutions that also offer 
readjustable savings deposits, and this is an im
portant component of the plan . A savings institu
tion that 'had a large fraction of its assets 
pegged to a price index while its deposit liabili
ties were all fixed in dollar terms would be ex
posed to substantial financial risk. If the ex
pected rate of inflation built into the interest rate 
paid on deposits were greater than the inflation 
that actually materialized, the savings institution 
would be in danger of a financial squeeze. The 
inflation correction after the fact on their mort
gages would not be sufficient to cover the infla
tion premium they would already have paid out 
to their depositors. Thus, for reasons of financial 
stability and security, savings institutions (and 
other financial institutions) could not offer pur
chasing-power mortgages in any volume unless 
they have an equivalent portion of their liabilities 
in the form of readjustable savings accounts or 
other liabilities pegged to a price index. This 
means that introduction of the purchasing-power 
mortgage into general use would require more 
institutional change than would be necessary for 
any of the other mortgage alternatives discussed 
here. If undertaken, however, this institutional 
change could be of substantial value to savers, 
in addition to its benefits to borrowers and lend
ers. To savers, a complete and guaranteed 
hedge against inflation would be appealing, even 
if the additional interest they received on top of 

the inflation correction were only 2 percent or 3 
percent. 

Another difficulty with the purchasing~power 
mortgage is that it might not provide as rapid an 
accumulation of equity as lending institutions 
would like in order to provide themselves protec
tion against default losses on their loans. As 
mentioned before, under a purchasing-power 
mortgage, the owner accumulates equity at the 
same rate, no matter what the inflation rate, and 
this rate is the same as under a level-payment 
mortgage with no inflation. When accompanied 
by a good downpayment, a purchasing-power 
mortgage should provide adequate protection, 
and it would make a sound and prudent invest
ment. Lending institutions have become accus
tomed in recent years, however, to the more rapid 
accumulation of equity provided by level-payment 
loans at rates of 7 percent to 8 percent (see Fig
ure 2), and they might object to the slower ac
cumulation provided by the purchasing-power 
mortgage. 

This problem merely reflects the fact that 
the chief advantage of this proposal to the bor
rowers, the slower accumulation of equity in the 
early years, is a disadvantage to the lenders. If 
the other benefits of this contract to lenders are 
not sufficient to offset this disadvantage from 
their point of view, then lenders could easily ad
just the interest rate they charged or the down
payment required. This issue should not be a 
fundamental obstacle to the purchasing-power 
mortgage. 

Another solution to this objection is to take 
advantage of the flexibility of the graduated-pay
ment variable-rate mortgage (described below) 
to design a contract with many of the same ad
vantages but with a somewhat more rapid equity 
accumulation than is provided by the purchas
ing-power mortgage. 

The last objection often raised to all finan
cial contracts with escalation clauses is that they 
would promote inflation. There is no reason to 
expect this consequence, however. Inflation is 
generated by people trying to buy more goods 
than are being produced, and the problem is con
trolled by the use of monetary and fiscal policy 
instruments. The presence of purchasing-power 
mortgages would not alter our ability to control 
inflation through these instruments. 

The Graduated-Payment Variable-Rate 
Mortgage 

This form of mortgage is the widely dis
cussed variable-rate mortgage which has been 
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made more favorable to borrowers by attaching 
a graduated payments schedule to provide a 
more even cash flow burden over the life of the 
mortgage. Thus, it has the same capacity as the 
purchasing-power mortgage to ease the burden 
of homeownership for moderate income families, 
making it possible for many families who could 
not afford the monthly payments of a level-pay
ment mortgage to own their own homes. 

As generally understood, the variable-rate 
mortgage is a variation of the level--payment 
mortgage. 2 It would tie the interest rate on the 
mortgage to the current rate on new mortgages 
or to some other market rate, and whenever the 
interest rate changed, either the term to maturity 
or the monthly payment would be adjusted to re
flect the changed rate. Extensions of the term to 
maturity could only correct for a limited amount 
of rate increase, however, and any rate in
creases in excess of that limit amount would 
have to be met by increased monthly payments. 

With a sufficient degree of rate flexibility, 
this form of mortgage would solve problem II, 
the financial instability problem of the savings in
stitution, for it would shift to borrowers the cost 
of interest rate increases. Its widespread use 
would make it possible to eliminate the present 
statutory ceilings on savings deposit interest 
rates. Thus, it would play an important role in 
stabilizing the flow of new funds into the mort
gage market through savings institutions in times 
of tight money. 

But this rate flexibility would be a serious 
disadvantage to borrowers. The variable-rate 
mortgage would provide the borrower some de
gree of automatic adjustment to a decline in the 
expected rate of inflation, an adjustment he now 
lacks with the traditional level-payment mort
gage. Any decline in the expected rate of infla
tion would be reflected in lower interest rates 
throughout the financial markets, and this gen
eral reduction would be translated into reduced 
costs on outstanding variable-rate mortgages. 
But the value of this benefit to the borrower 
when rates drop would not nearly match the cost 
to him of being subject to increases in his rate if 
market rates increase. This is because when 
market rates drop, he already has the option to 
refinance, after paying some penalty costs, and 
the automatic adjustment under the variable-rate 
mortgage would merely spare him the trouble 

'For a more detailed analysis of the variable-rate mortgage, see 
William Poole, Barbara Negri Opper, and R. Frederick Taylor, 
"The Variable-Rate Mortgage on Single-Family Homes" in 
Ways to Moderate Fluctuations in Housing 'Construction, Fed
eral Reserve Board, 1972. 

and penalty costs of refinancing. In the event of 
an increase in market rates, however, the auto
matic-adjustment provision would cost him the 
full amount of any rate increase because he is 
not subject to this in any way with the current 
form of mortgage. Thus he has more to lose with 
the variable-rate mortgage from increases in 
rates than he has to gain from declines in the 
rates, and it would be necessary to offer borrow
ers some special inducement to accept a varia
ble-rate mortgage in preference to a fixed-rate 
mortgage. 

One obvious inducement would be for the 
lending institution to offer a starting interest rate 
and an adjustment provision that would be ex
pected to provide a lower average interest rate 
over the life of the mortgage than on the fixed
rate alternative. However, we do not know how 
much of a rate reduction would be necessary to 
persuade borrowers to accept the added risk that 
the variable-rate mortgage entails, nor do we 
know that lending institutions would be willing to 
sacrifice enough yield to meet the demands of 
the borrowers in this regard. 

A more promising inducement to borrowers 
to accept the variable-rate provision, one whose 
benefit to borrowers would far exceed its cost to 
lenders, would be to attach a graduated pay
ments schedule. This would serve as a way of 
dealing with problem I, the uneven burden of the 
payments under inflation, which is not alleviated 
by the variable-rate feature. 

Suppose the interest rate on the graduated
payment variable-rate mortgage is initially set at 
8 percent, with the payments to run for 30 years. 
The graduated-payments provision would be im
plemented by having the contract specify a com
plete schedule of monthly payments for 30 years 
according to which the payments initially would 
be lower than required for a level-payment mort
gage, but would rise from year to year at some 
modest rate. The rate at which they would rise 
would be less than, or at most equal to, the rate 
of inflation expected to prevail in the future. The 
formula that would determine the initial level of 
the payments and the rate at which they would 
increase over time could have the payments rise 
at a steady 4 percent annually for the full 30 
years, for example, or else it could have them 
rise initially at 4 percent annually but at a grad
ually declining rate until they would be almost 
level for the final 5 or 10 years. 

Having the payments rise steadily for 30 
years at the expected rate of inflation would lead 
to roughly the same payments stream as the pur
chasing-power mortgage, considered above, if 
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actual inflation matched the expected rate, and if 
the contract rate remained constant over the life 
of the mortgage. Thus, with this payments sched
ule, the borrower would be expected to accumu
late equity in his 'house at the same rate as with 
the purchasing-power mortgage, which would be 
the same rate as with a level-payment mortgage 
with no inflation. 

But one of the virtues of the principle of 
using a graduated-payment schedule is its flexi
bility. The pattern of expected equity accumula
tion (based on the pattern of expected apprecia
tion in the value of the property) can be adjusted 
to any pattern the lender and borrower can 
agree on. 'If the lender considers the equity ac
cumulation under the purchasing-power mort
gage to be too slow, then a payments schedule 
can be chosen that is more satisfactory to the 
lender while still providing lower initial payments 
than the traditional level-payment mortgage 
would require. Two such alternatives are illus
trated by Cases 2 and 3 in Table 2, assuming a 
constant mortgage rate (Le., assuming that the 
variable-rate provision never needs to be ap
plied). . 

Note that in nominal terms, the unpaid bal
ance on the 'loan rises for the first several years. 
This is not a particularly relevant measure of 
what is happening to the loan, however. The real 
value of the unpaid balance and the ratio of un
paid loan to the value of the property decline 
from the beginning, and the owner is always 
building up equity in the 'house. Viewed in this 
light, the extra payments that would be neces
sary to cover all the nominal interest are unnec
essary and represent additional payments to 
build up equily more rapidly than is necessary 
for the soundness of the loan. 

T'his issue can be placed in sharper focus 
by taking equity accumulation as a key indicator 
that concerns the lender. Many lenders have 
come to expect their loans to provide a rate of 
equity accumulation greater than would be pro
vided by a level-payment mortgage at zero infla
tion or by a purchasing-power mortgage (see 
Figure 2). But whatever the rate of equity accu
mulation they have come to regard as accepta
ble, there is no logical reason why they should 
require a still higher rate of equity accumulation 
every time the inflation rate increases. Yet, that 
is what happens with the level-payment mort
gage, as illustrated by Figure 2. If, for example, 
lenders regard as adequate the rate of equity ac
cumulation on a 6 percent level-payment mort
gage, with inflation at 2 percent, then they do 

not need to require a level payment schedule for 
repaying the 'loan when the expected inflation 
rate rises to 4 percent or higher and the mort
gage rate rises accordingly. The rate of equity 
accumulation they need can then be provided by 
a graduated~payment mortgage, whose initial 
payments are substantially less than would be 
requ ired for the equivalent level-payme!:lt mort
gage. This point is illustrated in Table 3. 

The graduated-payment provision of this 
contract also makes any increase in the mort
gage rate, as might be required under the varia
ble-rate provision, less painful to the borrower. If 
there is no graduated-payment provision, the 
borrower feels any increase in his rate as an im
mediate increase in his monthly payments, or 
possibly, if the rate increase is small, as an ex
tension of the term of his loan. But under this 
contract, neither of those steps is required. In
stead, the schedule specifying his monthly pay
ments in the future is adjusted to have the pay
ments rise at a more rapid rate over the next 
few years. The current payments remain un
changed. If the rate increase merely reflects a 
more rapid rate of inflation than was previously 
anticipated, then this adjustment to the payments 
schedule imposes no real burden at all on the 
borrower, because the increased inflation will 
also mean more rapid income growth and more 
rapid appreciation in the value of the property 
than had been anticipated previously. 

One possible problem with a graduated pay
ments schedule that concerns many people is 
the possibility that inflation might turn out to be 
less than expected and that the payments sched
ule built into the contract might provide for the 
payments to rise faster than the borrower's in
come or the general price level. This is very un
likely with this contract, however, unless every
body continually overestimates the future rate of 
inflation. One component of the mortgage rate is 
the inflation premium reflecting everyone's ex
pectation of what inflation will be in the future, 
and any unexpected reduction in the rate of in
flation should be translated into a reduction in 
interest rates, including the rate on new mort
gages, which in turn would call for a downward 
adjustment in the schedule of future payments 
on existing variable-rate mortgages. This should 
prevent ' the problem of mortgage payments 
growing faster than income because inflation has 
declined. 

Another obvious problem is that it is impos
sible to predict the rate of inflation far into the 
future, or to know with any certainty how big the 

.-~ 
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Table 3. Comparison of Mortgages that Provide Equal Equity 
Accumulation at Different Inflation Rates 

Real Value of Real Value of 
Year Monthly Payment Unpaid Balance Unpaid Balance Borrower's Equity 

Case 1 Case 2 Case 3 Case 1 Case 2 Case 3 Case 1 Case 2 Case 3 Case 1 Case 2 Case 3 

0 $119.80 $119.80 $119.80 $20,000 $20,000 $20,000 $20,000 $20,000 $20,000 $5,000 $5,000 $5,000 
1 119.80 122.22 124.69 19,755 20,154 20,559 19,364 19,364 19,364 5,636 5,636 5,636 
2 119.80 124.69 129.78 19,495 20,291 21,117 18,731 18,731 18,731 6,269 6,269 6,269 
3 119.80 127.20 135.07 19,218 20,407 21,667 18.099 18,099 18,099 6,901 6,901 6,901 
5 119.80 132.40 146.32 18,616 20,573 22,734 16,844 16,844 16,844 8,156 8,156 8,156 
7 119.80 137.81 158.51 17,934 20,628 23,724 15,591 15,591 15,591 . 9,409 9,409 9,409 

10 119.80 146.32 178.72 16,745 20,452 24,976 13,710 13,710 13,710 11,290 11,290 11,290 
15 119.80 161.72 218.29 14,221 19,196 25,906 10,535 10,535 10,535 14,465 14,465 14,465 
20 119.80 178.72 266 .61 10,812 1'6,130 24,058 7,248 7,248 7,248 17,752 17,752 17,752 
25 119.80 197.51 325.65 6,210 10,242 16,884 3,767 3,767 3,767 21,232 21,232 21,232 
30 119.80 218.29 397.75 0 0 0 0 0 0 25,000 25,000 25,000 

Note: Case 1: Inflation at 2 percent annually; 6 percent level-payment mortgage. 

Case 2: Inflation at 4 percent annually; 8 percent graduated-payment mortgage with payments rising at 2 percent per year. 

Case 3: Inflation at 6 percent annually; 10 percent graduated-payment mortgage with payments rising at 4 percent per year. 

In all cases the value of the property is assumed to rise with the general price level. 


inflation premium component of the interest rate 
is, Thus it is difficult to know how rapidly future 
monthly payments can safely be set to rise. The 
best approach for dealing with this problem is to 
choose a payments schedule whose maximum 
rate of increase is significantly less than the cur
rently observed rate of inflation and according to 
which the payments grow less and less rapidly 
in later years. This alternative is illustrated by 
Case 3 in Table 2. Such a schedule might not 
give borrowers initial payments as low as they 
could get with a purchasing-power mortgage, but 
it would still offer them a major reduction in their 
financial burden. 

The biggest advantage of the graduated-pay
ment variable-rate mortgage over the pur
chasing~power mortgage is that it represents 
an easily understood adaptation of the traditional 
level-payment mortgage, and it would require 
less institutional change to implement. Although 
it is not as comprehensive a way of dealing with 
the problems of mortgages in an inflationary en
vironment, it still offers a major improvement 
over the level-payment mortgage, with important 
advantages to both borrowers and lenders. 

The CAP Mortgage 
A third approach for solving problem II, the 

financial instability problem of thrift institutions 
that make mortgage loans, and for increasing the 
attractiveness of mortgages as investments from 
the point of view of institutional lenders is the in

clusion of some form of "equity kicker" in the 
mortgage contract through a CAP (contingent 
appreciation-participation) clause. 3 

This arrangement is already used on com
mercial and multifamily properties, and it entitles 
the lender to some fractional share of all capital 
gains realized by the owner of the property when 
he sells it. This provision gives the lender some 
degree of automatic adjustment if realized infla
tion rates are different (especially if they are 
greater) from those anticipated at the time the 
loan was initially made, and in this respect it 
bears some similarity to the variable-rate and 
purchasing-power mortgages. However, because 
the bonus to the lender is not embodied in the in
terest rate on the mortgage, the interest rate and 
the monthly payments can be lower on average 
than they would be with a traditional level-pay
ment contract. In the event that the borrower 
pays off the mortgage before selling the house, 
the participation fee due to the lender could be 
determined by an independent appraisal. 

This variation of the standard mortgage 
would be attractive to lenders because of its 
built-in inflation adjustment, and it would proba
bly also appeal to borrowers to the extent that it 
would make a lower interest rate possible. It is 
definitely inferior to the variable-rate and pur

'For a more detailed discussion of the CAP mortgage, see Bernard 
N. Freedman, "Contingent-Participation Mortgages on Single
Family Homes" in Ways to Moderate Fluctuations in Housing 
Construction, Federal Reserve Board, 1972. 
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chasing-power mortgages in its capacity to stabi
lize savings institution balance sheets and earn
ings, however, because of its uncertain equity 
character and because the lending institutions 
could not realize any cash flow over the life of 
the mortgage from their equity participation, un
less the equity share to which they would be en
titled could be detached from the rest of the 
mortgage and sold separately to raise cash. Fur
thermore, even though its use would lower the 
interest rate charged to borrowers, it would not 
provide any solution to problem I; it would not 
even out the burden of the monthly payments 
over time. To accomplish this, it would be neces
sary for the CAP mortgage to have a graduated 
payments schedule as well, and with this added 
feature, it would be worthy of consideration as a 
useful alternative to the current form of mort
gage. 

Technical and Regulatory Problems 

The FHLBB has a regulation prohibiting any 
monthly payments larger than the first payment 
on mortgage loans made by their member insti
tutions, and this regulation would be violated by 
all the proposals considered here. Accordingly, it 
would have to modified. Its purpose is to rule 
out balloon payments or other large payments 
that impose an unreasonable burden on the bor
rower. The intent of this regulation could be pre
served by modifying it to require that no pay
ment may exceed the first payment in real terms, 
after correction for price level changes. If so 
modified, this regulation would impose no con
straint on the graduated-payment variable-rate 
or purchasing-power mortgages, as I have de
scribed them, but some exception would have to 
be provided for the payment in which a lending 
institution would collect its share of the capital 
gain to which it would be entitled under a CAP 
mortgage. 

The FHLBB has recently taken another ap
proach to relaxing this constraint. It has issued 
proposed regulation changes that would allow 
federally chartered savings and loan associations 
to make "flexible payment mortgages." Under 
the proposed regulations, the lender and bor
rower could negotiate a payments schedule 
based on the borrower's special needs, subject 
to the requirement that "each payment must at 
least cover the interest due for that payment." 

Although it is very significant that the 
FHLBB should move in the direction of removing 
some of the rigid and highly restrictive regula
tory constraints that now prevent all innovation 

in mortgage forms, this particular proposed 
change is too modest to have any real value. 
The requirement that each payment must cover 
accrued interest clearly rules out any effective 
treatment of problem I, the uneven burden of 
payments, through a graduated payments sched
ule. It would permit a purchasing-power contract 
only if the increments made to the unpaid bal
ance to adjust for inflation are not interpreted as 
interest. 

This restrictive requirement, although appro
priate in a noninflationary environment, has no 
place under inflationary conditions where the in
terest rate contains an inflation premium. Requir
ing that the payments be large enough to reduce 
the real value of the loan, so that the borrower 
is accumulating equity in the property with each 
payment, is a reasonable requirement, but it is 
not necessary for the monthly payments to cover 
nominal interest for this condition to be met. It is 
only necessary for the monthly payments to 
cover the real interest charges (nominal interest 
minus the inflation premium component). Any 
monthly payments in excess of interest charges 
at the real rate of interest represent accumula
tion of equity in the property, assuming an aver
age property whose value rises with the general 
price level, and any mortgage with a purchas
ing-power escalator feature or a graduated pay
ments schedule whose initial payments cover _ 
real interest is financially sound in this respect. 
Thus the condition the FHLBB has attached to 
its proposal for flexible-payment mortgages is 
not necessary for the financial soundness of the 
loan. It perpetuates an unnecessary existing 
hardship on mortgage borrowers that appears 
to arise from the myopia of bankers who cannot 
comprehend the effects of inflationary conditions 
on mortgage contracts. 

An even more serious problem is the pres
ence of usury laws in many States that prevent 
mortgage rates from rising above a certain level. 
The purpose of these laws is to protect borrow
ers from exorbitant charges, but the difficulty 
with them is that they fail to take account of the 
inflation premium built into interest rates. The in
flation premium part of the interest charge does 
not cost the borrower anything in the long run if 
the value of his property increases with the gen
eral price level; it merely represents extra pay
ments to build up his equity in the house more 
rapidly than he would do in the absence of infla
tion. Hence, the intent of the usury ceilings 
would be met by laws limiting only the real rate 
of interest. That sort of regulation would be diffi
cult to administer, however, because of the diffi
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culty of determining what portion of the market 
interest rate represents real interest, and it is 
unlikely that States could be persuaded to mod
ify their usury laws in this direction. It is more 
likely that they would argue that keeping usury 
ceilings at their present levels is desirable in 
order to give the Federal Government more in
centive to control inflation. On balance, State 
usury laws are likely to be a particularly serious 
impediment to the use of variable-rate mort
gages. On the other hand, they would not restrict 
the use of graduated payments schedules. As for 
the CAP and purchasing-power mortgages, it 
would be a matter for judicial interpretation or 
new legislation to determine whether the CAP 
payment or the escal'ations of the unpaid bal
ance under the purchasing-power contract would 
be subject to the usury laws. 

A third issue concerns the choice of the ref
erence interest rate for use in adjusting the rate 
on the variable-rate mortgage. Borrowers need 
to feel confident, when their rate is raised, that 
the standard. or reference rate used to determine 
the amount of the increase is "honest," or truly 
market determined, and not subject to manipula
tion by the lenders. For this reason, it might be 
appropriate to use the market rate on some long 
term Government issue, such as the rate on 3- to 
5-year Government securities. This rate should 
be free of manipulation by lenders, but it is sub
ject to being influenced by Government monetary 
policy, and thus borrowers might put pressure 
on the Government to hold down these interest 
rates when that might be in conflict with the re
quirements of responsible monetary manage
ment. There is no easy solution to this issue; 
there are important disadvantages to any choice. 

Finally, the purchasing-power mortgage may 
have a serious tax disadvantage unless judicial 
interpretation or legislation can clear it up. The 
interest payments that are deductible from in
come on the personal income tax include an in
flation premium that would be absent from the 
interest payments under the purchasing-power 
mortgage. If only the direct interest payments 
are deductible, then borrowers would have a 
much smaller deduction available to them with 
the purchasing-power mortgage than with the 
other forms of mortgage, it would be necessary 

also to permit deduction of every increment to 
the unpaid balance, where this refers to the in
crements brought about by correction of the un
paid balance for changes in the price level. 

Conclusion 
The package composed of purchasing-power 

mortgages available from savings institutions 
that also offer readjustable savings deposits to 
their depositors provides the most comprehen
sive and, theoretically, the most appealing solu
tion to the problems I and II outlined above, with 
the added benefit of providing an inflation hedge 
to savers. However, it is very unfamiliar to finan
cial institutions and the general public, and its 
implementation would require both substantial 
institutional change and substantial reorientation 
of the way the general public thinks about finan
cial markets. This is by no means impossible; it 
has been done in other countries and is feasible 
here. But there would be significant transition 
costs of switching to this system. 

It would require much less institutional 
change and appear more understandable in the 
minds of borrowers and officials of lending insti
tutions to modify the present form of mortgage 
contract to permit graduated payments sched
ules, which would provide almost as satisfactory 
a solution to problem I. However, that does nd't 
deal with problem II. Because of the substantial 
regulatory and technical problems with the varia
ble-rate mortgage, as well as the potential prob
lem that it would be difficult to secure public ac
ceptance of it, substantial efforts should be 
made to find an alternative solution to problem 
II, I such as encouraging the issuance of long 
term debenture obligations by savings institu
tions. 

If problem II cannot be solved adequately in 
this fashion, however, then the next-best move 
would be to combine the graduated payments 
schedule with the variable rate provision in the 
same mortgage contract. Assuming that the var
ious problems with the variable rate provision 
can be overcome, this combination would pro
vide a genuine improvement over the present 
rigid form of mortgage-an improvement that 
should appeal to both borrowers and lenders. 
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Stabilizing and Expanding the 
Supply of Mortgage Funds by 
Savings Institutions 

By Donald P. Tucker 
Federal Reserve Board 

Introduction 
Several times within the past decade, sav

ings institution have been threatened with severe 
liquidity and solvency problems in periods of 
rapidly rising interest rates, and much attention 
has been directed toward finding a way to re
duce their susceptibility to these problems with
out impairing the supply of mortgage funds to 
the housing market. Statutory ceilings on savings 
deposit interest rates have been imposed as an 
ad hoc expedient, but the artificially low interest 
rates that have resulted have caused the flow of 
/'few savings into the mortgage market to dry up 
almost completely in tight money periods, thus 
aggravating severely the cyclical fluctuations in 
the supply of mortgage funds through savings in
stitutions. 

In order to permit the mortgage market to 
function more normally during tight money pe
riods, these statutory ceilings must be relaxed 
and eventually eliminated, but the problem is to 
determine what other steps must be taken in 
order to provide the savings institutions with the 
protection from financial squeezes and the threat 
of bankruptcy that is now provided by the rate 
ceilings. In order to alleviate these problems 
more directly, without the distorting effects of 
the statutory interest rate ceilings, the Presi
dent's Commission on Financial Structure and 
Regulation (the Hunt Commission) has proposed 
two things. They recommend that "Congress 
consider the adoption of an insurance program 
against interest rate risk ... ,"and they also 
recommend, as have many others, that savings 
institutions make more use of variable rate 
mortgages. 1 The insurance plan, however, has 

1 Recommendations G2-G5 and discussion. The Report of the 
President's Commission on Financial Structure and Regula
tion (Reed O. Hunt. Chairman). Washington. D.C .• December 
1971. pp. 77. 81-83. 

serious administrative costs, and there are no 
signs that variable rate mortgages are going to 
become widespread in the near future. 

This paper argues that a third solution to 
this problem can be found that avoids the ad
ministrative costs of the first and the implemen
tation difficulty of the second, a solution that 
would have the important additional benefit of in
creasing permanently the flow of mortgage funds 
through savings institutions. This solution con
sists of encouraging savings institutions to issue 
long term subordinated debentures, subject to a 
reserve requirement against outstanding deben
tures, or, as an alternative, having ~hem accept 
more long term advances, also subject to a re
serve requirement. 

The reserve requirement is an essential part 
of this plan, for the instability problem could be 
made worse if the savings institutions invested 
the proceeds of the debenture sales ent.irely in 
mortgages. But with this reserve re~Ulre~e~t 
constraint on their balance sheets, savmgs mstl
tutions could reduce their financial instability 
and possibly also increase their earnings, while 
at the same time increasing their mortgage lend
ing, by issuing debentures 2 or accepti~g more 
long term advances. If the private capital mar
kets do not offer a sufficiently attractive price to 
savings institutions for their debentures, then the 
government should consider b~ying them.. or 
guaranteeing them to improve their marketability. 
A government purchase or guarantee program 
could probably be structured to be self-support
ing, without the need for any subsidy. 

The Federal Home Loan Bank Board has re
cently revised its regulations to permit savings 
and loan institutions to issue small quantities of 
debentures. There does not yet exist a private 
resale market for debentures, however, and the 
quantity that can be issued by anyone institution 
is limited to no more than 3 percent or 4 percent 
of liabilities. Furthermore, there are no restric
tions on how the institution may employ the pro
ceeds of the debenture sale. Thus, under the 
present new regulations, debenture sales · cannot 
contribute much toward improving the financial 
stability of the savings institutions, and this was 
not one of the reasons given for granting this 
new authority. Nevertheless, it sets up on a 
small scale the institutional structure that would 
be needed (with some modifications) to accom
plish the goal of improved financial stability. 

2 The Hunt Commission also recommends wider use of subordi
nated debt instruments by savings Institutions (Recommenda
tion B5. p. 33). but protection against financial crunches Is not 
among the reasons given by the Commission for favoring 
this proposal. 

~----,- 

1492 



The Problem 

The root of the financial instability problem 
that this proposal is designed to alleviate is in 
the unbalanced maturity structure of savings in
stitution (SI) balance sheets. The SI borrows short 
and lends long. The average term to maturity of 
its assets is long because of the predominance 
of mortgages in its portfolio, whereas the aver
age term to maturity of its liabilities-predomi
nantly deposits that can be withdrawn on de
mand-is short. When interest rates rise over an 
extended period, and if they rise faster than the 
SI anticipated when it was making new mortgage 
loans, then an earnings deficit may result. Inter
est costs on deposits rise faster than interest 
earnings on the mortgage portfolio, and if the 
more rapid increase in interest costs continues 
long enough, the SI loses money. 

Under more serious conditions, it can lead 
to insolvency. As long term interest rates rise, 
the market value (present discounted value) of 
outstanding mortgages falls, and thus an ex
panded measure of earnings that includes un
realized capital gains or losses on mortgages 
wi" show a deficit even if conventional earnings 
are positive. These unrealized capital losses may 
never affect the normal functioning of the institu
tion if the institution is never required to sell 
them in the secondary market or otherwise cash 
them in before maturity, but any significant with
drawal of deposits can force this on the SI. In 
this case, if the rise in interest rates has been 
rapid enough, the SI's assets may be worth less 
than its liabilities, and it may be forced to de
clare bankruptcy. 

The statutory ceiling on the interest rate that 
SI's can pay on their deposits obviously plays an 
important role under these circumstances. By 
holding down the SI's interest costs on its de
posits, it reduces the threat that an earnings def
icit wi" develop, where earnings are measured 
by the excess of interest receipts over interest 
payments. And it probably also reduces the risk 
of insolvency simply because depositors are less 
likely to become jittery and to withdraw their de
posits if the SI does not report an earnings defi
cit. However, it certainly does not eliminate the 
problem completely, and so even within the cur
rent institutional framework it is important to 
seek a better remedy. 

But the statutory ceiling itself has major 
costs, for it severely inhibits the net inflow of 
savings deposits into thrift institutions in periods 
of high interest rates because other financial as
sets become more attractive to savers. This dis

, 

intermediation causes the flow of new funds into 
mortgages through thrift institutions to dry up al
most completely in tight money periods. For this 
reason, the Hunt Commission has proposed, as 
have many others, that the statutory ceiling on 
time and savings deposit interest rates be 
abolished. 3 

The Hunt Commission did not have in mind 
individual piecemeal improvements, however. 
They proposed a fundamental change in the en
tire institutional framework of banking, including 
permitting SI's to make consumer loans and in
vest in other short term assets. 4 The reaction of 
SI's to this additional freedom, especially if the 
ceiling on their deposit rates is removed as we", 
wi" undoubtedly be to reduce the percentage of 
their assets committed to mortgages, and possi
bly their t9tal mortgage lending, so as to reduce 
their exposure to the risks of liquidity squeezes 
and insolvency. The only way to prevent this 
possible decline in the supply of mortgage funds 
under the liberalized Hunt Commission structure 
would be to provide some other means for them 
to bring the maturity structure of their assets 
and liabilities more into balance. Furthermore, 
since the removal of the statutory ceiling on de
posit rates might lead to increased instability in 
spite of the portfolio adjustments SI's would 
make, a means to reduce instability would be 
even more necessary under the liberalized Hunt 
Commission banking structure than under pres
ent conditions. 

Solutions 

Wider use of the variable rate mortgage, as 
proposed by the Hunt Commission, could accom
plish this purpose because-assuming a good 
secondary mortgage market is maintained-the 
variable rate mortgages would effectively be 
short term assets. For this reason in particular, 
they have received considerable attention re
cently, and I shall not analyze them further ex
cept to observe that despite their obvious advan
tages for improving the stability of SI's, they are 
not likely to provide a practical solution to the 
stability problem in the near future. They must 
have widespread market acceptance among both 
borrowers and lenders in order to be an effective 
stabilizer, and so far there are no signs that this 
acceptance wi" be forthcoming. 

The intent of the proposal for interest rate 
risk insurance is similar, transferring the interest 

3 Recommendations A1-A6, pp. 23-4. 
• Recommendation B1, pp. 31-2. 
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rate risk to an insuring agency rather than to the 
borrowers. One alternative mentioned by the 
Hunt Commission would have the insuring 
agency guarantee the SI a varying minimum rate 
of return on mortgages, with the guaranteed min
imum pegged to some market interest rate. An
other variation would give the SI the right to sell 
mortgages at par to the insuring agency when
ever the Treasury bill rate or some other market 
rate exceeded some specified level.5 

Either alternative would have the effect of 
giving mortgages some of the characteristics of 
short term assets, thus altering the effective ma
turity structure of their portfolios. They would be 
protected against an earnings squeeze because 
their interest earnings from assets would rise at 
times of tight money, either through the direct 
interest guarantee or because they could sell off 
their low-yielding mortgages at par and make 
new loans at higher yields. Furthermore, under 
the second variation, they could raise cash to 
meet deposit withdrawals through sales to the 
insuring agency without taking a capital loss. 
Whether they would suffer any capital loss when 
selling mortgages supported only by insur
ance on their interest payments would depend 
on whether the insurance was transferable to the 
buyer. 

Although both alternatives undoubtedly 
could accomplish the basic aim of reducing the 
risks of cash flow squeezes and bankruptcies 
and increasing the flow of funds through thrift in
stitutions into mortgages, the insurance propos
als are not particularly promising either, for they 
have serious disadvantages. They are likely to 
require a Government subsidy or, barring that, 
then the insurance premium is likely to be big 
enough to make the plan unattractive to Sl's, in 
which case partiCipation by the SI's would not 
be voluntary. Also, under the plan giving SI 's the 
option to sell mortgages at par, any widespread 
use of this option that arose suddenly in a pe
riod of tight money could be disruptive to capital 
markets, for the insuring agency would somehow 
have to raise the cash to buy the mortgages 
tendered to it. The other version of guaranteeing 
to make up the difference between the contrac
tual rate on the mortgage and some varying 
guarantee rate would be administratively com
plex because it would require keeping track of 
the contractual rate on every mortgage. 

Both schemes would give Sl's the incentive 
to collude with their customers to understate on 
paper the true interest rate or to overstate the 

• See p. 83 of the Commission report. 

par value of mortgages. Furthermore, both plans 
would be hard to handle in terms of administra
tive staffing because claims for reimbursement 
would be concentrated only at certain periods of 
tight money, and for months or years in between 
there would be nothing for the claims staff to do. 
Finally, and perhaps worst of all, this insurance 
commitment would give the monetary authorities 
another incentive to hold down market interest 
rates when this might conflict with the needs of 
economic stabilization. 

The theme of this paper is that the same 
goal-namely, the goal of reducing the suscepti
bility of Sl's to liquidity and solvency problems 
without impairing the supply of mortgage funds 
to the housing market-can be accomplished in 
another way, without relying on insurance or on 
variable rate mortgjlges. Whereas those propos
als would work by shortening the effective term 
to maturity of the SI's assets, the same thing can 
be accomplished by lengthening the effective 
term to maturity of their liabilities. This could 
take several forms in practice, such as increas
ing the percentage of deposit liabilities in long 
term certificates, increased use of long term ad
vances from Federal Home Loan Banks (10-year 
advances are now the longest permitted by law), 
or the issuance of long term debentures by SI's. 

If the maturity structure of SI balance sheets 
is evened out in this fash ion with a significant 
quantity of long term items on both sides of the 
balance sheet, then average interest costs would 
rise more slowly in periods of tight money, mak
ing it possible for the gradual rise in interest 
earnings to keep pace. Also, the present dis
counted value of the long term liabilities would 
decline as long term interest rates rose, which 
would tend to offset the decline in market value 
of the mortgages on the asset side of the bal
ance sheet. The danger that net worth might be 
seriously impaired by rising interest rates would 
be reduced. 

Long term advances and debentures would 
have an important advantage over certificate de
posits for this purpose, an advantage which 
arises from the fact that the value of mortgages 
does not respond symmetrically to interest rate 
increases and decreases. Mortgages generally 
contain a provision permitting the borrower to 
repay the principal early, at his own option, and 
borrowers often take advantage of, this provision 
to refinance their mortgages when mortgage 
rates drop. Hence the value of a thrift institu
tion's mortgage portfolio does not rise materially • 
if mortgage rates drop. The interest earnings on 
it may drop instead as borrowers refinance. If 
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thrift institutions were to issue ordinary long 
term liabilities whose interest costs would re
main constant and whose value would rise as 
long term rates declined, then a decline in rates 
could cause the same earnings squeeze and 
drop in net worth that now occur in response to 
an increase in rates. In order to avoid this prob
lem, the 81's long term liabilities should have a 
call or advance redemption provision permitting 
the thrift institution to redeem them at, or close 
to, par at any time, so that in this respect they 
would resemble mortgages. This is easy to do 
with advances or debentures but might not be 
practical with deposit certificates. 

The issuance of debentures would have the 
added feature of providing some .deposit insur
ance on uninsured accounts because the claims 
of the debenture holders in liquidation would 
come after the claims of uninsured depositors. In 
effect, the debentures would constitute an addi
tion to the capital account of the 81 for this pur
pose. 

Marketability-The Government's Role 

An important question about the proposal 
that savings institutions issue debentures in the 
private market is whether the 81's will be willing 
to pay an interest rate high enough to induce 
investors to buy the debentures. Investors will 
expect the return on the debentures to include a 
premium to cover possible defaults and the risk 
of capital value fluctuations due to interest rate 
fluctuations, as on any private debt security. But, 
in addition, they will expect a premium reflecting 
information costs in some sense. This will arise 
either because they do not want to incur the 
high costs of acquiring information about their 
financial condition and so make a deliberately 
high estimate of default risk, or else because 
they are afraid that other investors will not 
bother to acquire this information, thus making 
the debentures illiquid and difficult to sell. This 
premium might be small for the debentures of 
the very large, well-known institutions, but all 
other 81's would probably have to pay a SUbstan
tial premium, and many would find that the rate 
they would have to pay would be too high to 
make debenture sales worthwhile. Thus, informa
tion costs might make it impossible for deben
tures to be sold to the private market in suffi
cient volume to have any significant benefits for 
the stability of savings institutions as a group. 

In this case, the Federal Home Loan Banks 
should consider a program of offering long term 
advances in substantial volume at attractive 

rates to their member associations. They could 
do this at rates more favorable than the private 
market could offer without running a deficit on 
the program, because the information costs 
would not be the same to them as to the private 
market. Furthermore, such a program could be 
initiated without major institutional change; es
sentially, it would require merely a modification 
of the goals and guidelines of the existing sys
tem of advances. The chief disadvantage of this 
approach to the stability problem is that there is 
cu rrently a restriction lim iti ng advances to a 10
year term; but this limit could presumably be re
laxed, and even within the 10-year limitation 
such a program could make a major contribu
tion. 

The information costs would be lower for 
two reasons. First, since each 81's long term 
financing would be entirely provided by one 
lender, the regional Federal Home Loan Bank, 
the information costs would be incurred only 
once and spread over the entire debt issue. By 
contrast, if debentures were sold to private 
investors, each investor would incur the same in
formation costs for a given institution, but would 
spread the costs over a much smaller loan quan
tity, thus requiring a higher charge per dollar of 
loan. The second reason for the information 
costs to be lower in the case of advances is that 
the Federal Home Loan Banks or their affiliates 
already receive much of the relevant information 
about the financial condition of the institutions 
as part of their regular operations. 

An alternative to the use of advances for 
this purpose would be for the Government either 
to buy the savings institutions' debentures out
right or else to guarantee them against default 
for sale to private investors. Through either 
method, the Government, without itself incurring 
any cost in the long run, could ensure that the 
savings institutions would be able to borrow at 
lower cost than if they borrowed directly in the 
pricate market without any Government assist
ance, and the reason for that is that either 
method would economize on information costs, 
just as in the case above for advances. 

Ah Involuntary Alternative 
The primary goal of the Hunt Commission's 

proposal for insu rance against interest rate risk, 
protecting savings institutions against the risk of 
financial disaster in periods of tight money, can 
be accomplished in other ways. In addition to 
the alternatives of providing direct insurance 
protection or encou raging expanded use of vari
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able rate mortgages, the monetary authorities 
could even out the maturity distribution of SI 
balance sheets by raising reserve requirements 
against deposits or by requiring that SI's have a 
certain dollar amount of debentures or other 
long term liabilities outstanding for every $100 of 
mortgage assets held. 

The special merit of the proposal for deben
ture sales (or more long term advances) is that it 
meets three additional tests. First, it increases 
the flow of mortgage lending through SI's. ~ec
ond, its terms can be set to be advantageous to 
the Sl's, thus gaining their support and voluntary 
participation, probably without a Government 
subsidy. Third, it can be implemented essentially 
within the present institutional framework, with 
only minimal institutional change. None of the 
other methods of stabilizing SI finances meets all 
three tests. 

Its chief disadvantage is that-as long as it 
relies on voluntary participation-it cannot stabi
lize SI balance sheets as completely as insur

ance can. But if the requirement of voluntary 
participation is dropped, and if Sl's are required 
instead to have a certain dollar amount of de
bentures or other long term liabilities outstand
ing for every $100 of mortgage assets held, then 
substantially greater stabilization could be 
achieved. The trouble with this approach is that 
it would tend to lower the income of the Sl's, as
suming a given mortgage rate. Under present in
stitutional conditions, the longrun response to 
imposition of this requirement would probably be 
an increase in mortgage rates and/or a decline 
in the interest rates paid on deposits, which 
would reduce the supply of funds for mortgage 
lending. If the SI's are given greater freedom to 
make different kinds of loans and choose a 
wider -variety of assets, as recommended by the 
Hunt Commission, then the longrun effect of im
posing this requirement would also be to reduce 
the supply of mortgage funds because SI's 
would switch to other investments. 
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The Effects of Housing Subsidy 
Programs on Their Direct 
Beneficiaries 

By Paul T. Hill 
Director, Compensatory Education Study, 
National Institute of Education 

Introduction 
This paper has three purposes. The first is 

to argue that the Government's housing subsidy 
programs now suffer from a lack of definition of 
the impact that subsidized housing is expected 
to have on the lives of people who inhabit it 
(hereafter called "social policy effects"). The 
second purpose is to discuss an approach by 
which the work of defining and documenting the 
range of social policy effects can begin. The 
third purpose is to provide a prototype for that 
work by reporting the results of some research 
which I have recently completed. A separate 
section will be devoted to each of these pur
poses. 

The Need for Attention to the Effects of 
Subsidized Housing on its Intended 
Beneficiaries 

One major purpose of HUD's exhaustive 
reexamination of housing subsidy programs is to 
explicate the rationales for Federal Government 
intervention in the housing market. In the spirit 
of that study, this paper will explore a set of ra
tionales so fundamental that they are seldom 
discussed. I refer to social policy rationales
that is, the purposes which the programs are in
tended to serve for the households whose hous
ing consumption is subsidized. 

Examination of housing subsidy rationales 
is usually dominated by discussions of im
perfections in financing and production mech
anisms. That is certainly appropriate. If private 
mechanisms are inadequate, either in the volume 
of their aggregate output or in the distribution of 
that output among areas or demographic groups, 
the case for Government intervention is good. 
But the concern for production is based on a 
prior assumption, namely, that maintaining a 

given level of housing consumption for all citi
zens serves a vital social purpose. Unless poor 
people's housing consumption has a powerful ef
fect on the welfare of society or the families 
whose consumption is subsidized, the inade
quate production or inequitable distribution of 
housing services is just an interesting fact.1 

In truth, we do assume that low income peo
ple's housing consumption is worth subsidizing. 
But we make the assumption so readily that we 
do not consider its implications. This section will 
try briefly to explicate the potential social policy 
objectives of housing subsidies and to discuss 
the importance of being clear about which of 
them our housing subsidy programs are meant to 
serve. 

There are two logically distinct sets of pur
poses that programs to subsidize the housing 
consumption of low income families might serve. 
They are: 

1. Hedonic: Providing better housing to in
crease resident households' satisfaction or gen
eral quality of life. 

2. Antipoverty: Working through improved 
housing environments to change the future in
come prospects or behavior patterns of the resi
dent families. 

There is no logical necessity that a given 
program cannot serve both purposes; in fact, a 
program probably must serve the first purpose if 
it is to achieve the second. But the second pur
pose, antipoverty, is far more ambitious and diffi
cult to serve than the first. Programs can pro
duce hedonic effects without having any 
antipoverty consequences. 

'I think we have not examined these separate 
social policy objectives closely enough to distin
guish them in practice. In advocating, designing, 
and evaluating housing subsidy programs, we 
have badly confo'unded the hedonic and antipov
erty objectives. Subsidy programs are advocated 
as ways of increasing the residents' satisfaction, 
and as antipoverty devices. And they are evalu
ated in the same way: Programs that produce 
clearly "decent" shelter are criticized because 
they do not promote behavioral change or social 
mobility. Yet housing subsidy programs are de
signed and administered according to criteria 

t Housing subsidy programs may also be Justified as means of re
ducing the negative externalities of slums, such as the danger 
and esthetic disgust experienced by community members 
other than the slumdwellers themselves. But the experience of 
projects like Pruitt-Igoe suggests that such general community 
objectives cannot be served without first providing some posi
tive hedonic results for the residents. 
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that emphasize the technical imperatives of pro
viding physically "standard" housing within the 
imposed cost constraints; little thought is given 
to designing mechanisms that will have antipov
erty effects. A general principle for program ad
vocacy and design should be that programs are 
designed in ways that are consistent with what is 
expected of them. If we expect subsidy programs 
to effect only physical improvements, they can 
be designed to reflect only the technical impera
tives imposed by the financing and development 
systems. If we mean to stress tenant satisfaction, 
we must select those which reflect the tastes of 
resident populations. And if we expect housing 
programs to achieve antipoverty or behavioral 
objectives, we must design housing programs 
according to explicit theories of the linkages be
tween living environments and family economic 
and social behavior. 

The choice of objectives is not a trivial one, 
and cannot merely reflect a preference for dra
matic outcomes over modest ones. HUD cannot 
afford to promote programs by promising results 
that exceed their capacities. The proper defini
tion of objectives for housing subsidy programs 
requires more than political prudence. It also re
quires a clear understanding of what is feasible, 
i.e., (1) how to achieve the hedonic objective 
most efficiently, and (2) whether it is possible
and, if so, under what circumstances-to achieve 
antipoverty objectives through housing subsidy 
programs. 

At the moment, social policy objectives are 
too ill-defined, and the means of their achieve
ment is too little understood, to permit confident 
statements about what can be done. In particu
lar, research linking housing subsidy programs 
to behavioral or antipoverty outcomes for the 
residents has been sorely neglected. 

This paper cannot offer a definitive list of 
feasible ' and infeasible social policy objectives, 
but it can illustrate a first attempt at organizing a 
research program to attack the problem. The fol
lowing section reports a first attempt at defining 
the problem in researchable terms and obtaining 
evidence about the social policy effects (espe
cially the behavioral and antipoverty effects) of 
one important housing subsidy program. 

Suggestions and a Concrete Example About 
How to Approach the Explication and 
Testing of Social Policy Rationales for 
Housing Subsidy Programs 

The foregoing is not intended as an argu
ment that it is impossible to achieve behavioral 

or antipoverty objectives through housing pro
grams, but it does mean that achieving such 
objectives is now beyond the state of the art of 
theory of program design. The whole topic of so
cial policy rationales for housing subsidies 
needs further conceptual development and re
search. That work should proceed in the follow
ing stages: 

1. Specifying the ways in which housing 
change might be expected to have behavioral or 
antipoverty objectives. That would include at
tempts to describe the processes by which hous
ing change could affect family income, attitudes, 
and behavior; the circumstances in which those 
processes are most likely to occur; and the so
cial groups to which they are most likely to 
apply. 

2. Generating empirical data to test and 
elaborate the hypotheses about program effects. 
At a minimum, that would require efforts to doc
ument instances in which housing subsidy pro
grams have produced the expected behavioral or 
antipoverty effects. A more complete strategy 
would attempt to identify elements of program 
design that are crucial in producing those ef
fects. 

3. Building, from the results of (1) and (2) 
above, a body of theory and evidence about 
housing program design that would inform poli
cymakers about (a) the apparent limits of the ef
fects which any housing program can be ex
pected to accomplish, and (b) the best ways to 
design programs to achieve those effects. 

One of the purposes of this paper is to pre
pare the way for that work. Perhaps its main 
contribution will be in defining the need for re
search on social policy rationales and providing 
rhetoric to persuade HUD to pursue that re
search. But the paper will also try to present a 
prototype analysis that includes elements of 
each of the three basic tasks outlined above. 
That "prototype" will consist of a brief report on 
some original research which I conducted, with 
the assistance of Pamela B. Hussey, while I was 
employed by the Policy Research Division of the 
Office of Economic Opportunity. 

The study grew out of OEO's concern with 
identifying those forms of public intervention that 
had the greatest long term impact on the income 
prospects of poor families. After the obvious 
correctives, such as manpower training pro
grams, had had discouragingly weak and tempo

_ .... ".---------- ...---..-- ......-.- -- ... -- .... - . 
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rary results, OEO turned its attention to more in
tense manipulations of the target population's 
life experiences. Housing programs were natu
rally seen as tools to create major changes in 
families' life experiences. Hence, the question 
was asked, "Are housing programs potentially 
more effective than manpower and other specifi
cally labor market programs in helping people 
out of poverty?" And more simply, "Do housing 
programs hold any promise as fundamental anti
poverty policy?" 

These questions simply were not answerable 
from the existing research literature, nor was 
there a data base or method of inquiry that 
could furnish unambiguous evidence. So the de
cision was made to develop a simple methodol
ogy for assessing the social policy outcomes of 
housing subsidy programs and to implement it 
on a small scale by conducting a study of an ex
emplary program in a single site. 

Because the entire research area was 
poorly developed, it was prudent to maximize the 
odds of finding clear effects by concentrating on 
the subsidy program that appeared to make the 
most dramatic changes in the quality of housing 
and the conditions of occupancy for low income 
people. At the time, the most likely looking pro
gram was low income homeownership, as 
achieved through the 235 subsidy. That program 
combined a relatively heavy subsidy and a 
change in occupancy status from rental to own
ership. Thus, it appeared to be a relatively pow
erful manipulation of the resident's housing envi
ronment, and more likely than many other 
programs to produce measurable behavioral or 
antipoverty effects.2 The empirical elements of 
the research are quite modest-they involve a 
small study of participants in one program in 
one city. Some of the results are striking and de
serve attention. But the research is reported 
here less for its intrinsic value than for its utility 
as a model-admittedly a crude and preliminary 
one-for the program of research I think must 
be done. 

The remainder of this section outlines the 
set of relationships the research sought to inves
tigate and describes the data file that was devel
oped to examine the relationships. 

2 In concentrating on homeownership, I was aware that the 
research findings would confound the effects of housing quality 
change, neighborhood change and ownership. At this early 
stage in the research program, I thought it more important 
to document the existence of behavioral or antipoverty effects 
than to make fine distinctions among the effects of specific 
aspects of subsidy programs. 

TO' begin our research, we consulted the 
popular and policy advocacy literature on home
ownership and the scanty body of research that 
was available to identify a number of relation
ships that needed investigation. These were all 
"linkage" relationships, between some aspect of 
owning and living in a home that is federally 
subsidized (and thus presumably better than the 
household could afford unassisted) and some 
specific financial or behavioral indicators of the 
household's welfare. Though it was possible to 
characterize a very large number of such rela
tionships (and the research was able to shed 
some light on most of them), only the central 
ones are summarized here. They are: 

A. Relationships between aspects of home
ownership and improvements in family finances. 

1. Family finances are improved in the 
short term because total monthly housing expen
ses decrease. 

2. Family finances are improved in the 
long term because: 

(a) Some part of shelter rent goes to 
build equity. 

(b) Unlike renters, owners get the bene
fit of general increases in property values in 
their neighborhoods or areas. 

(c) Fixed monthly payments provide a 
"focus" around which good budgeting practices 
can be built. 

(d) Owning a home encourages house
holds to increase the main earner's work effort 
or to introduce additional wage earners into the 
labor force. 

B. Relationships between aspects of home
ownership and family attitudes or social behav
ior. Owning a home gives a household a "stake" 
in the community, and thus: 

1. Promotes personal pride. 

2. Increases feelings of personal efficacy. 

3. Increases participation in community 
affai rs. 

4. Provides incentives for proper treat
ment of neighborhood and public property. 

These statements of expected relationships 
are straightforward; they are easy to find in the 
policy advocacy and "success story" literature. 
The next section describes the study design by 
which we tried to investigate them, and states 
caveats about the probable validity and general
ity of the findings. 
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A Report on a Prototype Study 

The empirical parts of the research were 
conducted in one site, and relied on responses 
from participants in a single project, which facili 
tated the placement of low income families in 
Section 235 subsidized homes. The site was Se
attle, Washington, and the project was an OEO
funded 237 counseling program . which, at the 
time of our data collection (December 1971 to 
February 1972), had been operating for about 3 
years. The project had aided about 500 families 
in buying houses with Section 235 subsidies; 
project files also contained names and ad
dresses of families who had applied for 237-235 
assistance and were eligible, but who had not 
yet found homes to buy. 

The data collection consisted of a survey of 
families from the project's files of both home
owners and eligible pending applicants. (Much of 
our analysis will rely on comparisons between 
the "owner" and eligible pending "renter" 
groups.) We drew random samples from the 
owner and renter files, and conducted personal 
interviews with members of 313 owner house
holds and 168 renters. 3 ,4 

The main analysis groups-renters and own
ers-proved to be very similar on all of the 
standard demographic indicators that might af
fect patterns of response. (These indicators in

8 The ·survey was conducted by West Coast Community Surveys of 
Berkeley, Calif., which worked under contract from a minority
owned management firm, Nero Associates of Portland, Ore. 

• Several 	 properties of the study design and procedures have im
plications for the validity and generality of our analysis: 

• Limiting the study to one locale greatly restricts the range 
of situations to which the findings can be applied directly. 
Thus, the study was a "pilot," and its findings must be taken 
only as the best estimates of general phenomena that we have 
available. 

• Conducting the study in Seattle, which had a very high un
employment rate at the time (10-13 percent), may introduce a 
discouraging bias into the analysis of financial effects of own
ership. However, it must be remembered that the area un
employment rate is standard across all owner-renter com
parisons. 

• Relying on a cross-sectional, treatment-control group design 
reduces the power of causal inferences. Yet the great demo
graphic similarities between the owner and renter groups 
encourages some optimism about the utility of measures of 
the " renter" group as proxies for preownership observations 
of the " owner" group. 

• The fact that "renters" had sought homeownershlp assist
ance removes most of the self-selection problems that plague 
the analysis of many analogous studies of program effects. 

• Overall, the evidence that the study can adduce about the 
relationships enumerated above is Circumstantial. We can have 
confidence in observed differences between owners and 
renters, but we cannot unequivocally attribute those differences 
to ownership or any of its aspects. The study has great 
heuristic value, and can certainly test the plausibility of some 
important lines of argument about the effects of housing 
change. 

cluded income, family size, race, sex of head, 
main earner's occupation, and chief source of in
come. Full details are provided in the Appendix.) 
Likewise, the two groups were similar in terms of 
their patterns of location in the Seattle area, the 
types of structures they occupied (nearly all 
renters were living in single family homes or du
plexes), and the length of time they had been liv
ing in Seattle. Thus, the fact of homeownership 
appears to be the most salient characteristic on 
which the two groups are distinguished. 5 

The Results 
The study collected a wide variety of finan

cial, social, and attitudinal data on all respond
ents; a full report of the results would greatly 
exceed the length limitations of this paper. So 
this report will concentrate on only four of the 
relationships identified above. They are: 

1. Family finances are improved in the short 
run because total monthly housing expenses de
crease. 

2. Family finances are improved in the long 
run because part of shelter rent goes to build 
equity. 

3. Homeownership leads families to stabilize 
their budgets and to make more carefully 
planned "rational" spending decisions. 

4. Homeownership encourages households 
to increase the main earner's work effort or to 
introduce additional workers into the labor force. 

Before we can examine each of the relation
ships in detail, it is necessary to assess the de
gree to which the particular program we studied 
really achieved the major changes in the owner 
families' houc;ing environment, which are sup
posed to underly the relationships. 

Our data indicate that owners did experi
ence a considerable change in the type and 
quality of housing they consumed. Although a 
surprisingly large proportion (75 percent) of rent
ers lived in single-family homes, the switch to 

• An 	 unexpected feature of our survey was that it provided fairly 
rich data on a set of families who had purchased homes 
but were no longer living In them. Nearly all of those families 
had been evicted through foreclosure or had quit claim to 
avoid foreclosure. These families were interviewed with 
instruments specially designed to track the history of their 
experience with the homes that led to foreclosure. 

Though the foreclosure sample is too small to permit statistical 
analysis, it can occasionally shed light on our interpretation 
of patterns of response In the main analysis. In the following 
report, references to "foreclosures" are drawn from the 
speCial information provided by these people. 
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ownership apparently meant a change from mul
tifamily dwellings for about a quarter of the own
ers. (That effect was stronger among the lowest 
income owners, fully a third of whom moved 
from apartments when they purchased their 
houses.) 

On the average, both owners and renters 
lived in spacious quarters; the change to owner
ship did not affect the average household's 
rooms:person ratio, although owners' houses 
probably had larger rooms. Ownership did have 
a slight effect on the household's choice of 
neighborhoods. Owner families were more likely 
to live outside Seattle's central area (the only 
area in Seattle that could be called a ghetto) 
and more likely to live in the suburbs. 

We asked owners to rate several features of 
their current homes in comparison to their prior 
(rented) homes. On every comparison, owners 
were more likely to say that the new home was 
better than that it was worse. But many of the 
comparisons were clearly close calls, and every 
comparison had a large number of owners rating 
their owned homes lower than thheir previous 
rented ones. (See Table 1 for details.) 

Table 1. Owners' Comparative Ratings of 
Features of Present Home and 
Previous Rented Home 

% Saying Present Home's Feature is 
Feature 	 Better Worse 

InterIor, general 50% 26% 
Windows and doors 44 33 
Roof 	 45 21 
Kitchen 	 73 19 
Heating 	 55 29 
Space 	 66 13 

Overall, it is safe to conclude that owner
ship did bring a real increase in the quality of 
the living environment. The data in Table 1 and 
others to follow indicate that the absolute quality 
of the owned houses was not very high. But the 
program generally did cause the increase in 
housing consumption that our analysis must pre
sume. 

Now to investigate the relationships identi
fied above. 

Relationship #1: "Family Finances are Im
proved in the Short Run -Because Total Monthly 
Housing Expenses Decrease": On close logical 
examination, that statement is not very plausible; 
it also fails to hold empirically. It is implausible 
because of the nature of the program. Low in
come families who select themselves into the 

program are eager to increase their housing 
consumption; they naturally buy as much hous
ing as local prices and the program structure 
permit. And our data show that despite a sizable 
Federal subsidy ($67 per month on the average), 
owner families still make higher monthly pay
ments than renters. (A median of $107 compared 
to $100 for renters.) 6 

There is reason to assume that owners' 
monthly shelter rent is actually far more than $7 
in excess of renters' payments. That proposition 
is based on important differences in the meaning 
of monthly shelter payments for owners and 
renters. Our data reveal (and other similar stud
ies confirm) that a great portion of low income 
renters regularly skip one or two payments every 
year. The practice is almost inevitable because 
of the narrow financial margins on which low in
come people like our respondents live. The prac
tice is so common that landlords who rent to 
such groups expect it. As Grigsby (1971) sug
gests, most such landlords would rather have a 
tenant who is a little in arrears than have a va
cant unit. We can speculate with some confi
dence that such landlords take account of their 
tenants' erratic payment practices by inflating 
the monthly rental charge. The landlord probably 
expects to receive something less than 12 times 
the monthly rent for his unit every year, and the 
true yearly rental cost to the tenant is something 
less than the yearly contract rent. 

This presents a problem in comparing rent
ers' and owners' monthly housing outlay. Be
cause mortgagees cannot fudge their monthly 
rates to anticipate periodic nonpayment, owners 
are held literally to the contract price for princi
pal and interest. (We shall see later that our 
owners are frequently in hot water with their 
mortgagees because they skip payments, as the 
renters do, but that is not directly relevant to 
this analysis.) 

Applying this reasoning to some of our ear
lier findings, we can speculate that our owners' 
apparent average rent is probably considerably 
more than the reported $7 in excess of renters. 

Overall, our evidence indicates that owners' 
family budgets are more strained by monthly 
shelter rent payments than are renters'. 

In investigating relationship #1, we also in
quired about incidental housing expenses, for 

• Surprisingly. 	 very few of our owner families had moved out of 
public or other subsidized housing when they got on 235; and 
even fewer of the renter groups were living in subsidized 
housing . So it is safe to say that t\le change to homeowner
ship represented a change from the private to the subsidized 
market for almost everyone. 

• 
._-- -- ... - 
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maintenance, improvements, and furnishings. We 
found, not surprisingly, that owners are more 
likely than renters to make major house-related 
purchases. Fully half of the owners, Ibut less 
than a third of the renters, had made major pur
chases of both furniture and appliances since 
their latest move. 7 'For both groups, the median 
cost of such purchases was nearly $700. 

Owners are also liable for all maintenance 
on their houses. Though only a trace of the rent
ers reported maintenance expenses since mov
ing to their current homes, nearly all owners did. 
About 1/5 of the owners (and a similar proportion 
of renters) reported making only purely elective 
cosmetic improvements. These improvements 
were inexpensive, costing a median $22. But 23 
percent of owners experienced "major" 8 main
tenance problems, and those who repaired them 
paid a median $500; 51 percent of the owners 
had "moderate" problems, which cost a median 
$110 to repair. (Surprisingly few owners reported 
doing the repairs themselves. Most used profes
sionals for everything). 

The data from our survey make a strong 
case against Relationship # 1. Low income own
ers apparently do not get relief from high hous
ing expenditures. To the contrary, homeowner
ship forces a readjustment of family budgets 
toward greater emphasis on housing expendi
tures. 

Relationship #2: Family Finances Are Im
proved in the Long Term Because Part of Shelter 
Rent Goes to Build Equity: This relationship can 
hold only if I(a) the homes retain the value at 
which they were priced when the owners took 
possession, '(b) the owners make their payments 
regularly. 

,The best evidence about (a) above-the re
sale value of the homes-is not available. Almost 
none of our owners has sold their houses ex
cept through foreclosure-a process which does 
not provide useful price information. 

Hut the long term prospects for the owners' 
homes retaining their value are not good, if one 
believes our data on maintenance problems. The 
cost of "major" repairs was so high (a median 
$500) that many owners simply could not make 

7 Renters were asked to report on purchases made since they last 
moved. and comparisons were made between owners and 
renters whose most recent moves were equally distant in time. 
Thus, these results are not artifacts of the owners, more 
recent moves to new homes. 

S Respondents described the problems and we coded them. By 
our definition, "major" problems affected the safety or basic 
shelter value of the house. "Moderate" problems affected 
the house's appeara~ce or its occupants' comfort, but . were 
not fundamental structural defects. 
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them. Of those who experienced major problems, 
only 39 percent were able to do anything about 
them. The rest had to make do with whatever 
structural defects their houses had. The implica
tions of this are clear. Owners who cannot afford 
to repair major defects must sit by as their 
houses 'become worse, and presumably less val
uable. 

The picture for "moderate" pro'blems is 
brighter: 'Nearly 2h of the owners experiencing 
such problems were able to repair them. 

Overall, one-third of our owners' sample had 
major (14 percent) or intermediate (19 percent) 
maintenance problems and could not afford to 
repair them. And this analysis does not include 
our "foreclosees," most of whom -lost their 
homes in part because they could not meet their 
houses' maintenance demands. The foreclosees' 
experience leads to a discouraging prognosis for 
the owners who have had to skip maintenance. 

The other requisite for equity accumUlation 
is steady performance in meeting mortgage pay
ments. In the early years of amortizing a mort
gage, the amount of debt retired is not much 
more than Yl2 of the total principal and interest 
payments due. 'Failure to make all payments can 
negate-and possibly even reverse-the process 
of building equity. 

On the basis of our evidence, the owners 
are not doing especially well. About 16 percent 
of the owners (as compared to 14 percent of the 
renters) had failed to meet their last monthly 
payment. A total of 34 percent of owners (and 31 
percent of renters) had skipped a payment in the 
last year. Thus, a substantial proportion-nearly 
two-thirds-of the owners are making steady 
progress toward retiring their mortgage debt. 
The other third, however, are 'barely keeping up 
with their interest charges. 

These aggregate results obscure the infor
mation that is needed to make policy conclu
sions. It is essential that we describe the kinds 
of circumstances that promote payment-skipping 
and determine whether identifiable groups are 
especially prone to delinquency. That will be at
tempted in a later section. For the present, we 
can only conclude that these data cast doubt on 
the general validity of the argument that low in
come homeowners benefit from accumulating eq
uity in their homes. That is not a universal phe
nomenon because (1) many owners simply 
cannot meet the maintenance demands of their 
houses, and (2) many owners skip mortgage pay
ments regularly. Our foreclosure sample included 
many people whose homes were worth far less 
than the owners owed when they moved out. 
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That may also be the case with many families 
who were still in their homes when we inter
viewed them. Yet we must remember that fully 
two-thirds of the owners had not skipped pay
ments, and most of those had kept abreast of 
their repairs. Thus, homeownership might prove 
to be a financial advantage to many families. 

Relationship #3: Homeownership Leads 
Families to Stabilize Their Budgets and Make 
More Carefully Planned "Rational" Spending 
Decisions: Defining this as a crucial relationship 
requires the assumption that the low income 
families had poor budgeting practices in the first 
place. That may not be literally true: Many such 
families have such meager incomes that they 
must run deficits even to obtain the necessities 
of life. 

Yet, our evidence clearly shows that owner
ship is not associated with a decrease in fami
lies' consumer debt or a reduction in their gen
eral payment delinquency. 

Proportionately more owners than renters 
(49 percent versus 43 percent respectively) re
ported increased debt for things other than the 
home mortgage since their most recent residen
tial move. (The comparison between renters and 
owners may be regarded as surprisingly close, 
considering the owners' considerably greater 
outlay on home furnishings and repair). 

Delinquency on payments other than rent or 
mortgage is a serious problem for all the low in
come people we interviewed. But it is again the 
owners who are most likely to be in arrears on 
some monthly payments. Over half (54 percent) 
of the owners and a large proportion (44 per
cent) of renters were currently behind on sched
uled payments. These figures look really serious 
when we look at the joint incidence of mortgage 
and other payment delinquency. Of the owners 
who were currently behind on house payments, 
93 percent were also behind on other payments. 
Only 44 percent of owners who were current on 
house payments were behind on other payments. 
(The same relationships hold, but at lower levels 
of incidence, for renters). 

Our "foreclosees" sample and some earlier 
work on mortgage delinquency by Smith (1969) 
underline the importance of payment delin
quency, especially when it applies to nonmort
gage as well as mortgage debt, as a clear fore
runner of foreclosure or abandonment-two 
outcomes that deprive the family of its subsidy, 
its equity, and for practical purposes, its credit 
rating. 

The analysis of payment delinquency leaves 
a disappointing impression of the effects of 

homeownership. But the fact remains that many 
members of our sample were not payment delin
quent at all. They appear to have a reasonable 
chance to succeed as homeowners. 

Relationship #4: Homeownership Encour
ages Households to Increase the Main Earner's 
Work Effort or to Introduce Additional Workers 
into the Labor Force: The analysis of this relation
ship proved to be immensely complicated. Both 
the owner and renter samples were composed of 
mixtures of blacks and whites, intact families 
with male main earners, female-headed families, 
etc. Meaningful patterns were apparent only 
when we broke out subgroups according to race 
and/or sex of family head. 

In summary, the findings were these: 

• Black owners, both males and females, 
were more likely than black renters to have ex
perienced an increase in income within 6 months 
of their moving to their current home. That rela
tionship does not hold for whites. 

• Few of our respondents, owners or rent
ers, reported changing jobs since moving to 
their current homes. Wage increases were fairly 
common, however. Female main earners in 
owner families and both male and female main 
earners in renter families reported a high pro
portion (about 62 percent) of wage increases 
since moving. Male owners lagged behind, with 
only 44 percent of them reporting a post-move 
wage increase. 

• Main earners in owner families were 
more likely than renters to be working at extra 
jobs. Of those main earners who worked at all, 
54 percent of owners and 49 percent of renters 
had a second job. The difference among blacks 
was especially strong, with 55 percent of owners 
and 45 percent of renters working extra jobs. 
(The effect of main earners' second jobs on total 
family income is considerable, especially for 
blacks. In our sample, all the black families 
(owners and renters) with incomes in excess of 
$8,000-but only 35 percent of families earning 
less than $5,000-had main earners employed at 
more than one job. The relationship is less pro
nounced for whites: 57 percent in the over 
$8,000 class and 29 percent under $5,000. Thus, 
black owners' greater tendency to hold extra 
jobs has important implications for family in
come.) 

• Owner families definitely do not field 
more secondary wage earners than do renters. 
Renter families are almost twice as likely as 
owners (31 percent to 17 percent) to have more 
than one member employed. 

f_a~.···.oI!.!!U'_.,,__,,_~ ~ .. .. .."'___ 

1503 



• The cumulative effect of all these facts is 
not dramatic. Only one set of owner households 
-those headed by black females-reported 
more increases in family income than did com
parable renters. These families were the poorest 
in our sample, and the most dependent on public 
assistance. Among the categories of families that 
relied most on earned income, owner families 
were no more (and sometimes far less) likely 
than renters to have increased income after their 
Latest residential move. 

Despite the mixed nature of the results, re
lationship #4 clearly holds for at least a subset 
of owner families, and homeownership is clearly 
not a negative influence. Owning a home and re
ceiving a government subsidy for it clearly does 
not work against these families' participation in 
the labor market. 

Throughout this discussion of the empirical 
findings, it was necessary to modify many state
ments with the caveat that general trends hide 
important variability among subgroups of low in
come homeowners. The following section will try 
to enrich the findings by searching for sources 
of variability among the owners in terms of two 
variables that are apparently important indicators 
of the success of homeownership in improving 
family economic welfare, viz. payment delin
quency and increase in family debt.9 

Payment Delinquency 

In this analysis, we tried to identify charac
teristics of families or of their housing that ex
plain the incidence of payment delinquency. The 
first set of variables we investigated were family 
demographic and income characteristics. We dis
covered that few of those variables were related 
to payment delinquency. There was no signifi
cant relationship between payment delinquency 
and the race or the sex of the family head. There 
was a weak but nearly significant relationship 
between payment delinquency and welfare de
pendency, and a significant negative relationship 
between delinquency and total family income. 

Most of the significant determinants of pay
ment delinquency have to do with the cost of the 
house. The relationship between total monthly 
mortgage payment and delinquency is quite 

• The following analysis applies to owners only, and is based on 
sets of zero·order and partial rank-order coefficients, which 
were computed after ordinal scale scores were assigned to 
the survey responses. Because of the large number of ties In 
the rank orderings, the coefficients are seldom very im
pressive. But they do permit us to distinguish statistically sig
nificant relationships from InSignificant ones, and to compare 
the strength of different relationships. 

strong (for our data, that is: r = .241), as is the 
relationship between delinquency and the own
er's rating of the structural quality of the house 
(r = -.174). 

The true importance of monthly housing cost 
and structural quality can best be seen in light 
of the fact that welfare families paid more for 
their houses on the average than did other fami
lies, and generally got lower quality houses. Fur
thermore, higher income families paid less for 
their housing on the average, and got better 
quality. In fact, if we isolate the effects of 
monthly housing costs and house quality, the re
lationships between payment delinquency, on 
one hand, and low income or welfare depend
ency on the other, fall far below the level of sta
tistical significance. (Table 2 presents the rele
vant coefficients.) 

These findings are surprising; they suggest 
that there was something perverse about the way 
in which families were matched with houses. The 
least financially secure families-either through 
their naivete or because of faulty counseling
get the worst deals on their houses. Conversely, 
the best-off families-the ones with highest in
comes, greatest recent increase in income, and 
greatest expectations for future income increases 
-got the best houses for the least money. 
This evidence forces the conclusion that success 
or failure in 235 homeownership is strongly re
lated to the family's resources and its savvy in 
recognizing a sound house and being able to 
bargain for a fair price. Those lower income fam
ilies who get equally cheap and equally sound 
houses as the "better off" families do just as 
well in avoiding payment delinquency. 

Thus, the onus of much of the unfavorable 
data about payment delinquency is on the design 
and operation of the program itself. Homeowner
ship is apparently not wholly inappropriate to the 
financial needs of low income people. 

Debt Increase 

The picture for debt increase is generally 
the same as for payment delinquency. Demo
graphic variables generally do not explain own
ers' increase in debt since moving. With the ex
ception of female-headed households, which 
have a weak but statistically significant relation
ship with debt increase, all the other significant 
correlates are aspects of housing cost or quality. 

The previous section established that the 
lowest income families generally purchased more 
expensive and lower quality houses. Families 
headed by females are among the lowest income 
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Table 2. Relationships Crucial to Explaining 
Payment Delinquency 

Rank
order 
corre

Variables lation" 
Payment delinquency, welfare dependency .100 
Payment delinquency, family Income - .076 
Payment delinquency, monthly cost .116 
Payment delinquency, house quality -.174 
Welfare dependency, monthly cost .141 
Welfare dependency, house quality -.214 
Family Income, monthly cost - .121 
Family Income, house quality .156 
Payment delinquency, family Income .049 

(partialing monthly cost) 
Payment delinquency, welfare dependency .065 

(partlaling house quality) 
Recent Income increase, monthly cost - .155 
Expectation of future income, monthly cost -.107 
Expectation of future Income, house quality .086 

group, and they definitely suffer from the low 
quality of the homes they own. Partialing out the 
effect of house quality reduces the correlation 
between female-headed households and debt in
creases below the conventional level of statisti
cal significance. (However, the correlation is 
high enough to leave us with the suspicion that 
debt increase is a special problem for this 
group.) 

Table 3. Relationships Crucial to Explaining 
Debt Increase 

Rank
order 
corre

Variables lation 
Debt-Increase, female headed ness .096 
Debt-Increase, monthly housing cost .100 
Debt-Increase, house quality -.091 
Debt-Increase, cost of repairs and purchases 

for house .237 
Debt-Increase, house structural problems .152 
Debt-Increase, female headed ness, partialing 

house quality .084 

But the chief effect of this analysis is to un
derline the importance of housing cost and 
house quality on determining families' success 
as homeowners. If the majority of the families 
our study observed were successful as home
owners, it is in part because they got sound 
houses for reasonable prices. That applies even 
to those lowest income and female-headed fami
lies who were fortunate enough to make solid 
purchases. 

Final Observations on the Seattle Results 

The preceding analysis shows (1) that the 
homeownership program we studied does not 
appear to have universal antipoverty conse
quences for participant households, (2) that 
homeownership can lead to some important neg
ative economic consequences for low income 
families, and (3) that the quality and cost of 
owned homes is far more important in explaining 
the incidence of owners' financial problems than 
are the families' demographic characteristics. 
The third finding somewhat softens the discour
aging tone of most of the findings about equity 
accumulation, payment delinquency, etc. But the 
truth is that none of the variables whose effects 
we were able to test appeared to explain much 
of the variance in payment delinquency or debt 
increa·se.1o That means that all of our homeown
ers, even those in good and reasonably priced 
houses, were quite likely to experience financial 
problems. 

Despite its limitations, our study does pro
vide some evidence about both the prospects for 
achieving antipoverty goals through homeowner
ship, and about some characteristics that such a 
program must have if it is to succeed. 

Our data showed that many-perhaps two
thirds of the owner households-were apparently 
meeting house payments and building equity 
without increasing their nonmortgage debt. Thus, 
the study did show that homeownership subsidy 
programs can have antipoverty consequences. 

But the study also showed how financially 
devastating a bad home purchase can be. Most 
of the families served by the program have rela
tively weak and inflexible sources of income. 
They cannot tolerate sudden shifts in emphasis 
or the addition of major new expenses. They can 
usually handle moderate and predictable in
creases in their housing expenditures, but a 
sound and properly priced home is indispensa
ble. "Handyman's delights"-houses priced high 
because of location, size, yard, etc.-can be 
fatal. Our sample contained many low income 
people who found suitable houses to buy, but it 
also showed how badly poor people can get 
taken in the housing market. 

There is no reason to think that the home
ownership counseling project whose clients we 
studied was a bad one. To the contrary, the proj
ect was exemplary in terms of staff competence, 
operating efficiency, and most other standards 

10 Our dala were not amenable to sophisticated statistical analysis. 
Thus we cannot make any exact statements about the variance 
explained by any variable or set of variables. 
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that an evaluation would apply. The real problem 
is that the counselors were operating in an area 
where the margins for error are terribly small. 
The 235 subsidy is just large enough to permit a 
poor household that gets a very good buy to 
succeed. Anything less than a very good buy is 
clearly dangerous. 

Thus, counseling must be carefully oriented 
to the difficult business of identifying very good 
buys and matching families to them. That means 
that counseling should be a low volume, labor
intense activity. A counselor must be at least as 
ready to discourage families from buying homes 
as to encourage them. Some kind of homeowner
ship subsidy program could do well without 
counseling, but that program would have either 
(a) to exclude the lowest income groups 
served by 235 (particularly female-headed and 
welfare dependent families), or (b) to provide a 
far richer subsidy, to insure that families can 
meet mortgage and maintenance costs without 
severe distortion of their budgets. 

The designers of new homeownership pro
grams should be clear about the range of their 
possible impacts. At worst, they could have the 
severe negative effects on family finances which 
some of the families in our study suffered. At 
best, they can help families to engage in a 
forced savings program through repayment of 
their mortgage loans, and give them a stake in 
the capital gains game. But homeownership is 
unlikely to cause a quick change in families' 
basic earnings or spending patterns; its most 
likely direct effect is only to increase the propor
tion of family income spent on housing. If those 
limited objectives are sufficient rationale for a 
homeownership subsidy program, it should be 
designed accordingly. 

This analysis rests on a report of a small 
part of a small study. There is more to be 
learned even from the data base we collected in 
Seattle, and vastly more from conducting a pro
gram of research on the social policy impacts of 
housing programs. 

Conclusion 

hope the relatively voluminous attention 
given to the foregoing research report has not 
confused the reader about the chief purpose of 
this paper. It is intended to argue for a serious 
program of research about the ways of achieving 
social policy objectives through housing subsidy 
programs. The research report is intended only 
as an example of the kind of research I am ad
vocating. It may also serve as a model for such 

research, although I think the best model would 
be a simple outline of the steps by which a strat
egy of research on social policy outcomes can 
be built. Those steps are: 

1. Specifying the social policy outcomes of 
interest. Earlier in this paper I simplified the dis
cussion of social policy outcomes by lumping 
them into two categories, hedonic and antipov
erty. It would be more realistic to develop finer 
categories that distinguished among different as
pects of hedonic satisfaction (e.g., living space, 
neighborhood environment, house appearance, 
location, etc.) and between improving family in
come prospects and changing specific aspects 
of social attitudes and behavior (e.g., promoting 
a sense of political efficacy, improving children's 
school performance, etc.). Clearly, social policy 
objectives must be defined before it is possible 
to research whether and how they can be 
achieved. 

2. Specifying the processes by which cur
rent or contemplated policy interventions (hous
ing subsidy programs with some definable char
acteristics) are expected to achieve the desired 
outcome(s). As the foregOing research report il
lustrates, these processes can be drawn from 
sources such as social science theory, the state
ments of policy advocates, and common sense. 
But whatever their source, they must be defined 
clearly so that researchers can establish criteria 
for collecting and analyzing empirical data that 
reflect on their (the processes') validity. 

3. Identifying real world examples of the 
subsidy programs of interest, and designing pro
cedures to collect and analyze data to test 
whether the processes do occur. Ideally, this 
step would be achieved through mounting exper
imental programs whose characteristics could be 
tailored to research needs (including close con
trol over program characteristics and longitudi
nal measurement of effects on participating 
households.) More realistically, this step will be 
achieved through identifying program activities 
which exemplify subsidy types and designing re
search analogous to the Seattle homeownership 
study reported above. 

4. Arranging cooperation with local groups 
administering the housing subsidy programs of 
interest, and conducting (through contractors or 
by HUD staff) field data collection operations. Al
though the research I am advocating is not 
strictly program evaluation (since it focuses on 
the effects of general program characteristics, 

I 
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rather than on the administrative performance of 
program operators) involves the self-interest of 
program operators too closely to justify having 
them design or supervise the data collection. 
Likewise, the evidence required by the research 
must not be merely anecdotal: Proper analysis 
requires data from carefully structured survey in
terviews with large numbers of program partici
pants. 

5. Analyzing data from specific research 
projects and comparing results of similar studies 
in order to assess the generality of conclusions. 
This is the step by which HUD can develop a 
body of theory and practical knowledge about 
the social policy outcomes of housing programs. 
It is also where research findings are converted 
into policy-relevant information. At this step, the 
participation of HUD staff-people who are pro
fessionally trained to conduct such analysis and 
free enough of administrative responsibility to 
spend the required time-is essential. Only such 
a research staff can develop an "institutional 
memory" for HUD. Though contractors can exe
cute particular studies competently, only internal 
staff can create a bfoader research strategy and 
integrate the findings from discrete pieces of re
search in ways that policymakers will find mean
ingfuI. 

Appendix: Characteristics of Owner 
and Renter Groups 
Comparison Groups for Analysis 

Table 1. Numbers 

White Black Total 
Owners 138 175 313 
Renters 69 99 168 

Table 2. Income (Mean) 

White Black 
Owners $6 ,050 $5,540 
Renters 5,104 4,780 

Tabl~ 3. Household Size 

Owners median 4.6 
Renters median 4.2 

Table 4. Percent Female Headed 

White Black 
Owners 41.5% 63.2% 
Renters 47.6 50.5 

Table 5. Median Age of Head 

Owners = 35 
Renters = 32 

Table 6. Employment (Heads) 

A. By standard 	measures of unemployment 
White Black 

Owners 10.0% 12.5% 
Renters 9.5 15.4 

B. Total not employed 
White Black 

Owners 35.8% 37.0% 
Renters 42.9 44.3 

Table 7. Location in City 

Prior to move owners were in: 

Central area' 42% 
CC" 41 
Suburbs 17 

After move owners are in: 

Central area 30% 
CC 43 
Suburbs 27 

Contrasted with renters, who are in: 

Central area 42% 
CC 37 
Suburbs 21 

• Central area-ghetto 
•• CC = Seattle city 
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Consumer Preferences in 
Housing 

By Arthur D. Little, Inc., Washington Office 
C. H. Broley, Michael D. Tate, and 

Lauren J. Walters 


Introduction 
Information on consumer preferences for 

housing in the United States is generally un
structured, informal, diffuse, and of uneven qual
ity. The most precise consumer preference infor
mation is in the intuitions and perceptions of 
those who are intimately involved with the hous
ing market-developers, builders, lending agen
cies, architects, and planners. The lack of regu
lar and systematic information available about 
consumer housing choices makes it difficult to 
project national trends or to analyze the degree 
to which preferences are satisfied. 

We have attempted in this brief study to use 
both hard statistical data and informed expert 
opinion to identify consumer preference changes 
in housing. Possible benefits for government 
agencies, private industry, and consumers from 
more complete information on consumer prefer
ences are identified. 

The current state of the art includes statisti
cal data and projections from the Bureau of the 
Census, the Bureau of Labor Statistics, and the 
U.S. Forest Service, as well as the experience 
and sensitivity found in the intuitive judgments 
expressed by Federal offiCials, consumers, prac
ticing architects, behavioral scientists, econo
mists, builders, developers, and other housing 
professionals serving particular segments of the 
market or particular geographic areas of the 
country. All have valid views, formed and tested 
over time. Obviously, we have found some more 
compelling than others, but each offered its own 
measure of insight. Collectively, those views rep
resent the best market research data on con
sumer preferences in the country. 

An important question in defining and re
searching issues of consumer preference in 
housing is one of scope-of the proper frame of 
reference information about the individual house 
and the surrounding environment and neighbor

hood or statistically based national trends such 
as the rate of household formations. Each level 
is important to different groups for different rea
sons. Thus we have included information in each 
area, and analyzed the potential usefulness of 
fuller and more accurate information to each. 

A second critical question is the definition 
of "preference." The economist's definition of 
preference, expressed in buying decisions, 
clearly is the basis of statistically derived infor
mation. We used looser definitions in querying 
both consumers and housing professionals about 
preferences inadequately satisfied. This provided 
a more realistic understanding of consumer pref
erences and economic choices. 

Two dangers existed: First, querying prefer
ences without consideration of realistic financial 
constraints could have resulted in fantasy re
sponses. In fact, direct consumer responses 
seemed to be realistic and to assume such con
straints. Second, asking builders which consum
ers prefer risks, confusing the degree to which 
builders follOW taste or act as taste makers. Ulti
mately, the conservatism of the consumer and 
the builder's desire to sell his product profitably 
combine to produce relatively modest changes 
and easily reached equilibrium. 

Consumer preferences are generally treated 
as observed consumer decisions on structure, 
lot, amenities, etc. Predictive housing preference 
studies, conforming to rigorous market research 
guidelines, are infrequently done and prohibi
tively expensive and do not generally yield 
"pragmatic" information needed by government 
or private industry for policy or construction de
cisions. ADL reviewed both types of information 
and concluded observable consumer behavior to 
be the most appropriate working definition for 
policy purposes. 

Builders: Key Factors 

Developers, housing producers, and local 
builders largely determine the character of hous
ing supplied to distinct market segments. Census 
data is employed by large housing companies to 
ascertain the general parameters of the market 
to which new activity is directed. Decisions are 
made on a local rather than a national basis to 
respond to the characteristics of the local mar
ket. 

Virtually every housing or apartment devel
opment offers a variety of options in terms of 
space, style, and amenities. The tradeoffs made 
by consumers and salesmen are recorded by 
producers. These profiles of choice form the 

,~- ' 
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basis for product refinement and design. The 
small builder "eyeballs" the market, "knows" 
what sells and what does not, and builds accord
ingly. Such intuition on the part of the architects 
and builders, based on their own experience and 
some careful shopping of the competition, forms 
the basis for most marketing decisions. Interest 
rates, land costs, the supply of labor and mate
rials, and the availability of sewer hookups all in
fluence the builder. The preferences of consum
ers also influence the builder, but here his gage 
is likely to be as much what his competition pro
vides as what the consumer prefers. 

Consumers: Key Factors 

What influences the consumer? What factors 
determine what, when, where, and why he buys? 

Although, conceivably, a great many factors 
could be listed as comprising consumer prefer
ences in housing, a relatively small number of 
descriptors is usually adequate to convey suffi
cient information to enable consumers to elimi
nate from consideration approximately 95 per
cent of listed units in a metropolitan area. For 
example, most real estate ads offer no more than 
20-30 words of description including: 

1. For sale or rental 
2. Municipality (neighborhood) 
3. Price 
4. Space (number of bedrooms) 
5. Condition 
6. Special amenities or features 

From these data a consumer can make the 
major judgments as to whether his key prefer
ences will be satisfied. For the '5 percent which 
now make up the possible choice, a visit to the 
house is usually the next step. 

A visit to the unit serves two purposes. First 
it verifies the key preference factors purported 
by the ad. Secondly, the consumer presumably 
proceeds to make judgments about the details of 
the neighborhood, the site, and the unit. All con
tribute to an overall judgment regarding the 
value of the unit in relation to price and carrying 
costs, and to the status or lifestyle image con
veyed by the unit. In many of these areas of 
judgment made upon seeing the unit, prefer
ences may only be significant if something is ei
ther drastically wrong or exceptionally positive. 
The importance to the individual consumer of 
various attributes is believed by builders and 
realtors to vary particularly in relation to age, 
family cycle, income, race/ethnicity, and type of 
housing presently occupied. 

Long lists of detailed environmental charac
teristics are subordinate in importance to the 
above half-dozen key preference indicators 
which are usually addressed by typical real es
tate ads. It is in the manipulation of these rela
tively few variables (particularly costs) where the 
greatest ability to influence consumer behavior 
and increase consumer satisfaction can be 
found. 

Publicly Influenced Preferences 

It is particularly important to note which 
consumer preferences are not strictly or directly 
served by the commerical marketplace but rather 
by public policy and governmental action. These 
factors are primary influences on consumer be
havior. 

Services: Community environmental and so
cial services (including schools, police and fire 
protection, street cleaning, public transit, pollu
tion control, public open space, clinics, social 
service centers, etc.) should, in theory, be 
equally available to all citizens-rich and poor, 
urban and suburban alike. Yet clearly great dis
parities exist, not only between cities within the 
same State or metropolitan area, but also within 
the same municipality. Evidence of the generally 
inadequate levels of public services (even in af
fluent areas) may be seen in the proliferation of 
paid private police guards, private schools, pri
vate trash collectors, etc. Such private augmen
tation of authorized, but often inadequate, public 
services is generally available only to the Na
tion's wealthy. Revenue sharing may impact the 
distribution of such services to a more equitable 
pattern; changed tax policies that depended less 
on property taxes to finance services would also 
facilitate a more equitable distribution of public 
services. 

Tenure: Another consumer preference heav
ily impacted by public policy is the choice to 
rent or own. One of the factors that affects this 
choice is Federal tax policy, particularly the IRS 
regulation that allows interest payments on mort
gages to be deducted from a taxpayer's income. 
Even though a tenant's rent may be used to pay 
the landlord's mortgage interest, only the land
lord can deduct such payments; the tenant can
not. The amount of such deductions totals about 
$7 billion annually in forgone Federal revenues, 
an indirect homeowners' subsidy. The alternative 
of collecting those revenues, an indirect home
owners' subsidy. The alternative of collecting 
those revenues and redistributing them in other, 
and perhaps more progressive and efficacious, 
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housing programs is not within the mandate of 
housing policymakers at HUD, but would require 
legislative action. These potential revenues could 
be collected with the stipulation that they con
tinue to be used for the upgrading of the Na
tion's housing stock (the current justification for 
granting the tax concession). Alternative housing 
subsidy programs could reduce major sources of 
current consumer dissatisfaction by lowering 
effective prices through such mechanisms as an 
expanded "housing allowance-type" program. 
This would allow consumers in substandard units 
additional disposable income that could be ap
plied to repairs or other environmental priorities. 

Participation and Control: Although govern
ment tax policy favors the owner, by no means 
does this fully account for the Nation's strong 
preference to own rather than rent. Beyond the 
fact that real estate is generally an excellent in
vestment in the United States and an important 
hedge against inflation, ownership for many is an 
important personal expression of control over, 
and active participation in, shaping one's imme
diate living environment. Such participation 
ranges from "owner-building," (whereby the 
household performs as its own general contrac
tor in the actual construction of the dwelling), 
which accounts for nearly 20 percent of all sin
gle family housing starts in the United States an
nually, to tenant management and control pro
grams for public housing. Expressions of the 
consumer preference to control and participate 
directly in the dwelling environment are evi
denced by the powerful trend toward self-help 
rehab and home improvement. This segment of 
the market more than doubled in the last 4 
years, and now over half of major home im
provements (additional rooms, kitchen/bath mod
ernizations, finishing attics and basements, 
porches, carports, patios, etc.) are undertaken 
by homeowners who intend to do the major por
tion of the work themselves. 

When the consumer preference to partici
pate and control is thwarted or frustrated, hous
ing deficiencies become particularly aggravating. 
An innovative self-help rehab program in 
Rochester, N.Y. (Better Rochester Living), 
showed, for example, that a household's toler
ance for some deficiency or inconvenience was 
far greater if the household owned the property 
(and was in control of the needed repair) than it 
would have been under rental conditions with 
the landlord in control of the repair. 

Dissatisfaction with public housing both by 
low income tenants and housing professionals 
also touches on this point. Observers have spo

ken of a "vending machine" mentality when one 
feels out of control, leading to an urge to kick 
the machine, if, after inserting the coins, nothing 
comes out. Because management and mainte
nance budgets have been notoriously low in pub
lic housing projects, and hence service poor, it 
has been hypothesized that if tenants can con
trol and participate in the disposition of their 
rents and in maintenance and management of 
public housing, they will be less likely to abuse 
the property. The phenomenon of tenant organi
zation, rent strikes, and other forms of tenant 
participation and control are not confined only to 
low-cost units, but are in evidence in middle and 
upper income rentals. 

Final Introductory Note 

The state of information about consumer 
choices in housing is imperfect-viewed from 
the supplier's perspective or from the consum
er's. Moreover, some of the key variables of 
choice, such as the provision of public services, 
are only distantly related to the individual pro
duction or consumption decisons in housing. A 
long-standing tenet of housing policy has been 
the encouragement of homeownership, implying 
control over one's immediate environment. Yet 
homeownership and its accompanying advan
tages have skewed the degree to which the 
housing market responds to- consumer prefer
ences. The affluent may always be better off, and 
to say the poor are less well off, thus may be 
trite and obvious. But the question of consumer 
preference in housing-unlike most consumer 
goods-is very different for the poor and the 
non poor. Thus, not only will we identify issues of 
preferences in housing as seen by groups on 
both the demand and supply side of the ques
tion, but also by poor and nonpoor consumers. 

Findings and Conclusions 

General Conclusions and Trends 

• Market identification activities in the 
homebuilding industry reflect the fragmented 
character of the industry. Consumer preferences 
in housing are assessed by builders on a local 
level. Thus the type and character of available 
housing depends on local market experience 
rather than responses to national demographic 
shifts. 

• Predictive housing preference studies 
are generally not conducted by builders or de
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velopers. Instead, reliance is placed on demon
strated behavior of buyers and renters. 

• Housing decisions are choices between 
packages that consist of structure, land, neigh
borhood, available services, amenities, and price. 
In general, one cannot disaggregate the package 
at will to choose neighborhood A, with service 
availability B, with price C, on land parcel D. 

• The proportion of family income spent on 
housing has not changed significantly over the 
last 50 years. Vis-a-vis other goods, housing is a 
major determinant of lifestyle rather than a ne
cessity which, when satisfied, fades in impor
tance relative to other goods. 

• Homeowners choose to buy based on 
their expectations of future income, rather than 
on present incomes. 

• The anticipation of the late 1960's that 
new towns were the wave of the future, offering 
escape from central cities and traditional subur
ban living, is declining. New towns are not the 
panacea to satisfaction of consumer preferences. 

• In the view of some developers and so
cial psychologists, the next decade will see in
creasing emphasis on discrete market segments 

_-e.g., the young, the unmarried, older and re
tired persons-with units and communities built 
to satisfy their tastes and requirements. 

• Second homeownership increases by 
150-200,000 units per year. The trend may be ac
ceptance of less space in or near the city cou
pled with a second home for weekends and holi
days. 

• The rising cost of land, land use 
legislation, and accompanying developments in 
the uses of zoning will reinforce trends to multi
family housing, condominiums, and planned unit 
developments (PUDs). 

• Low maintenance dwelling units (e.g., 
condominiums) are increasingly preferred by all 
population segments. 

• Regional differences in housing, in terms 
of size of units and number of occupants, are 
minimal. Over the last 10 years, however, the 
proportion of housing starts has differed dramati
cally, with the South and the West accounting 
for 68 percent of sales of new one-family homes 
in 1971. 

• Owner-occupied housing has grown dra
matically, from 43.6 percent in 1940 to 62.9 per
cent in 1970. The large increase in the decades 
of the 1940's and 1950's leveled off in the 1960's. 

• The recent trends (since 1968) in\ new 
housing have been away from the previous domi
nance of the single family house, which has 

fallen below 50 percent of annual additions to 
new housing. Projections for the future show a 
continuation of this trend through the 1970's, 
with 44.7 percent of new housing in that period 
as single family houses, moving up to 52.7 per
cent in the 1980's, according to a U"S. Forest 
Service analysis. Other observers believe that 
the rapidly rising costs of the traditional single 
family house and lot will lead to a long term 
shift to cluster housing and condominiums. 

• Mobile home production has grown rap
idly but has leveled off and is projected to main
tain a steady 20 percent share of the annual new 
housing production through 1990. 

• The gap in median family income be
tween white and black families ($10,672 vs. 
$6,440) is reflected in the homeownership rate 
(63 percent vs. 41 percent). However, during the 
1960's the rate of increase in owner-occupied 
homes was greater for blacks than for whites. 

• Similarly, while 80 percent of all persons 
surveyed in 1971 were satisfied with their neigh
borhood, twice as high a percentage (36 percent 
vs. 18 percent) of blacks as whites were dissatis
fied or neutral. (From OMB citations of unpub
lished University of Michigan data.) 

Conclusions Specific to the Nonpoor 

• The high cost of single family detached 
homes suggests a trend away from a realistic 
preference for this traditionally preferred housing 
type. Rather, preferences will likely emerge for 
garden-type apartments, townhouses and condo
miniums. 

• The key factors in the housing decision 
of middle income families-neighborhood, 
schools, transportation, aesthetics-are external 
to the dwelling unit. 

• For both renters and owners, choice 
among a range of options exists only at middle 
and upper income levels. As housing prices go 
up, that range of choice narrows for middle in
come consumers. Housing choice is relatively 
unconstrained for upper income families. 

Conclusions Specific to the Poor 

• The results of a low income consumer 
panel held by ADL in Washington, D.C., confirm 
the judgment of virtually every housing profes
sional interviewed that, in general, low income 
renters believe they have no choice regarding 
quality of construction, location, design, or cost 
of their dwelling space. 

1511 



• Low income consumers of rental housing 
consider management and maintenance to be of 
primary importance. Beyond that their prefer
ences include larger rooms, more bedrooms, 
washing machines in each dwelling unit, more 
windows, spacious kitchens, and reliable sewage 
and plumbing systems. 

• Low income consumers perceive their 
only contribution to their living space to be the 
internal furnishing of the unit. 

• Previous HUD and FHA housing policies 
were not designed to enhance opportunities for 
choice among consumers at the lower and low
er-middle portions of the income scale, accord
ing to low income panelists. The housing allow
ance experiment is viewed favorably in this 
regard. 

• Futurists and behavioral scientists inter
viewed predict limited change in low income life
styles impacting consumer preferences in hous
ing over the next decade due to continuing 
unemployment and inflation and what is per
ceived as unresponsive housing policy. 

• Despite the fact that mobile homes are 
not a preferred type of dwelling unit, they will 
become increasingly prevalent among low and 
lower-middle income families over the next 5-10 
years due to the increasing cost of other types 
of housing. 

Methodology 

On May 17, 1973, Arthur D. Little, Inc., was 
asked to undertake a brief study of consumer 
preferences in housing by the Office of the Dep
uty Assistant Secretary for Policy Development, 
Department of Housing and Urban Development. 
Work was to begin immediately and a report de
livered on July 2,1973. 

With six weeks of study time available, it 
was clear that maximum use of existing sources 
of information and of expert judgment was re
quired. Consumer preferences in housing, judged 
by statistical and judgmental indicators was the 
focus of the project. Its emphasis was to be 
chan-ges in preferences and emerging trends. 
The methods used to complete this report in
cluded interviews, panel discussions, literature 
searches, review and analysis of statistical infor
mation, and development of cumulative con
sumer information through successive discus
sions with recognized authorities. Before we 
developed a detailed methodology, several initial 
definitional issues required resolution. 

The first was the definition of consumer 
preference. Preferences could mean economic 

choice as represented by purchase or rental de
cisions. It could also mean some vaguer notion 
described as "what consumers really want" or 
thei r "real preferences." If the latter, we were 
required to express preferences realistically and 
to identify genuine dysfunction in the market 
mechanisms, not some Utopian concept. We 
chose to retain some ambiguity in the definition, 
since focusing only on preferences in the nar
rower sense of the term seemed unrealistic if we 
were to project trends or analyze fully the mean
ing of changes in preference. 

Second, housing as viewed by consumers 
clearly meant something beyond the dwelling 
unit itself. Our definition included characteristics 
influencing choices. Thus the unit, its location, 
and its relation to ,a full range of residential 
services all are encompassed. 

Third, the interaction of producers and con
sumers arose, as a question of whether housing 
producers were tastemakers or taste-takers. That 
is, who decided there was a consumer prefer
ence for fireplaces, maintenance-free exteriors, 
or a patio-the consumer or the producer? Ulti
mately, we concluded that consumer decisions 
ruled, and while amenities and conveniences 
might confuse a shortrun picture, acceptance 
and inclusion in most new housing indicated a 
genuine preference in the long run. 

We proceeded with the study through the 
following steps: 

,1. Initial summary of information on the 
state of knowledge from interviews and literature 
review. 

2. Development of hypotheses about con
sumer preferences in housing by seven recog
nized authorities. 

3. Testing these hypotheses through inter
views and by expert review and comment. 

4. A panel of low income housing 
consumers, held in Washington, D.C. 

5. A panel of nonpoor homeowners, held in 
Buffalo, New York. 

6. Interviews with a variety of builders, ar
chitects, behavioral scientists, marketing experts, 
and futurists by project team members. 

7. Additional interviews by those consultant 
experts whom we asked to prepare hypotheses 
for the project. 
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B. Papers were commissioned in the areas 
of: 

a) Demographic and Population Charac
teristics as They Relate to Housing, to 1990 

b) Economics of Consumer Preferences in 
Housing 

'c) Development of Consumer Preferences 
-Display Matrix 

9. Draft report was prepared and analyzed 
by an outside reaction panel. 

10. Final report was drafted after HUD reac
tion and suggestion. 

Two studies done by Owens/Corning Fiber
glas on homebuyers' preferences and on garden 
apartment residents' attitudes (1967 and 196B) 
were useful background information. Similarly, 
the CElS-BO 1971 and 1972 reports of the Eco
nomic and Marketing Research Group of the 
Whirlpool Corporation were helpful. 

A recurring question throughout this project 
was, what improved consumer preference infor
mation would be useful, and to whom? We have 
provided some suggestions in those areas at the 
end of the report. 

Consumer Preferences from Four 
Perspectives 

Consumer preferences are generally dis
cussed in classical economic terms. In addition 
to the economist's perspective on consumer 
preference, perceptions of suppliers (builders 
and developers) and consumers (both poor and 
nonpoor) are significant to an understanding of 
the complex forces determining rental and pur
chase choice. 

Arthur Solomon, housing economist and 
Deputy Director of the Harvard-MIT Joint Center 
for Urban Studies, authored the review of eco
nomic literature and thought on consumer pref
erences. 

The builder-developer perspective is that of 
five regional managers of a large architectural 
and engineering firm. Their perceptions are illus
trative of participants in the building process; 
those perceptions were confirmed in interviews 
for four large national housing producers. 

~he nonpoor perspective is a product of a 
homeowners' panel held in Buffalo, New York, 
and unstructured interviews with middle income 
renters. While no statistical validity is claimed 
for the views expressed, they do suggest impor

tant consumer preferences which appear to be 
generally applicable. 

The low income perspective results from a 
panel held in Washington, D.C., confirmed by 
professional experience of project team mem
bers. Here again, while no statistical validity is 
claimed, the results of the panel are instructive 
in understanding and responding to acute hous
ing problems. 

The Economics of Consumer Preferences 

!This section presents some of the most sali
ent findings in the literature of housing demand 
as it relates to consumer preferences. Those find
ings focus around two consumption issues: 

1. Consumer preferences for housing vis-a
vis other goods and services; 

2. Consumer valuations of various housing 
and neighborhood attributes (e.g ., interior floor 
space, structure type, environmental quality). 

In the design of national policies and pro
grams, it is important to know whether there has 
been a downward or upward shift in consumer 
preferences for housing. Has there been a secu
lar change in the American families' taste for 
housing? Have increased personal expenditures 
for au~omobiles, recreational activities, or alco
holic beverages lowered the share of family in
come devoted to housing services? What has 
been the change in housing expenditures in re
sponse to increases in the price of housing or to 
the steady growth of real incomes? And have the 
responses 'been the same for various household 
types? These are the questions covered in the 
first section. 

Once the evidence on the demand for hous
ing is summarized, the second section deals with 
consumer preferences for specific structure and 
neighborhood attributes. As the existence of sub
urban mansions and dilapidated one-room 
shacks indicates, housing is by no means a ho
mogeneous good. Instead, housing consists of a 
bundle or package of diverse items, including 
floorspace, a specific type of heating system, 
structu ral qualities, and other interior and exte
rior features. With the purchase or rental of a 
housing unit also come neighborhood schools, 
police protection, access to work, and a variety 
of other municipal services and neighborhood 
features associated with the location of the 
dwelling unit. There has been an effort in recent 
years to determine the implicit prices of the var
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ious housing and neighborhood attributes, and 
consequently the tradeoffs available to housing 
consumers. These research efforts enable one to 
indicate, in a preliminary manner, the character
istics most valued by housing consumers. What 
are the relative preferences, for example, of dif
ferent interior and exterior features? How impor
tant are environmental and neighborhood factors 
in determining housing choice? What items do 
consumers choose with an increase in their pur
chasing power? What, if any, are the differences 
in the preferences of blacks vs. whites, small vs. 
large families, etc.? 

The two sections are organized in a similar 
manner. First, there is a brief review of the 
major conceptual issues underlying the research. 
Then the major empirical findings are presented. 
Finally, the implications about consumer prefer
ences are summarized. 

'Consumer Preferences for Housing: What 
has been the trend, over time, in the preference 
of consumers for housing as distinct from other 
consumption items? The theory of consumer de
mand assumes that the quantity of housing serv
ices purchased by a household depends posi
tively on its real income and negatively on the 
price of housing relative to the general price 
level. While economists agree about the direc
tion of change, there is still some controversy 
over its magnitude. Those who have found that 
the quantity of housing services changes less 
than proportionally in response to changes in in
come and price (low elasticity of demand) have 
argued that housing is a "necessity" and, once 
minimum shelter requirements are met, that 
households prefer to spend a higher proportion of 
their income on automObiles, food, clothing, lei
sure activities, etc. To support this view, preva
lent in the 1950's, economists pointed to the fact 
that low income families spend a higher propor
tion of their "curren!" income on housing than 
what is spent by households with higher in
comes. Some researchers alleged a downward 
shift in consumer preferences for housing (Win
nick, Grebler, Blank) because their estimates of 
the housing stock indicated that the stock had 
not increased as rapidly as their elasticity esti
mates would imply. 

Much of the earlier work has' been discred
ited in more current analyses. Using multivariate 
regression analyses, Muth and other economists 
have found that there has not been a systematic 
change in tastes for housing in the last 50 years. 
Generally, the explanation for this finding is that 
housing, far more than a necessity, is a major 

determinant of a household's standard of living, 
social status in the community and self-image. 
Also, once a household's "normal" or average 
expected income is taken into account (rather 
than its transitory income for any given year) 
there seems to be a high elasticity of housing 
demand to changes in household income or rela
tive prices. 

The Demand tor Housing with Respect to 
Income: In a review of cross-section evidence on 
the demand for housing (Muth, Reid, lee, Win
ger), deleeuw found that the overall elasticity of 
demand for renters was in the range of .8 to 1.0. 
This means that households tend to spend the 
same proportion of their "permanent" or normal 
income on housing as their income rises. On the 
other hand, homeowners tend to spend a some
what higher percent of changes in income on 
housing. This seems reasonable because home
owners view housing as an investment as well as 
a consumption opportunity, and receive preferen
tial tax treatment as well. 

The Demand tor Housing with Regard to 
Price: There seems to be a consensus among 
economists (deleeuw, Muth, Reid) that the price 
elasticity of housing demand is approximately 
-1.0. This means that with a 10 percent in
crease in the relative price of housing, consum
ers will reduce their expenditures for housing 
services by a similar amount, 10 percent. It 
should be noted, however, that various compo
nents of housing have quite different price elas
ticities. Muth found, for example, that the price 
elasticity of demand for rooms was around -0.3. 
The marked negative response of consumers to 
higher prices indicates that technological 
changes, adoption of uniform building codes, 
modification of union resistance to innovative 
building materials, and other practices which 
lower the cost of housing will tend to increase 
housing consumption appreciably. 

The Consumption ot Owners and Renters: 
Owner-occupancy appears to be preferred by a 
large segment of the population, as it tends to 
rise with the expectation of higher permanent in
come (Reid, deleeuw). This results from both 
economic (e.g., favorable tax laws, capital appre
ciation) and social (e.g., status) concerns. When 
owners and renters have the same permanent in
come and are of the same household type, the 
housing quality they consume, as measured by 
housing expenditures, is similar. One noteworthy 
difference between homeowners and renters, 
however, is the lower mobility of those who pur
chase their own homes. Once a household buys 
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a home it is less likely to change residence, 
even with an increase in family size. Among 
other consequences, this leads to a higher pro
portion of overcrowding among moderate income 
families, who can better afford homeownership, 
than among those with lower incomes. 

Consumer Preferences by Household Type: 
As one might expect, the demand for housing 
varies among household groups. Nonwhite 
households, for example, appear to have a lower 
income elasticity of demand for housing than 
whites. Rather than reflect a lower preference 
for housing, the lesser percentage change in 
housing expense accompanying a rise in income 
probably results from institutional and landlord 
discrimination which restricts the available range 
of housing choice for blacks, Puerto Ricans and 
Mexican-Americans. 

With an increase in family size the income 
elasticity of housing appears to increase as well 
(deLeeuw). The fact that large households spend 
a larger proportion of thei r income for housing 
than small households is contrary to our intuitive 
expectations, which would assume economies of 
scale with large-size families. The shortage of 
large bedroom 'units in many cities undoubtedly 
causes an increase in price (a quasi-rent), above 
the longrun market equilibrium rent. 

Prospects: Housing consumption is little af
fected by short term fluctuations in family in
come, but rather by more permanent changes in 
future income expectations. In this respect, 
housing consumption has been extremely stable, 
maintaining approximately the same share of 
total household expenditures since the beginning 
of this century. This means that higher quality 
housing will be consumed, on the average, as 
real income per capita continues to rise. Nothing 
in the past, or anticipated in the future, would 
seem to indicate a downward shift in consumer 
preferences for housing. However, if the price of 
housing relative to other consumer goods contin
ues to rise the general improvement in housing 
conditions will be constrained. 

Consumer Valuations of Housing and Neigh
borhood Attributes: Households do demand het
erogeneous set of diverse structural and neigh
borhood attributes, e.g., a specific number of 
bedrooms, a row house, a particular neighbor
hood school, improved access to work, personal 
security when walking the streets, and a variety 
of other features which comprise the so-called 
housing bundle. Recognizing the diverse nature 
of these attributes, it would be possible to com
pare consumer preferences for each characteris

tic and their consequent tradeoffs if each item 
had a known price. Then we could accept the 
judgment of consumers expressed in the market
place by assuming that attributes which sell for 
a high price are valued more highly than those 
which sell for less. But since most of the compo
nents of the housing bundle are never sold sepa
rately or,like public services, never sold at all, it 
is extremely difficult to obtain market prices. Yet, 
since each component contributes to the total 
price of the housing bundle, it is possible to de
termine the implicit price of the separate compo
nents through the use of multivariate regression 
analysis. Using this technique, the total cost of 
the housing bundle can be "regressed" against 
its separate components, yielding an implicit 
price for each component. This has been called 
a hedonic price index. 

Much of the recent economic research on 
housing markets, in fact, has included the esti
mation of hedonic indices as a central part of 
the analysis. At present there is a considerable 
amount of disagreement over the best way to de
fine and estimate such an index (Kain, Rothen
berg, Solomon, deLeeuw). The controversy arises 
out of different theories of housing market oper
ations, particularly in regard to assumptions 
about market equilibrium, the definition of dis
continuous submarkets, and the joint production 
and consumption of various housing bundle com
ponents. 

In some of these analyses, it is explicitly as
sumed that the housing market operates in such 
a way as to permit consumers to perceive im
plicit prices for housing and neighborhood com
ponents. Thus, comparisons among housing bun
dles imply tradeoffs by which consumers can 
increase one component at the expense of oth
ers (e.g., more interior space for a smaller par
cel size). This presumes, of course, that the im
plicit prices estimated in the regression equation 
can be interpreted as representing the general 
equilibrium prices in the housing market. Given 
this assumption, the implicit prices represent 
marginal rates of substitution between compo
nent attributes for both producers and consum
ers. As a reduced form equation, the implicit 
prices represent the point of maximum prefer
ence (utility) for housing consumers (as well as 
the point of maximum profit for housing sup
pliers). 

Most of the empirical studies have tried to 
aggregate the many housing and neighborhood 
components into a smaller number of categories, 
generally interior characteristics, exterior fea
tures, and environmental or locational factors. 
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Neighborhood and Environmental Character
istics: A portion of the cost for each dwelling 
unit is a payment for its particular location, and 
the municipal services, accessibility, and envi
ronment which are associated with the location. 
One significant finding of the hedonic price anal
yses is that neighborhood characteristics are val
ued quite highly 'by consumers, particularly the 
quality of public education and personal secu
rity. In addition, neighborhood prestige, or sta
tus, seems to be quite important. Using the me
dian years of education of the head of household 
as a surrogate for social status, one study 
indicates that households were willing to . pay 
$1,900 more to live in an area where the median 
adult had completed the 10th grade, rather than 
the 8th grade, all other factors being compara
ble. The foregoing locational features, as well as 
the relative traffic congestion, noise and air pol
lution, indicates the need to learn more about 
consumer preferences for a "suitable environ
ment," and to define them beUer. 

Exterior Characteristics: Research findings 
indicate that households express a clear prefer
ence for different structural types. Although 
there is not enough representative data from a 
cross-section of the Nation to generalize about 
structural types (and costs and preferences un
doubtedly vary by region), dwellings built of 
brick and stone materials appear to be more 
highly valued than similar ones constructed with 
wood. 'Interestingly, asbestos shingle facing ap
parently adds nothing to the value of a house 
(King). Another study shows that single detached 
homes and duplexes are more highly valued than 
flats (Kain and Quigley). In the same city, a new 
structure sold for $3,250 more than one that was 
25 years older, although otherwise identical. Also 
there is an age effect on rents, but the effect is 
less strong (only $2.80 per month). 

Interior Dwelling Unit Features: The number 
of rooms and total floor space have been found 
to have a significant influence on the total value 
of a housing unit. However, with a rise in in
come, ceteris paribus, families are likely to 
spend twice as much of their increased purchas
ing power on additional floor space than on 
extra rooms (Thomas and King). Several studies 
have shown that the presence of carpeting or of 
hardwood flooring is marginally significant, while 
the presence of special-purpose rooms--work
shops, laundry areas, etc.-are not valued at all 
by the average consumer (Lapham, King). 

Most studies indicate that consumers place 
a significant value on basic mechanical systems. 
Basic rather than specific characteristics of the 

heating and cooling system, for example, seem 
to be important to homeowners and renters alike 
(Kain and Quigley, King and Mieszkowski). 

The presence and quality of plumbing also 
have a significant effect on the total value which 
consumers place on a housing unit. Families de
sire and are willing to pay for better kitchen and 
bath facilities. In one city, at least, each bath
room added '$9 to the monthly rent, and a partial 
bath added approximately $2,600 to the price of 
a home (King and Mieszkowski) . Several studies 
corroborate the fact that the design, conven
ience, and modernity of kitchens-which are 
among the rooms used most intensively-are 
valued highly by consumers of all income levels. 

Consumer Tradeoffs: While liUle evidence 
exists concerning the effect of changes in house
hold circumstances on housing consumption, 
there is some preliminary data which should be 
noted. In aggregate terms, households seem to 
spend their increments in income primarily on 
improvements in exterior space, rather than 
dwelling quality or interior space (Kain and 
Quigley). This is especially true as incomes 
reach higher levels. Conversely, when the head 
of a household is unemployed, families reduce 
their dwelling quality more than any other items 
in the housing bundle. And while blacks con
sume lower quality housing and neighborhood 
services than whites with comparable incomes, 
the main divergencies occur in the quality of the 
actual dwelling units-their interior space, me
chanical subsystems, design, etc. 

Housing Preferences As Seen by Builders 

Builders, housing producers, developers, 
and architects interviewed in the course of this 
project confirm without exception the localized 
nature of consumer preferences. Even the rarg
est national home builders decentralize their op
erating and product design decisions. Thus local 
'managers have responsibility for ascertaining 
consumer requirements and desires. The Na
tional Association of Home Builders and the Pro
ducers Councils also confirm the validity of 
these assertions both for materials producers 
and the small homebuilders. 

!Regional profiles of consumers exist in the 
files of the largest housing producers. Those 
profiles reflect explicit choices made between 
available options; e.g., basement or air condi
tioning; additional rooms versus certain appli
ances; or tradeoffs between materials and hous
ing "packages." 

1516 



The regional snapshots which follow are 
intended to be indicative of existing and emerg
ing trends in consumer behavior. In order not to 
lose the flavor of the particular individual's view 
of his region, we have left the language and 
level of detail exactly as it was provided us. 

Atlanta: As in numerous other population 
centers, the condominium "craze" has, over the 
past 13 months, come into full bloom in the At
lanta market. The number of condominium, town
house, or other forms of for-sale, attached hous
ing projects has multiplied by more than tenfold 
in that period of time. 

Most of these have been new developments, 
designed and built for sale, although a number 
of rental projects have been converted with 
some success. 

The three major motivations towards condo
minium development appear to be (1) significant 
increases in the cost of developable land and 
construction labor and materials, forcing build
ers/developers to search out higher yields and 
building economies; (2) widespread resistance 
from residents and local planning officials to 
new multi-family rental zoning, which, coupled 
with the "soft" condition in the apartment market 
that has existed for the past 2 years, makes con
dominiums an attractive compromise; and (3) a 
slow but steady increase amongst consumers in 
the popularity of the zero-maintenance/more lei
sure time condominium life style. 

It appears that the condominium "bloom" 
will continue for another year to 18 months, at 
which time a leveling off of this type of building 
activities can be expected. 

I believe it is also significant that the vast 
majority of the successful projects to date have 
been at the extreme ends of the price scale, ei
ther low or high. This would indicate that the 
middle income market is that which is clinging 
most tenaciously to the traditional values of sin
gle family autonomy. This is also substantiated 
by the continued good receptivity to single fam
ily detached programs in the $30,000-45,000 
price range. 

Single family detached programs are pres
ently doing very "",ell in the prestige 
$60,000-100,000 range as well. 

The rental apartment market continues to be 
soft and, with few exceptions, there is very little 
construction activity in that area. 

tos Angeles: In general, the trend seems to 
be away from the single family detached houses 
and toward the low density condominiums. 

In cases where a project is strictly single
family, we have found that the buyer is generally 

more sophisticated than in the past and will no 
longer accept the old traditional type subdivision 
design, but now requires various amenities such 
as recreation buildings, swimming pools, and 
various other facilities. 

The overall trend seems to indicate that 
people still like the idea of owning their resi
dence but are no longer happy with worrying 
about maintenance and other responsibilities that 
are synonymous with detached housing. 

It is also apparent that the size of the dwel
ling unit is no longer a critical matter as long as 
the physical space is workable for furniture 
placement and there is an interrelationship of 
areas that visually create the feeling of continu
ity. 

There is a greater demand for more bath
rooms and especially powder room facilities, 
along with an increasing need for more storage 
space. Kitchens have been criticized for the lack 
of work area and cabinet space. 

The "Country Kitchen," which provides meal 
preparation, dining area, and family room activi
ties in one area, is very popular at this time. 

A very definite factor that improves sales is 
the sloping "cathedral" ceiling and open stair
ways and change of floor levels. Greater separa
tion of the master bedroom suite from the sec
ondary bedrooms is also proving to be more 
desirable along with the above; it is also desira
ble if space allows, to include seating or retreat 
areas combined with a master bedroom. 

Attached garages, whether for single family 
or condominium programs, are desirable, espe
cially when they provide direct access to the 
kitchen or service area of the residence. There 
is also a trend in single family detached housing 
towards a three-car garage, which provides nu
merous functional variations for the homeowner. 

Another housing trend that seems to be 
catching on is the "zero" lot line or patiO house 
concept. This concept provides for a more usa
ble living area on one side of the dwelling due 
to the fact that the building is located on the op
posite property line and eliminates a narrow un
usable strip of land on either side of the unit. 

People seem to be content with smaller lots 
if they are provided with common-area green 
belts that are visually attractive and provide play 
areas for children. 

Chicago: The Greater Chicago suburban 
area is typical of trends throughout the Midwest, 
with the obvious differences in the size of market 
and, therefore, the rate of influence of new con
cepts in housing. The bulk of the market typi
cally is influenced by the constraint of tradition, 
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such that a single family detached colonial 
house is the most predominant influence. How
ever, several factors other than traditional con
straints are now influencing this market. 

The Midwest in general, and Chicago specif
ically as its economic leader, have experienced 
during the past 10 years a strong influx of peo
ple due to a very stable and growing economic 
base. This has obviously attracted many people, 
and especially young people between the ages 
of 25 to 35 who have been exposed to other 
markets in the country and hence more ad
vanced concepts of housing. 

Additionally, the land planning aspect of 
production housing has changed drastically over 
a 10-year period with the introduction of PUD, 
multius.e planning. The builder-developer is pri
marily interested in the building half of the busi
ness, which is predicated on cash flow, and has 
used the PUD development to give more lever
age with respect to overall economics and 
greater continuity in production sequence. There
fore, a typical PUD is planned with commercial 
in the front bordering major circulation, a re
serve of land for multifamily housing behind the 
commercial, some form of attached housing be
hind the multifamily, and culminated with the 
largest portion of the land devoted to single fam
ily detached housing. The builder's first phases 
are generally single family detached. He has re
cently involved himself in attached housing 
which has become popular in the Midwest in the 
form of townhouses and quadrominiums. 

Recently zoning and the entire governmental 
process of converting raw unzoned land into de
signed land packages have become exceedingly 
difficult. The zoning process requires a great 
deal of front money, requires greater expertise in 
planning, and in many areas is virtually impossi
ble because of utility problems, specifically with 
respect to sewers. Therefore, the land available 
in suburban areas for production housing that is 
zoned presently is predominantly multifamily. Be
cause of the original planning methods and 
phasing of programs, this land is extremely ex
pensive and can now only justify high density 
housing. Therefore, we now see a very strong 
trend towards condominium multifamily housing. 

Your attention is invited to the report by 
COMCO which details specifically the numbers 
of single family, attached single family, condo
miniums, and apartments within the Chicago 
market. COMCO, as of this writing, is the best 
source for information relative to market in Chi
cago and may be contacted in the future for more 
detailed information. 
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The two accompanying tables represent 
about 90 percent of all the buildings in suburban 
Chicago. The word "proposed" in the report is 
synonymous with zoned. The average age of each 
development is given in months. The price range 
in thousands of dollars indicates the very lowest 
and the very highest prices surveyed, which re
lated to 90 percent of the total units in Chicago. 
There are 140 single family developments, 120 
condominium developments and 54 single family 
attached developments in the Chicago area. This 
total number represents an assumed 1 V2-2 year 
inventory in single family and single family at
tached units, but virtually no inventory in condo
miniums. Condominium sales last year repre
sented 25 percent of the market and should, 
within the next year and a half, represent be
tween 40-50 percent of the market. 

These data, therefore, represent a shift in 
market influence to the point that available hous
ing by necessity will be in the form of new hous
ing types within the next 2 years. That, coupled 
with the influence from both Coasts and the fact 
that several large corporations have already in
troduced new housing concepts in the Midwest, 
should overcome the enigma previously related 
to the traditional constraint. 

There is currently a strong trend in many 
areas throughout the Midwest for corporations to 
isolate themselves in the role of the land devel
oper. They tend to involve much larger parcels 
of land than were seen in the original PUD's, 
and the scale of these programs is of the size of 
1,000 acres and 5,000 to 6,000 housing units. The 
goal will be to provide a total village concept to 
the ultimatel consumer and will be achieved by 
parceling land off to companies whose major 
business is that of building. 

Washington, D. C.: The most significant fac
tors affecting the Greater Washington, D.C., 
housing market are sewer moratoriums and no
growth zoning policies. Both of these have cre
ated a strong seller's market where prices in 
certain types of housing (e.g., single family de
tached) have become unusually inflated. The 
availability and cost of "buildable" land (zoned 
with sewer) have caused a significant slowdown 
of operations and a trend for more and more at
tached, condominium units. 

The Washington, D.C., area is a strong mar
ket. Almost anything will sell if the price is right. 
Locations and amenities are significant in the 
higher priced units but moderate to middle cost 
housing is absorbed indiscriminantly. 

The large. influx of population from other 
areas of the country has generated a strong 



housing market in contemporary styled units as 
well as the area's more traditional Jeffersonian, 
Georgian, and New England Colonial styles. 

Consumer awareness of workmanship qual
ity and materials is also on the increase because 
of an active press and reasonably sophisticated 
market. Governmental approvals are also becom
ing more involved with architectural review and 
quality. 

New England: This is an area that tradition
ally has been very slow to change, but recent 
establishment here of divisions of West Coast 
and national builders is indicative of change that 
is about to occur. 

Recent establishment of condominium-type 
ownership has caught on in the market place, 
working its way down the price ladder. The more 
sophisticated buyers were able to accept this 
type of ownership more readily. 

Styles are still very traditional, with the ex
ception of several PUD-type communities that 
have marketed a new lifestyle as well as archi
tectural style. The single family market is almost 
totally traditional-colonial ranch and raised 
ranch. 

Concluding Note: These brief notes from five 
major market areas illustrate the differences in 
the housing market based on regional or local 
preferences. They also suggest, however, the in
fluence for change that one area exerts on an
other, particularly the West Coast influence on 
tastes and styles. Some of the themes that are 
found elsewhere are pointed up very clearly here 
-the trend to condominiums and to low mainte
nance, the hint that allegiance to single family 
homeownership may be weakening, the influence 
of land use planning developments. But it would 
be both difficult and essentially useless at this 
Hme to try to aggregate a national picture from 
such local and regional market analyses. 

Total of All Proposed Housing Units That 
Can Be Identified by Acreage of No. of Units 

Attached 
Condo- Single Single 

Area miniums Family Family Total 
North 29,955 14,145 10,821 
West 29,239 10,895 12,055 
South 14,167 7,825 6,483 

TOTAL 73,361 32,875 29,359 135,595 
Percent of 
Total For-Sale 
Housing 45.1 24 .2 21.7 
Total Proposed 
Apartments 56,885 

Profile of For Sale Housing as of 
April 1973 by Product Type 

Average 
No~ of No. of Age of Aver-

Develop- Pro- Re- Remain- Each age 
ments posed ported Sell Devel- Month- Price 

Surveyed Units Sold ing To opmently Sales Range 

Condo
minium 

79 25,728 8,276 17,452 13.8 8.2 17-65 
Attached 

Single 
Family 

47 11,901 5,980 5,921 19.1 7.1 18-65 
Single 

Family 
78 41,476 22,899 18,577 28.7 9.6 20-65 

Homeowner's Panel 

The Project: Eight middle class white home
owners from the City of Buffalo and its adjacent 
townships met for an evening of structured dis
cussion about their reasons for buying housing. 

They had been given a series of (minimally 
biased) questions two days beforehand and told 
that they were to participate in a Housing Prefer
ence Workshop and that 

We are trying to find out what kinds of houses and 
neighborhoods people want to live in. We believe that the 
best way to get this information is by asking people who 
own and live in houses, rather than by asking the 'experts.' 

A series of workshops is being held in different cities, 
supported indirectly by the U.S. Department of Housing and 
Urban Development. We have selected a group of 6-8 Buf
falonians to help us answer some of these questions. 

The prepared questions the group was 
asked to consider were: 

• Why did you move from your old house? 
• When you started looking, did you look 

for neighborhoods first or houses first? 
• What kind of neighborhood were you 

looking for? 
• What kind of house were you looking 

for? 
• How many houses did you look at, and 

for how long? 
• Were there many real differences among 

the various houses you looked at? 
• What kind of house did you finally buy? 
• How was it better/different from others 

you had seen? 
• Before you started looking did you make 

a list of things you desired in a house? Did you 
know which ones were most important, and 
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which ones you were willing to give up if neces
sary? 

• Was what you finally bought ideal? Or a 
compromise in some way? What did you give 
up? Overall, how close did you come to meeting 
your requirements? 

• Did you really fall in love with any house/ 
property you did not buy? Why did you not buy 
it? 

, • What might you desire in a home that 
you don't have now? 

• What real shortcomings do you find in 
the home you bought? Not just the house but 
the whole deal? 

• How did you feel about leaving your old 
home? (house, neighborhood, etc.) 

• What was your old house and neighbor
hood like? 

• How often have you moved in the past ten 
years? 

The group was led by a skilled discussion leader 
with notes taken and tape-recorded by a second 
professional. 

The People: All the participants were lively 
from the start, shared equally, and expressed 
pleasure upon being asked to participate both 
before and after the workshop. 

There seemed to be little reticence in dis
cussing issues of privacy, security, racial con
flict, income adequacy, or values. 

Although eight people were present, only six 
households are represented because two hus
band/wife teams participated. This was highly 
representative in that significantly different 
perspectives were presented by husband versus 
wife in both cases. Where only a husband or a 
wife was present, that person had been the 
major decisionmaker in purchasing the family 
house. 

A table of incomes, housing costs, number 
of occupants, year of purchase, and the kind of 
house purchases follows: 

Number 
Housing Occu- Purchase 

Income Cost pants Year House 
$10,000 $23,000 4 1970 Existing 

12,000 11 ,300 10 1963 Existing 
18,000 32,000 4 1965 Existing 
20,000 43,000 4 1973 New Custom 

Construction 
37,000 32,000 2 1972 New Modular 
40,000 60,000 4 1972 Existing 

Many housing experiences are represented, 
including purchasing housing from existing "in

ventory," buying an industrialized modular 
house, and having a builder build a house from 
sketches. 

Much experience with homeowning is repre
sented by these six households, who had owned 
some 21 houses in their "homeowning lifetimes." 

The people in the group work at the follow
ing jobs: 

• accountant 
• New York State investigator 
• grade school teacher 
• controller 
• auto parts retailer 
• stenographer 
• housewife 

A" are Buffalo-born and bred. Several had 
moved to other States and returned. All liked 
their city and held a very positive image of it. 

Family #1: Stew and his wife, both jobhold
ers, bought their first home a year ago, because 
the apartment they had lived in during their 5 
years of marriage had become too cramped with 
the advent of two children. They disliked apart
ment living, knew what they wanted in a home, 
and had determined that it would be economi
cally feasible to buy. 

They had looked at 30 houses over 3 years; 
and during two or three months of serious 
house-hunting they went through five houses, 
using the services of a realtor to prescreen 
them. 

This family looked at the neighborhood first, 
and the house second, although they had very 
specific and definite requirements in a house. 
Choice of neighborhood was based primarily on 
the quality of the public school system. They fin
ally chose the same suburban neighborhood that 
Stew had grown up in, purchasing a 30-year old 
house from an old friend and neighbor. 

After having looked at many newer houses, 
they felt that older construction (at least 20 years 
old) had more quality. They also wanted an all
brick home for low maintenance. Other require
ments were plaster walls and hardwood floors, a 
2-floor plan, a kitchen, a separate breakfast 
room and a dining/living room, a full basement, 
a nice yard so the kids could play, and a two-car 
garage. A family room was optional. Radiators 
were not acceptable because of the prohibitive 
cost of adding air conditioning with that type of 
heating. Stew's requirements were centered 
around providing his children with a good, com
fortable place to grow up, since he and his wife 
spend less time at home. 
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Stew was completely satisfied with his 
home. 

Family #2: Esther and her husband, who 
both work, had rented the upper flat in her par
ents' house for 17 years when they bought their 
first home. Rent and accommodations were 
good, but they decided to move to preserve the 
family relationship, when the noise and activities 
of two growing children began to bother the 
grandparents. 

This family spent at least 5 years house
hunting, because they had firmly fixed require
ments. They looked first for a neighborhood that 
was "restricted" in terms of the value of the 
houses, desiring homogeneity; and also for a 
neighborhood of all ranch houses, with no split
levels or two-stories, because "the street looks 
better if all the houses are the same type." An
other locational requirement was to stay within 
reach of bus transportation to the children's pri
vate schools, and within easy reach of their own 
jobs. Of the house itself, they required good, 
sound construction, a one-floor layout, and spa
ciousness. 

They finally satisfied all of these require
ments 7 years ago, with the purchase of a 7-year 
old ranch built by a contractor for his own fam
ily, and located only 10 miles from their old 
home. In terms of neighborhood, space, storage, 
and construction, Esther is perfectly happy. She 
now sees newer products and finishes that she 
would prefer, however; and she would like to 
add a dishwasher, and sliding doors from the 
family room to the patio. 

Family #3: Tony and Mary bought their first 
house 10 years ago primarily because they and 
their four children were squeezed for space in a 
rental dwelling. They had decided that buying 
would be a better deal economically than rent
ing. (Mortgages were then at 4.5 percent.) 

Because Mary does not drive, they looked 
first for a neighborhood with easy access to 
stores, church, etc. Finding that they could not 
afford the older, service-rich suburban villages, 
they gladly chose to buy in the city neighbor
hood where they had both grown up, within a 
few blocks of park, zoo, busline, church, and 
school. 

During a 10-month hunting season they 
looked inside about eight houses. Their primary 
requirement was space-both indoor and out
door living and play space . (Their household has 
since grown to 10 people.) They were willing to 
settle for an older, not very well maintained 
house with old-fashioned equipment in order to 
get many large rooms, a large kitchen, a large 

livingroom with a fireplace, a large yard, and a 
full basement for storage. 

This family wants and would be willing to 
pay for another full bathroom on the second 
floor and a toilet in the basement. (The house 
has only one bathroom.) Mary would also 
strongly prefer to have all laundry facilities up
stairs adjacent to bedrooms. She objects to a 
layout that forces all traffic through the living
room, and they find the chopped-up wallspace 
hard to furnish against. They are well pleased 
with the neighborhood, and have added some 
living space and improvements to the house, al
though Tony needs more time to do all the main
tenance. 

Tony: "I always said I'd never buy a house 
without a front porch, and I don't have one, and 
I miss it. I'd like to sit on it and drink beer and 
holler at my neighbors." 

Family #4: Born and bred in Buffalo, Anne 
and her children were lonesome on the West 
Coast, so when a business venture there failed, 
she and her husband and two teenaged children 
returned, living at first with relatives. 

Their purchase of a home was motivated 
primarily by the need to get away from an over
crowded and very difficult living situation. They 
did no house-hunting, however, but snapped up 
a favorable financial deal that came along on an 
older house. 

Anne was miserable in her new house for 
the first 2V2 years; furnace and gutters gave out; 
windows leaked; bus transportation was incon
venient and they had to buy a car; and she dis
covered filth and poor maintenance under a ve
neer of good looks. During the past year, with 
the children old enough to drive and some major 
repairs made, she has begun to enjoy the house 
and neighborhood. She is still pleased with the 
economics of the move. 

She particularly dislikes a long narrow bath
room that makes her feel "closed-in," and would 
prefer a tub and separate shower to a combined 
arrangement. She also dislikes having a small 
kitchen that will not accommodate a dishwasher, 
and that forces them to have all their meals in 
the dining room. 

Anne has owned three other houses and has 
rented once. She says: "You COUldn't give me an 
apartment. If you have an argument with your 
husband or children, the next-door neighbor 
hears every word!" 

Family #5: Phil had been working in Cali
fornia and enjoyed living there, but changes in 
his business allowed him to accommodate his 
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family's keen desire to return to family and 
friends in their native Buffalo. 

Phil returned a month ahead of his family to 
find a house. He looked first for a neighborhood 
that would provide easy access to her old teach
ing job for his wife, who does not drive. Having 
found the ideal neighborhood, he looked at 15 
houses in an attempt to find the same features 
they enjoyed in California. He could not find 
what he wanted, and found prices much higher 
than when he had left Buffalo. When he got a 
reasonable estimate from a contractor, he de
cided to build a house like the one he had 
owned on the coast, and found a lot in that 
neighborhood. 

The house he is building for himself, his 
wife, and two teenaged sons has three bed
rooms; a large dressing room ; lavatory, and 
shower off the master bedroom; 15-foot closets 
in both the master bedroom and the dressing 
room; a step down living-room, a large foyer 
with double-door front; a family room with a 
wood-burning fi replace ; a well-laid-out kitchen 
with an island range and an eat-at counter-top; 
an attached garage, and carpeting throughout. 
Unlike his house in California, this house will 
have a full basement, which he wanted mainly 
for the resale value in this part of the country. 

Other than preferring slightly larger bed
rooms for his children, Phil is perfectly satisfied 
with his house (now under construction) and 
with the neighborhood. 

Family #6: Jim and Arlene, both jobholders 
in their 50's, have owned nine houses and made 
12 moves during their married life. Last year 
they bought a lot and a modular home, assem
bled to suit their changed requirements for mini
mum upkeep and maximum effic iency. 

Before their last move, they looked at sev
eral houses, and tried to negotiate a house trade 
in order to avoid a realty fee. They felt that they 
knew exactly what they wanted after all their 
homeowning, house-hunting years and their 12 
moves. Their focus was on acquiring a smaller 
house and yard ; the reduced amount of time re
quired for upkeep would permit them more free 
time for golf and other interests; beyond that, 
their essential requirement was for two bath
rooms and two bedrooms. They also got a Pull
man kitchen for maximum efficiency, a living 
room, a dining room, a garage, and a half-base
ment as a concession to resale value. Although 
they looked in other areas, when they decided to 
build they chose a lot in the same neighborhood 
as their last house. 
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They both felt that the modular building al
lowed them to get exactly what they wanted, 
with the exception of a wOQ.O-burning fireplace
an exception that was Arlene's only regret. They 
were pleased with the convenience of the quick, 
ready-to-move-in assembly method that requi red 
no construction loan-the mortgage begins at 
the date of completion-and allowed them to 
avoid the escalation of construction costs over 
time. 

Arlene: "When you're young , you like a big, 
beautiful house, you're proud of it; and then all 
of a sudden you discover that there are things 
more important." 

Summary: It is notable that several issues 
that one might have expected such a group to 
discuss were not directly raised. We suggest that 
the meaning of these omissions be considered. 

For example, none of the participants men
tioned privacy as a requirement in a home, al
though one woman complained about the lack of 
it in apartment living. No one mentioned acci
dent safety as an issue. None of the participants 
had given any conscious consideration to 
security when looking for a home, perhaps be
cause they were used to taking it for granted. 
One man who had suffered an armed robbery in 
his home had since become more security-con
scious, though he still rejected such elaborate 
measures as an alarm system as being poten
tially dangerous if not ineffective. Bike theft was 
discussed as being a major problem in one 
neighborhood, yet the same people were some
what lax about locking doors and windows in 
their houses. 

The participants had given very little thought 
to the use of professional inspection services; of 
the total of 19 housing purchases that had been 
made by these participants, inspection services 
had been bought for only one transactioo On 
California, where presale inspection for a nomi
nal fee is an institution of the real estate busi
ness), and one other man recalled using an ap
praiser once for a housing deal that had not 
gone through. Yet maintenance problems and re
pair costs, soundness and reliability of housing 
equipment-especially in older houses-and 
their own ignorance of such technical matters 
were conscious concerns of these people, and 
considerable interest was expressed in the Cali
fornia presale inspection system. 

Two more items are worth noting here. First, 
there was a general feeling against high realty 
fees, and a tendency to dispense with a realtor's 
services in both buying and selling houses. Sec

, 



ond, although time did not permit an exploration 
of this topic, one man correctly pointed out after 
the meeting that how people shop for the money 
to buy homes is strongly linked to what they 
look for in housing. 

Because this exploration was organized as a 
small informal workshop rather than as a survey, 
we caution against generalizing broadly about 
market preferences from these indications. The 
results of this workshop are presented as a stim
ulus to fresh thinking about housing preferences, 
and for their value in suggesting a shape, a 
focus, or a point of departure for other work
shops, research, or surveys. 

Perceptions of the Poor 

It was our early and obvious hypothesis that 
the poor had little choice with regard to their 
housing; their preferences as consumers were 
likely to be significantly constrained. We felt it 
important not only to make judgments based on 
our experience or only to cite the literature-

Where I Live Now . . . 

3 bedroom townhouse with no basement. Yard adjoined 
to neighbor's, landscaping ugly. No shopping facilities 
close by, the closest is 7 blocks uphill in Corals Hill, 
Md. and 27 blocks away in the District. Schools & 
churches are close by. Bus transportation is available 
thirty minutes during rush hour and available every 45 
minutes until 11 :30 pm and every two hours until 6 am. 
Very small bedrooms and 230 units of cinder block. 

I live in a 33 stories high building that looks like the 
"Tombs" city prison in New York. The elevator faces 
the back of the building and is dangerous because we 
have had muggings and robberies in It. I don't like 
heights but didn't have no other alternative. The rooms 
are large and the apartment itself is not so bad but 
there is a constant banging on the front door due to the 
air from the elevator that makes one go mad at times. 

I would not like to move out of my neighborhood, be
cause as a born leader I want to have an input In 
upgrading the community. I feel that I have something 
to give and would encourage our people to remain and 
make the community what you want It to be. 

I live in a 2-bedroom apartment in a 3-story brick 
building, 12 families to an outside doorway, 3 outside 
doorways for each building, 36 families to a building. 

e.g., the Austin Oaks Project, funded by HUD
but somehow to tap representative opinions of 
poor people. Accordingly we assembled a panel 
of six people, chaired by a project team member 
with long experience in working with citizen 
groups and eliciting community participation. 

The panel did include an ethnic and geo
graphic cross section. The results of that panel, 
presented here, show trends, preferences, or 
change that are common knowledge to many 
people. The notable characteristics of these data 
are that they provide pragmatic and firsthand in
formation . It identifies a whole range of concerns 
most Americans never have to consider about 
their housing choices. Emerging from this panel 
(and confirmed by our general experience in the 
low income housing field) is the stark, hard
nosed realism pervading every answer to ques
tions concerning the individual's housing prefer
ences. Responses to "Where I live now . . . If I 
could move ..." illustrate this fact. The poor are 
expressing preferences to have the same things 
the non poor take for granted. 

If I Could Move . .. 

3 bedroom with basement (semi-detached) front and 
back yard. Far Southeast or Northeast area in the 
District. Access to bus line, schools, churches, hos
pital and shopping facilities. 

I would buy a three bedroom house accesslbfe to 
transportation. Plumbing and wiring should be In 
good working condition. I would like to stay in the 
vicinity I live now if agreeable with my son or 
maybe go along with his preferences. I would like 
my house to be surrounded by shades of green 
trees and flowers even in the middle of city. It should 
have a porch and the painting should be In bright 
colors. It should be facing the corner of the street 
where we have access to all transportation and 
other facilities in the city. 

Remain in same neighborhood because I am a born 
leader. Rent, because at my age I don't foresee of 
ever completely owning. Single or duplex not more 
than 2 family dwelling. My children are growing up. 
House-3 bedrooms sound construction and foun
dation. Take in consideration schools, business, 
recreation, social upgrading . 
At my age I would prefer to rent. If public housing 
were available in scattered site housing that is what 
I would take. My position as chairman of a state
wide public housing tenants organization it is neces
sary for me to be a public housing tenant. I would 
miss the excitement. 
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Table 1 presents a list of concerns of the 
panelists in response to the first question put 
them: What's wrong with your housing today? 

Table 1. What's Wrong With Your 
Housing Today? 

• 	 No day care facilities near housing. 
• 	 Need space for social service agencies in projects. 
• 	 Not enough square feet in and out. 
• 	 Not enough bedrooms. 
• 	 Bedrooms too small. 
• 	 Car damage and vandalism. 
• 	 No recognition of tenant participation. 
• 	 No central heating. 
• 	 Shortage of available standard housing. 
• 	 Poor design. 
• HUD area office not responsive. 
• 	 Poor administration: misuse of funds; maintenance 

(lack of attention, adequate numbers of employees, 
and high cost); no understanding and knowledge of 
low-income problems; not enough HUD representa
tives or contact with HUD representatives; unfair 
leases; lack of grievance procedures. 

• 	 Poor management of local housing authorities. 
• 	 Not enough bathrooms or absence of. 
• 	 Poor construction and materials. 
• 	 Crowding/density. 
• 	 Screens and elevators vulnerable (security guards 

needed) . 
• 	 Running water. 
• 	 Not enough low income housing (Kentucky). 
• 	 No roads/bad repair-rural areas. 
• 	 Security deposits too large. 
• 	 Bad sites for housing-isolation. 
• 	 lack of recreation facilities and community (elderly 

and youth) meeting rooms. 
• 	 Rent too high as percent of income. 
• 	 Power failures/generators. 
• 	 Fire hazard-no insurance available inside. 
• 	 Elevator operations unsafe. 
• 	 One family units. 

Out of this list, one can draw a few conclu
sions that many non poor might also define, e_g., 
not enough bedrooms, bedrooms too small. But 
the largest part of this list of problems deals 
with safety or security factors and with the man
agement of the housing in which they live. The 
issue of control, automatically conveyed by own
ership and sought by tenants' organizations, is a 
primary concern. We do not suggest homeowner
ship as a panacea-the dire problems in pro
grams to provide low income housing for 
purchase pOints up the need for consumer edu
cation and preparation. But as a preference, the 
poor want to control their living environment and 
are most frustrated by problems in this area. 

We asked this panel ~o rank their problems, 
and the results are presented in Table 2. We 
also asked them to rank their priority desires, 
which are presented in Table 3. Against these 

problems and desires, the prospect of consumer 
preferences expressed in terms of second 
homes, town houses vs. single family dwellings, 
or a market responding to specialized segments, 

Table 2. Priority Ranking of Problems as 
Perceived by Tenants 

1. 	Poor administration-tenant and management 

relations 


2. Not enough public housing 
3. Bathrooms-running water 
4. Maintenance and security 
5. Poor construction 

Table 3. Priority Ranking of Desires as 
Perceived by Tenants 

Priority Desi res 
1. large enough rooms 
2. Enough bedrooms 
3. Washing machines 
4. More windows 
5. 	 Sewage systems 
6. Spacious kitchens 

Other Desires 
Electric outlets 

. Enough closets 
Separate kitchens 
Air conditioning 
Better appliances 
Soundproof walls 
Hardwood or carpeting 
One or two levels 
Standard fixtures 
Circuit breaker 

seems scarcely relevant. 
As suggested earlier, upper income people have 
almost unlimited choice vis-a-vis construction, 
localities, design, density; (relatively) cost is not 
a factor. Middle income people perceive real 
choices, although obviously they are somewhat 
constrained. Poor people, almost universally, do 
not perceive themselves as having choices (see 
Table 4). They express feelings of powerless
ness on those elements usually confirming con
sumer preference options. As Tables 1, 2, and 3 
show, the primary preference is for improved 
maintenance, administration, etc. Beyond these 
desires, the preference of low income consumers 
is similar to that of middle income renters or 
homeowners-the house itself and the environ
ment in which it exists in terms of schools, secu
rity, quality of construction, cost, design, and 
density are significant. 
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Table 4. Do You, or Do You Not, Have a 
Choice Regarding . .. 

Number of People 
Choice No Choice 

Quality of Construction 2 5 
Location 2 5 
Design 1 6 
Cost 2 5 
Density 3 4 

Research Needs and Public 
Intervention 

A tentative research agenda has been orga
nized by major topic, with initial items of interest 
included under those topics. Some of these 
would provide basic information, useful to many 
involved with the issues of consumer choices 
and preferences in housing, from HUD to devel
opers to consumers. Others seem to be an entry 
into a potentially promising line of inquiry, but 
some of these questions suggest answers that 
are of particular import to a sharper definition of 
appropriate government action. 

The research agenda is tentative because of 
the need for HUD to determine how much of 
such information would be useful to them, and 
because such an agenda would be aided and 
sharpened by wider discussion. Nonetheless, it 
may be useful to have such a beginning, since 
this area of consumer preferences in housing is 
so fragmented and unorganized in what is 
known. 

Variety and Flexibility of Housing Needs and 
User Requirements 

Housing requirements vary for all types of 
households-nuclear families, extended families, 
sibling families, one parent families, and elderly 
citizens. Each group will differ in the value they 
place on space, number of rooms, privacy, com
munity, security, community facilities, access to 
commercial areas, and exterior private space. 

Four areas of research are suggested to 
yield a broader definition of housing needs. 

• The influence of FHA Minimum Property 
Standards on such factors bears careful research. 

• The definition of generic minimum space 
requirements, for different family units, is 
needed. 

• The definition of services, external to the 
dwelling unit, required by different types of fami

lies would further aid in establishing consumer 
preferences. 

• Identification of internal and external pri
vacy requirements related to different life styles 
is needed. 

While some of this research could be under
taken by private rather than government groups, 
the definition of the impact of Minimum Property 
Standards as a constraining influence on variety 
should be a Federal effort as should the estab
lishing of generic space (and perhaps furnish
ings and services) requirements. 

As more or less space is required by the 
family, in response to changing life cycles or 
economic circumstances, the dwelling unit 
should be flexible and adaptable to size and 
configuration changes. In order to accommodate 
these concepts, the minimum user requirements 
of potential residents need to be defined. 

Thus, the Federal research in terms of vari
ety and flexibility of needs and user require
ments would be twofold: 

• To establish the impact of Federal stand
ards; and 

• To define, normatively, generic minimum 
requirements for a variety of family unit types. 

Community Tradeoff Decisions 

Security emerged as a pervasive concern of 
low income people interviewed in this project. 
Further research is needed into concepts such 
as "defensible space" and the overall concept of 
enhancing security through environmental de
sign. Specific issues include: 

• Preferred tradeoffs in apartments or mul
tifamily housing, between space, amenities, and 
communal facilities. 

• Design features that enhance security, 
the feeling of security, and a sense of commu
nity. This might test the extensions of Oscar 
Newman's work in terms of its transferrability to 
other areas related to housing, e.g., communal 
or contiguous recreation space, public commu
nity facilities, work places. 

• Definition of a "social impact" statement, 
dealing with the impact of a proposed develop
ment on the existing social structures, the proj
ected security and convenience of potential 
residents, the privacy and social interaction re
quirements of potential residents, and the mix of 
family types. 
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Because the Federal Government is already 
in the position of issuing standards and has 
funded much of the initial work on "defensible 
space," it is best equipped to coordinate these 
areas of research and communicate current in
formation. Within the framework of a federally 
monitored research agenda, State and local au
thorities could be encouraged and funded to un
dertake specific research projects. 

Proposed Governmental Roles 

Consumer Primacy: A constantly recurring 
question in the course of our work was why HUD 
wanted to know about consumer preferences 
and what they would do with the information. 
The foregoing research suggestions define an in
itial research program. However the governmen
tal role in the consumer preference and choice 
area is broader than sponsoring research. 

The present structure of the housing market 
obscures identification of whose preferences are 
being dealt with under the area of consumer 
preferences. For many consumers, there is an in
termediary between their expressions of prefer
ences and a message to producers. For some, 
this means the housing authority or the manage
ment of a project expresses preferences-rather 
than the consumer. For others, it means that de
velopers express preference decisions or re
sponses by building for some anonymous 
"average man." In both cases, consumer prefer
ences are ignored or distorted. 

Indeed, for the poor, where choice is always 
constrained and sometimes nonexistent beyond a 
take-it-or-Ieave-it dichotomy, the Federal Govern
ment has already begun to take the single most 
responsive consumer preference decision possi
ble. Experiments such as the "housing allow
ance" program, programs that shift the purchas
ing power to the consumer (and away from 
intermediate or landlords with effectively captive 
tenants) reassert the primacy of consumer 
choice. For beyond the question of user require
ments, housing with flexibility, and providing for 
tradeoffs, the critical question is whether the ac
tual consumer has a choice. 

Better Information: Another key role that 
can be played by government is in the facilita
tion of better, more timely, and more complete 
information. One of the assumptions on which 
the efficient functioning of a free market econ
omy rests is full and accessible information for 
economic decisions. That is, to the extent that 
we expect normal supply and demand interaction 

to accommodate consumer preference, then we 
must insure that such information is available. 
Thus, the Federal Government or State agencies 
might sponsor clearinghouse activities in whic.h 
information for producers and consumers IS 

available on financing alternatives and availabil
ity, land costs, land use plans and constraints, 
housing types available, cost ranges, guidelines 
for rental/purchase decisions, standards on ma
terials and construction techniques, minimum 
user requirements (as for space, services, envi
ronment), product safety guidelines, standa~d 
housing package definition (e.g., do houses In 
this State typically include a refrigerator?), and 
identification of tradeoff alternatives. 

Such clearinghouses might serve two pur
poses-first, to give consumers and producers 
information; and second, to allow government to 
monitor the efficient functioning of the market. 
Thus, if a particular group's needs (whether the 
poor, the old, the young, the handicapped) were 
not well met, government agencies could focus 
on improving that situation. At the same time, 
where needs were being adequately met, no ac
tion would be taken. 

If such information and monitoring are to 
work, one further step would be nec~ssary. ~p
propriate criteria for government Interventlo~ 
would need to be defined. Definition of such Cri

teria would be essential to making responses to 
problems of appropriate scale, intensity, and du
ration. That is, response might well be necessary 
to the housing needs created by a tornado, a 
Hurricane Agnes, to a 25 percent increase in 
college students, and to an influx of senior citi
zens. But the responses will be different, fitted to 
the specifics of the housing need and the range 
of activities already available to meet it. 

Information Uses by Different Institutions: 
Finally, a summary of the potential uses of better 
consumer preference information by different 
groups is outlined below. 

By the Federal Level: 

• To identify gaps between desires and 
what the market is providing 

• To pinpoint portions of the market not 
now being well served 

• To identify problems more specifically
land costs, financing costs, codes, etc. 

• To verify that Federal housing assistance 
programs are responding to current needs 

By States and Localities: 

• To identify appropriate State or local ,em
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phasis, in adapting the Federal functions to their ble, i.e., choices along a continuum rather than 
level among discrete "sets" of packages 

• To identify particular State or local con • To provide explicit response to consumer 
straints on meeting consumer needs concerns about environmental impacts, social 

• To identify and implement positive aids impacts, product safety, and construction quality 
to meeting consumer needs better, from land use 
planning to clearinghouses Demographic Analyses 

By the Industry: Population Trends and Projections 
• To 	 enable developers and builders to 

provide for consumer desires far more accu Total Population: By the year 1980, the pop
rately ulation of the United States is expected to be 

• To improve, in terms of the physical approximately 224 million, representing an in
structure, the interior space and amenities, and crease of nearly 20 million, or about 9.5 percent, 
in relation to community services over the 1970 population of 204,879,000. The 

population projected for 1990 is approximately 
By Consumers: 246.5 million, an expected growth of about 22.5 
To provide a wider range of consumer million, or 10 percent over 1980. By contrast, the 

choices increases for the 1950-1960 and 1960-1970 
• To improve the level of tradeoffs possi- decades had been 18.5 and 13.4 percent 

Figure 1 

Age Distribution of the Population, 1972 to 1990 
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No. 493, December 1972, Table 2, p. 187 
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respectively.l This diminishing rate of population 
growth results from the most striking of recent 
demographic trends, i.e., a sharply declining 
birth rate since the mid-1960's. A definite shift in 
desired family size appears to be emerging. 2 

Changing Age Structure of the Population: 
The declining birth rate will have considerable 
impact on the future age structure of the popula
tion. Figure 1 shows the projected 1980 and 1990 
population pyramids superimposed on that of 
1972. As indicated, the segments of the popula
tion under 15 years of age will diminish from 27 
percent of the total in 1972 to 23 percent in 1980 
and rise slightly to 24 percent in 1990. However, 
the 25-34 age group will grow from 13 percent 
to 16 percent of the 1980 total and 17 percent in 
1990. In absolute numbers that growth will be 
from 27 to 37 million, to 42 million. 

The 25-34 age group is the most important 
one for household formation, and as 1980 ap
proaches it is likely that each year a progres
sively larger portion of the population will be en
gaged in household , formation; this condition 
will continue, although less dramatically, through 
1990. However, between 1980 and 1990, the 
35-44 age group will show the most pronounced 
growth, increasing from 11 percent to 15 percent 
of the total or 11.6 million in actual numbers. 

Number of Households and Age of Head: 
The Bureau of the Census has projected that in 
1980 the number of households (defined as the 
same as the number of occupied dwelling units) 
will be about 77 million, an increase of close to 
14 million, or 22 percent, over 1970, and reflect
ing a rate of increase faster than the rate of 
population growth.3 In 1990 there will be some 
90 million households, an increase of about 13 
million, or 17 percent, over 1980. 

Figure 2 shows how the total number of 
households has been distributed by the age of 
the head in the recent past, and how it is likely 
to be distributed through 1990. Households in 

1 U.S. Bureau of the Census, Current Population Reports, Series 
P-25, No. 493, December 1972, pp, 1-9. This Is the most 
recently revised Series E projection which uses the estl· 
mated July 1, 1972 population as the base. The Series as
sumes an average cohort fertility rate of 2.1, which In light 
of recent data seems the best one to choose. The Series 
further assumes "no disastrous war, widespread epidemic, 
major economic depression, or similar catastrophe." The 
mortality and Immigration (400,000 per year) assumptions are 
the same for each Series. 

2 Donald J. Bogue, Principles 01 Demography, New York : John 
Wiley and Sons, Inc., 1969, p. 139. 

3 U.S. Bureau of the Census, Current Population Reports, Series 
P-25, No. 476, February 1972, pp. 8-9. Series 1 of the house
hold and family formation projections were used. Series 1 
assumes that rates of change in headship rates will be the 
same as those from 1957 to 1969. 
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Figure 2 
Projected Number of Households by Age of Head 
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Source: 	 U.S. Bureau of the Cansus, Current Population R!OOrt! Series P-25, No. 476, 
Tabl, 7, P. 25. 

the 25-34 year age group will show the most 
striking increase until 1980. While they were 18.6 
percent of the total in 1970, by 1980 they will 
comprise some 23 percent. They will show an 
absolute increase of approximately 6.6 million 
households, or nearly half of the 14 million 
growth increment to 1980. We are clearly enter
ing the era of the young married household, 
After 1980, the 35-44 age group will show the 
sharpest growth. It will increase in that decade 
from 17 percent to 22 percent of the total, or by 
more than 6 million households. 

Figure 3 

Distribution of Households by Size 
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Size of Households: Past trends in the dis
tribution of households by size category are 
graphically illustrated in Figure 3. The largest 
group, two person households, have remained 
relatively constant at about 30 percent of the 
total. One person households have been steadily 
increasing, having reached 17.5 percent of the 
1970 total. 4 

In 1971 the average size of all households 
was 3.14 persons; 3.08 for white and 3.67 for 
black (see Table 1). 

Type of Households: While the primary fam
ily, husband-wife household has been, and in the 
next decade will remain, the most important 
household type, it has become a smaller part of 
the total since 1960, as has the portion of all 
households in the primary family group. House
holds headed by a primary individual are becom
ing more important. Similarly, unrelated individu
als comprising a household have become a 
larger portion of the population and will consti
tute 8.1 percent by 1980. These changes are de
tailed in Tables 2 & 3.5 

Spatial Distribution of the Population 

Regional Patterns: During the decade of the 
1960's the balance of the American population 
has shifted from the Northeast and North Central 
regions toward the South and West. While all re
gions experienced absolute increases in popula
tion, these have been much larger in the South 
and especially the West (14.2 and 24.1 percent, 
respectively) . However, in all sections except the 
West, the total increment was accounted for al
most entirely by natural increase. Only in the 
West was there a significant gain through net mi
gration: Nearly half of that region's gain of 6.75 
million was derived from people moving into the 
States comprising the region. 6 Table 4 details 
the regional distribution of the 1970 population, 
and estimates to 1990. 

The interregional redistribution patterns of 
blacks and whites varied considerably between 
1960 and 1970. The white population has been 
increasing faster in the South and West, with 
about one-third of the increment due to net mi
gration. The other two regions had negative net 
migration of whites, their entire white population 

• Social 	 Statistics Publication. second draft (unpublished report) 
Office of Management and Budget. Statistical Policy Division. 
January 1972. 

• Current Population Reports. No. 476. Table 6. 
8 	General Statistics Related to Housing and Urban Development . 

Part X. 1971 HUD Statist/cal Yearbook. U.S. Department ot 
Housing and Urban Development. Washington. D.C. 

Table 1. Average Population per Household 
and Family, by Type and Race: March 1971 

Average Population Per Unit 
United 

Type States White Negro 

Households 3.14 3.08 3.67" 
Families 3.60 3.52 4.31 

Husband/wife 
families 3.66 3.60 4.33 

Families with 
female head 3.33 3.01 4.22 

Other families 
with male head 2.97 2.84 3.73 

Sub-families 2.79 2.65 3.31 

• Average 	 population per household combines Negro and 
other races . 

Source : 	 Department of Commerce. Bureau of the Census. 
Current Population Reports. Series P-20. No. 233. 
" Household and Family Characteristics: March 1971." 

Excerpted from: General Statistics Related to Housing and 
Urban Development. p. 301. 

gain having come from natural increases. Blacks 
have continued their movement from the South 
to the other regions of the Nation, especially the 
Northeast and West, where their numbers ap
proximately doubled. These interregional 
changes are detailed in Table 5. 

Urbanization: The United States has become 
more urbanized in recent decades. In 1950, 56.1 
percent of the Nation's population lived in 
SMSA's; by 1970 that percentage had increased 
to 68.6, with some 40 percent of the total living 
in SMSA's of over 1 million. The most pro
nounced growth has taken place in metropolitan 
areas of the 1 to 3 million range. The number of 
people living in areas of that scale increased be
tween 1960 and 1970 from 29.8 million to 42.9 
million, accounting for over half of the total na
tional increase for the decade. 7 Table 6 summa
rizes the general urbanization trends of the last 
20 years. 

Within those general trends, the concentra
tion of the black population in urban areas has 
been especially pronounced . As late as 1940, the 
South contained three-quarters of the Nation's 
black population, over half of which resided in 
communities of less than 2,500 inhabitants. By 
1968 some 69 percent of the black J::opulation 
was to be found in metropolitan areas.8 

, Social Statistics Publication . op . cit. 
' E. S. Lee. et al.. An Introduction to Urban Decentralization Re

search. Oak Ridge : Oak Ridge National Laborato ry. 1971. 
p. 10. 
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Table 2. Households, by Type and Race: March 1971 
(000) 

United 
States % White % Negro .% Other % 

Type of Household Distri- Distri- Distrl- Distrl-
Number bution" Number bution" Number bution" Number butlon" 

All Households 64,374 100.0 57,575 100.0 6,180 100.0 619 100.0 
Primary families 51,823 80.5 46,456 80.7 4,885 79.0 482 77.9 

Husband/wife 44,704 69.4 41,067 71.3 3,227 52.2 410 66.2 
Other male head 1,250 1.9 1,052 1.8 184 3.0 14 2.3 
Female head 5,869 9.1 4,338 7.5 1,473 23.8 58 9.4 

Primary 
Individuals 12,551 19.5 11,119 19.3 1,295 21.0 137 22.1 

Male head 4,385 6.8 3,761 6.5 537 8.7 87 14.1 
Female head 8,166 12.7 7,358 12.8 758 12.3 50 8.1 

"Component percentages may not precisely equal sub-total percentages because of rounding decimals. 

Source: Department of Commerce, Bureau of the Census, Current Population Reports, Series P-20, No. 233, "Household and 
Family Characteristics : March 1971." 

Excerpted from: General Statistics Related to Housing and Urban Development, p. 301. 

Table 3. Percent Distribution of Households by Type 

All 
Percent" Families 

Households Ratio to Unrelated 
Primary Families Total Individuals 

Other Number as Percent 
Total Husband/ Male Female Primary Individuals of of Total 

Year (000) Total Wife Head Head Total Male Female Household Population 

1960 52,799 85.0 74.3 2.3 8.4 14.9 5.1 9.8 85.4 6.1 
1965 57,251 83.3 72.6 2.0 8.7 16.6 5.7 10.9 83.6 6.3 
1970 62,874 81.2 70.6 1.9 8.7 18.7 6.3 12.4 81 .5 7.2 

Projection 
Series 1 

1975 70,078 80.0 69.7 1.7 8.6 19.9 6.8 13.1 80.1 7.6 
1980 77,296 79.2 69.1 1.6 8.5 20.8 7.3 13.5 79.3 8.1 
1985 84,213 78 .6 68.8 1.5 8.3 21.4 7.7 13.7 78.7 8.4 
1990 90,057 78.1 68.6 1.5 8.0 21.8 8.0 13.8 78.3 8.6 

• Sub-total percentages may not add to precisely 100 percent because of rounding. 


Source: U.S. Bureau of the Census, Current Population Reports, Series P-25, No. 476. 


Table 4. Regional Distribution of the Population 

1970 • 1980 Projected b 1990 Projected b 

Number % Number % Number % 
(000) of Total (000) of Total (000) of Total 

Northeast 49,041 24.1 54,688 24.4 58,207 23.6 
North Central 56,572 27.8 60,516 27.0 65,113 28.4 
South 62,795 30.9 69,033 30.8 77,445 31 .4 
West 34,804 17.1 39,895 17.8 45,875 18.6 
Total" 203,212 100 224,132 100 246,639 100 

• Percentage totals may not equal 100 percent because of rounding decimals. 

Source: (a) U.S. Bureau of the Census, Census 01 Housing: 1970, General Housing Characteristics, U.S. Summary, Table 4 
(b) 	Thomas C. Marcin, Projections 01 Demand lor Housing by Type and Region. Agriculture Hand Book No. 428, U.S. 

Department of Agriculture, Forest Service, 1972, p. 73-76. 
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Table 5. Components of Population Change: 1960 to 1970 

Net Change Natural Increase Net Migration 
Number 1960 to 1970 Number 1960 to 1970 Number 1960 to 1970 

Region and Race (000) percent (000) percent (000) percent 
United States 23,862 13.3 20,841 11.6 +3,020 1.7 

Northeastern 4,322 9.7 3,998 8.9 324 0.7 
North Central 4,958 9.6 5,709 11.1 -752 -1.5 
South 7,825 14.2 7,232 13.2 593 1.1 
West 6,756 24.1 3,902 13.9 2,855 10.2 

White 18,781 11.8 16,496 10.4 2,284 1.4 
Northeastern 2,744 6.6 3,264 7.9 -520 -1.3 
North Central 3,649 7.6 4,910 10.2 -1,272 -2.6 
South 6,851 15.8 5,045 11.6 1,806 4.2 
West 5,547 21.5 3,278 12.7 2,269 8.8 

Negro 3,801 20.1 3,886 20.6 -85 -0.5 
Northeastern 1,314 43.4 702 23.2 612 20.2 
North Central 1,126 32.7 744 21.6 382 11 .1 
South 753 6.7 2,132 18.8 -1,380 -12.2 
West 609 56.1 308 28.4 301 27.7 

Source: Department of Commerce, Bureau of the Census, News Release CB 71-34. 

Excerpted from : General Statistics Related to Housing and Urban Development, p. 299. 


Table 6. Population in SMSA's by Size: 1950 to 1970 

Total U.S. 
All SMSA's 
3,000,000 or more 
1,000,000-3,000,000 
500,000-1,000,000 
250,000-500,000 
Less than 250,000 
Outside SMSA's 

Percent of U.S. Total 
All SMSA's 
3,000,000 or more 
1,000,000-3,000,000 
500,000-1,000,000 
250,000-500,000 
Less than 250,000 
Outside SMSA's 

(000) 
1950 1960 1970 

Areas Areas Areas 
(168) (212) (213) 

Central Central Central 
SMA City SMSA City SMSA City 

150,697 179,320 203,212 
84,501 49,413 112,885 58,006 139,342 63,824 
29,463 18,142 31,763 17,828 37,658 18,947 
14,978 7,575 29,819 12,708 42,923 15,854 
12,399 7,745 19,215 10,127 21,935 10,790 
14,593 7,806 15,829 7,751 19,761 8,750 
13,069 8,145 16,259 9,592 17,065 9,472 
66,197 66,435 63,870 

Percent Percent Percent 
of of of 

Population Population Population 
in in in 

Central Central Central 
City City City 

100.0 100.0 100.0 
56.1 58.5 62.9 51 .4 68.6 45.8 
19.6 61.6 17.7 56.1 18.5 50.0 

9.9 50.6 16.6 42.6 21.1 36.9 
8.2 62.5 10.7 52 .7 10.8 49.2 
9.7 53.5 8.8 49.0 9.7 44.3 
8.7 62.3 9.1 59.0 8.4 55.5 

43.9 37.1 31.4 

SMSA-Standard Metropolitan Statistical Area. In 1950 SMA-Standard Metropolitan Area-was used. See technical notes 
for description. 

Source: Calculated from 1950 Census of Population, Volume I, Tables 27, 28; 1960 Census of Population, Volume III (D), Table 1; 
1970 Census of Population, and Housing PHC(2)1, Table 9. 

Excerpted from: O.M.B., A-2. 
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The regions of the Nation have varied in 
their degree of urbanization. The Northeast, pre
viously the most urbanized, has been surpassed 
in recent years by the West. The South, while 
historically the least urbanized is changing at a 
faster rate than other regions.9 These trends are 
summarized in Figure 4. 

Figure 4 
Percent of Population Urban by Region 
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Projections indicate that by 1980 some 77 
percent of the Nation will reside in metropolitan 
areas of over 100,000 (54 percent in metropolitan 
areas of over 1 million). In the decade of the 
1970's the absolute increment in the population 
of metropolitan areas of over 100,000 is proj
ected to be 30 million. By 1990, 83 percent of 
the population will reside in metropolitan areas 
of over 100,000, and 50 percent will live in areas 
of over 1 million. In the decade of the 1980's, 30 
million persons will be added to the population 
of metropolitan areas of over 100,000.10 

Intrametropolitan Redistribution: Within met
ropolitan areas population growth has taken 
place largely in the suburban rings surrounding 
central cities. Between 1960 and 1970, the popu

• Social Statistics Publication, op. cit. 
10 	Work of Jerome E. Pickard, reported in Peter A. Morrison, Di

mension 01 the Population Problem in the United States. 
Santa Monica: RAND, 1972, p. 24. Pickard used the Series 
E projections. 
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lations of central cities remained approximately 
constant for the nation at large, although there 
were variations between regions: General cities 
in the Northeast actually lost population (-3.3 
percent), those in the South and North Central 
regions showed slight gains (1.1 percent and 2.8 
percent), and central cities in the · West showed 
an 8.9 percent increase. Nationally, the suburban 
population increased by 33.5 percent with in
creases in the South and West on the order of 
45 percent. Generally, the white population of 
central cities declined (in the Northeast by as 
much as 9.3 percent). The black population of 
central cities increased during the decade by 
about one-third, with the fastest rate of increase 
being in the North Central and Western regions. 
Interestingly, the rate of increase for the black 
population has been faster in suburban rings than 
in central cities, although this was, of course, on 
a much smaller baseY General trends in the 
population of central cities are shown in Table 7. 

Income and Expenditure 

Income: The real per capita disposable in
come for the population over 18 years of age 
has been steadily increasing since 1950. The av
erage rate oJ increase has been 2.55 percent per 
year. In real money terms the figure stood at 
$2,720 in 1950, rose to $3,350 in 1960, and in 
1970 reached $4,503, an increase of 65 percent 
over two decades.12 

In 1971 median family income was $10,285. 
For the white population, median income was 
$10,672, slightly higher than the Nation as a 
whole, while black families had a lower median 
income of $6,440. Furthermore, black income has 
been rising more slowly in recent years than 
white. From 1969 to 1971, white family income 
rose from a median of $9,794 to $10,672 in 1971, 
a 9 percent increase, while black family income 
rose from $5,999 to $6,440, a 7 percent 
increase.13 It is not surprising, then, that the dis
tribution of families of each race across the in
come spectrum is strikingly different, with whites 
being much more concentrated toward the 
higher end than blacks. See Figure 5. 

11 Morrison, op. cit., p. 29. 

"Thomas C. MarCin, Projection 01 Demand tor Housing by Type 01 


Unit and Region, U.S. Department of Agriculture Forest Ser
vice, Agriculture Handbook No. "428, 1972, p. 10. Figures 
are In 1967 doliars. 

13 General Statistics, op. cit., Table 319. 

http:increase.13
http:decades.12
http:100,000.10


Figure S 

Distribution of Families by Level of Money Income and by Race of Head, 1971 


Percent of 
families 

30 

2. " 26 I ..... .......... 
2. II ............... White 

22 / 
20,. / 

16 ,. 
12 

10 -- Black 

Under 3,000 5,000 7,000 10,000 15,000 
3.000 to to to to "d 

4,999 6,999 9,999 14,999 

I ncome ranges 

Source: 	 General Statistics Related to Housing & Urban Development, 
Table 319, p. 303 

been spent on the operation of households, in
cluding furnishings, equipment, and services. In 
recent years, clothing and shoes have accounted 
for slightly more than 8 percent, food and bever
ages 21 percent, automotive and automotion 
goods and services 13 percent, and all other 
goods and services just over 28 percent.14 

Housing Consumption 

Housing Starts: At the national level, the 
total number of all housing units produced each 
year between 1964 and 1970 ranged from 1.4 to 
1.9 million. Most interestingly, the proportion of 
the yearly totals represented by conventionally 
built structures, especially one-unit structures, 
has declined substantially, while the portion rep
resented by mobile homes has considerably in
creased, such that it is presently a full 20 per
cent of the total 15 (see Figure 6). Within the 
category "5 or more units," generally 80 percent 

Table 7. Population Change Between 1960· and 1970, By Race and Residence 

Percentage Change in Population, 1960-70 
All North 

Residence Regions Northeast Central South West 

All Races 

United States 13.4 9.1 11.0 13.5 24.2 
Metropolitan Areas 17.0 7.3 17.3 21.7 27.8 
Inside Central Cities 1.5 -3.3 1.1 2.8 8.9 
Outside Central Cities 33.5 17.4 35.7 46.8 44.0 
Non-Metropolitan Areas 7.1 16.2 1.8 5.9 15.0 

Whites 

United States 11.8 6.6 8.9 14.3 21.5 
Metropol itan Areas 14.3 4.6 14.1 21.0 24.2 
Inside Central Cities -5.4 -9.3 -7.5 -3.4 2.8 
Outside Central Cities 32.3 16.3 34.9 48.5 40.8 
Non-Metropol itan Areas 7.7 14.0 1.9 8.0 14.8 

Blacks 

United States 24.0 42 .9 40.7 10.0 69.9 
Metropol itan Areas 35.4 37.5 43.9 24.2 61.3 
Inside Central Cities 32.8 35.5 42.1 20.5 52.0 
Outside Central Cities 45.5 45.7 58.0 34.7 91.0 
Non-Metropolitan Areas 3.1 183.6 1.2 -2.0 214.3 

Source: U.S. Bureau of the Census, Current Population Reports, Series P-23, No. 37, June 24, 1971, calculated from Table A 
and Table 2. 

Excerpted from: Peter A. Morrison, Dimensions 01 the Population Problem in the United States, RAND, 1972. p. 29. 

Expenditure: As Table 8 shows, since 1950, 
and especially since 1960, there has been a re
markable consistency in the way Americans allo
cate their personal consumption expenditure 
over several major categories; since 1968 there 
has been virtually no change. Expenditures for 
housing services have generally been about 14.5 
percent of the total, and just slightly less has 

of structures had less than 20 units 16 (see Table 
9). 

H Ibid., Table 324, p. 306. 

15 Social Statistics Publication, op. cit., A-4. 

16 General Statistics, op. cit., Table 345. 
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Figure 6 

Distribution of Starts by Number of Units in Structure 
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The regions of the Nation show considerable 
variation in the types of housing that have been 
supplied in recent years. The South, for example, 
purchases a disproportionately large share of 
mobile homes, and for the last several years has 
been rapidly increasing its share of the total 
consumption of mobile homes 17 (Figure 7). The 

Figure 7 
Mobile Homes Shipped To Dealers by Region 
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11 Ibid., Table 352. 
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South also purchases the largest share of new, 
single-family units and has recently been in
creasing its share, as has the West, although to 
a somewhat lesser degree; in 1971 these two re
gions together registered 68 percent of all new
home sales 18 (Table 10). Indeed, the South has 
dominated all housing construction in the last 
decade, accounting in most years for about half 
of all starts, public and private 19 (Figures 8 and 
9). 

Figure 8 
New Privately Owned Units Started, Including Farm Housing, 1963-1971 
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Figure 9 
New Publically Owned Housing Unit5 Started by Region 
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Table 8. Distribution of Personal Consumption Expenditures 1950-71 

Year 

1950 
1955 
1960 
1965 
1967 
1968 
1969 
1970 
1971 

Total 
Personal 

Consump
tion Ex

penditures 
(billions 
of dollars) 

191.0 
254.9 
325.2 
432.8 
492.1 
536.2 
574.5 
616.8 
664.9 

(%) 
Housing 
Services 

11 .1 
13.2 
14.2 
14.7 
14.6 
14.4 
14.5 
14.7 
14.9 

(%) 
Total 

16.7 
15.8 
15.5 
15.7 
15.8 
14.2 
14.5 
14.0 
14.0 

Household 

(%) 
Furnish
ings & 
Equip
ment 

7.4 
6.5 
5.8 
6.2 
6.4 
5.0 
5.0 
4.8 
4.8 

Operation 

(%) 
Seml-

Durable 
Furnish-

Ings 

4.3 
3.7 
3.5 
3.5 
3.5 
2.3 
2.3 
2.2 
2.2 

Percent· 

(%) 
Serv
ices 

5.0 
5.5 
6.1 
5.9 
5.9 
7.0 
6.9 
7.0 
7.0 

(%) 
Cloth
ing & 
Shoes 

10.3 
9.0 
8.4 
8.3 
8.6 
8.6 
8.6 
8.4 
8.5 

(%) 
Food & 
Alco
holic 

Bever
ages 

28.2 
26.4 
24.7 
22.8 
22.0 
21 .5 
20.8 
21 .4 
20.5 

(%) 
Auto

mobile 
& Auto
motive 

Goods & 
Services 

12.9 
14.0 
13.3 
13.4 
12.7 
13.4 
13.4 
12.6 
13.5 

(%) 
Other 

Goods & 
Services 

20.7 
21 .5 
23.8 
25.0 
26.2 
27.8 
28.4 
28.7 
28.4 

• Totals across columns may not equal 100 percent because of rounding decimals. 
Source: General Statistics Related to Housing and Urban Development, Table 323, p. 306. 

Table 9. Distribution of Privately-Owned Apartment Buildings Started, 
by Number of Housing Units in the Building 

1971 

Number of Buildings 
(000) 

1970 1969 1968 1965 
Percent Distribution 

1971 1970 1969 1968 1965 
Total 

5 to 9 units 
10 to 19 units 
20 to 29 units 
30 to 49 units 
50 units or more 

48.9 
22.1 
17.5 

5.2 
2.4 
1.7 

31 .8 
14.3 
11.4 

3.2 
1.5 
1.4 

35.5 
16.7 
12.3 

3.3 
1.8 
1.3 

32.4 
15.8 
10.5 

2.8 
1.9 
1.3 

24.3 
10.6 
8.2 
2.8 
1.8 
1.0 

100 
45 
36 
11 

5 
3 

100 
45 
35 
10 

5 
5 

100 
47 
35 
9 
5 
4 

100 
49 
33 
8 
6 
4 

100 
44 
34 
11 

7 
4 

Source: Department of Commerce, Bureau of the Census, Construction Reports, Series C-20. 
Excerpted from : General Statistics Related to Housing and Urban Development, p. 320. 

In the years since 1960, a growing portion 
of all single and multifamily housing starts have 
been subsidized through government programs, 
reaching a peak of 29.4 percent of the 1,466,920 
units begun in 1970, (the percentage fell to 20.8 
percent in 1971),20 

Not surprisingly, the rate of increase in the 
number of housing starts since 1950 has been 
faster inside SMSA's, and especially in the sub
urban rings of metropolitan areas. The number of 
units outside of SMSA's has actually declined,21 
Figure 10 summarizes the past trends in the 
number and location of the Nation's housing 
units. 

20 Anthony Downs, Summary Report, Federal HousIng Subsidies: 
Their Nature and Effectiveness and What We Should Do About 
Them, October 1972. 

21 U.S. 'Bureau of the Census, Census of Housing : 1970, General 
Housing Characteristics, United States Summary, pp. 1- 7. 

Number of Units and Distribution of Housing 
Stock Characteristics: The 1970 Census of 
Housing 22 reported a total of 67,699,084 year
round housing units in the nation which were 
distributed by region as follows : 

Northeast 16,197,862 
North Central 18,675,232 
South 20,883,566 
West 11,942,424 

What is most remarkable about the differ
ences between the regions with respect to such 
characteristics as the number of units in struc
tures, size of units, and numbers of occupants is 
that they are minimal. The Northeast may be said 
to be a region of many multiunit structures. The 
West shows the strongest preference for units 

22 u .s. Bureau of the Census, Census of Housing : 1970, Detailed 
Housing Characteristics, United States Summary, pp. 1-230. 

-------- - - - - -- . 
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Table 10. Sale of New One-Family Homes by Region, 1963-1971 


Number of Homes 
(000) Percent Distribution" 


1971 1970 1969 1965 1963 1971 1970 1969 1965 1963 

All Regions 656 485 448 575 560 100 100 100 100 100 

Northeast 82 61 62 94 87 12 13 14 16 15 

North Central 127 100 97 142 134 19 21 22 25 24 

South 270 203 175 210 199 41 41 39 36 35 

West 176 121 114 129 141 27 25 25 22 25 


" Percentage totals down columns may not equal 100% because actual numbers on wh ich percentages are based are given 
in rounded thousands. 

Source: Bureau of the Census, Construction Reports , Series C-25. 
Excerpted from : General Statistics Related to Housing and Urban Development, Table 354, p. 324 


Figure 10 

Number of Housing Units by Urban Location, 1950-1970 
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with more than one bath. A significant portion of 
units in the South still lack some or all plumbing. 
But with respect to many housing preferences 
the regions are rather homogenous, as can be 
seen from the data in Table 11. 

Tenure: Owner-occupancy rates have been 

rising since 1940, reaching 62.9 percent in 

1970 23 (See Table 12). The rate, however, varies 

according to several important characteristics: 


.. Social Statistics Publication, op. cit., A-3~. 

Age-The percentage of households owning 
their homes varies with age of head, reaching a 
peak for the 45 to 54 age group, and declining 
slightly thereafter (Figure 11). 

Figure 11 

o....,..,-Occupancy by AIII' of ltIe Held 01 HouMllold, 1970 


Pe.cenlol 
houHhotd 

ownin, 
h_ 

100 


90 


25- 30- <D 55
29 66
.. .. 'N"

" 
AIIII 0' IMad 

Sou.",,: OMB.O.... 

Income-Owner-occupancy rises as income 
increases (Figure 12). 

Race-In 1970, 41.6 percent of black house
holds were owner-occupants. However, the rate 
for black households residing inside SMSA's, 
38.5, is considerably lower than the 48.3 percent 
rate for those residing outside SMSA's.24 Figure 
13 shows that between 1960 and 1970 the owner
occupancy rate for nonwhites went up some
what faster than for whites. 

Location-Owner-occupancy outside SMSA's, 
at 7004 percent, is substantially higher than in
side, where it is 59.3 percent.25 There is also 
variation between regions : 

Northeast 57.6 

North Central 68.0 

South 64.7 

West 59.0 26 


" U.S. Bureau of the Census, Census 01 Housing: 1970, General 
Housing Characteristi cs, pp. 1--6. 

., Ibid. 
2. Ibid., pp. 1-9. 
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Table 11. Selected Characteristics of the Housing Stock, by Region, 1970 

Median 
Total With With Number 

Number Structures More More Median of Lacking 
of In One- Structures of 5 or Than 1 Than 3 Number Persons Some or 

Year- Unit of 2-4 More Bath- Bed- of Per all Plumbing 
Round Structure Units Units room rooms Rooms Unit Facilities 
Units % % % % % % 

Northeast 16,197,862 54.3 23.3 22.4 25.3 47.9 5.1 2.7 3.9 
North 

Central 18,675,232 72.1 16.4 11.5 25.4 50.3 5.1 2.7 6.2 
South 20,883,566 78.1 12.1 9.8 26.5 47.0 4.9 2.7 11 .9 
West 11,942,424 70.2 12.9 16.9 34.3 43.3 4.7 2.5 3.3 
U.S. 67,699,084 69.4 16.1 14.5 27.3 48.0 5.0 2.7 6.9 

Source: U.S. Bureau of the Census, Census of Housing: 1970, Detailed Housing Characteristics, U.S. Summary 1-235, Table 21; 
and General Housing Characteristics, U.S. Summary 1-9, Table 1. 

Table 12. Owner and Renter Occupied 
Housing Units: 1940 to 1970 

(000) 

1940 1950 1960 1970 

Number 

Total 34,855 42,826 53,024 63,417 
Owner 15,196 23,560 32,797 39,862 
Renter 19,659 19,266 20,221 23,555 

Percent 

Total 100.0% 100.0% 100.0% 100.0% 
Owner 43.6 55.0 61.9 62.9 
Renter 56.4 45.0 38.1 37.1 

Excerpted from: O.M.B. A-3. 

Figure 12 
Owner-Occupancy Rate by Income of Household, 1970 
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Figure 13 
Owner-OCCUpClncy Rate by Race of the Head of Household, 1950- 1970 
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Source; 	OMB, 0-5 and General Statistics Related to Housing & Urban Development, 
Table 337 

Appliances and Equipment: In 1970 most 
dwelling units were heated by warm air fur
nances or by steam or hot water equipment. The 
exact distribution of heating equipment is as 
follows 27: 

% of Units 
Type Equipped 

Steam or hot water 20.3 
Warm-air furnace 42.4 
Built-in electric units 5,2 
Floor, wall or pipeless furnace B,7 
Room heater with flue 11.6 
Room heater without flue 5.B 
Fireplace, stoves or portable heaters 4.B 
None 1,0 

Income per year 
21 u.s. Bureau of the Census, Census of Housing: 1970, Detailed 

Source: OMB, 0-4 Housln\l Characteristics, United States Summary, pp. 1-288. 

---...,.---- 
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There are several major home appliances 
and types of equipment whose use has become 
quite widespread 28: 

% of units 
Type Equipped 

Air conditioning 35.8 
Clothes washing machine 71.1 
Clothes dryer 41.7 
Dishwashers 18.9 
Home food freezer 28.2 
Television 95.5 

15-19 20-24 25-29 
One-Unit 
Structures 35.6 46.4 60.0 
Multiunit 
Structures 58.3 49.0 37.8 
Mobile units 6.9 4.6 2.2 

Using the distribution of households by age 
of head projected by Census Series E, and as
suming an annual growth rate of 3.6 percent, 31 
Marcin has projected the average annual de
mand for the 1970-80, and 1980-90 decades, by 
type of unit, for the entire Nation 32 : 

Total all 
Types 

1970-1980: 
Number (thousands) 2,432.6 
Percent 100 
1980-1990: 
Number (thousands) 2,584.1 
Percent 100 

Marcin has further broken up the projected 
national demand into its regional components. ' 
The regional distribution of units demanded by 
type for the year 1980 and the year 1990 is de
tailed in Table 13. 

Sources: Consultant Interviews (by ADL or 
Consultant) 
I. D. Terner Massachusetts Institute of 

Technology and Principal 
MASSDESIGN, Cambridge, 
Mass. 

2' Ipid., pp. 1-235. 

" Marcin, op. cit., p. 19. 

30 Ibid. 

31 Ibid., p. 7 and p. 9. Marcin's Series 3 has been used here. 

32 Ibid ., p. 20. 
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Projections of Housing Demand: Historical 
data indicate that different age groups are prone 
to demand different types of housing (i.e., one
unit, multiunit, mobile homes). Demand for one
unit structures is highest among the middle-aged 
groups; demand for multiunit dwellings is highest 
in the younger groups, who are also the most 
important occupants of mobile homes. 2 9 Data 
from 1960 illustrate the general case. 

Housing type occupancy rates in the United 
States by age 30 class for 1960: 

Age Class 
30-34 35-44 45-54 55-64 65+ 

69.1 73.9 71.8 68.3 67.5 

29.3 25.0 27.2 30.6 31.3 
1.6 1.1 1.0 1.1 1.2 

Conventionally Built 
All One- Multi- Mobile 

Starts Unit Unit Units 

1,938.1 
79.7 

2,069.1 

80 


Richard Bender 

Michael Brill 

John Heiman 

David Hattis 

Ezra Ehrenkrantz 

1,087.4 850.7 494.5 
44.7 35 20.3 

1,363.1 706.1 514.9 
52.7 27.3 20 

Professor of Environmental De
sign, University of California 
(Berkeley) 
President, Buffalo Organiza
tion for Social and Technolog
ical Innovation and Professor 
of Architecture and Environ
mental Design, State Univer
sity of New York ~t Buffalo 
Executive Vice President, E. M. 
Warsburg, Inc., New York, N.Y. 
Executive Vice President, Build
ing Technology, Inc., Silver 
Spring, Md. 
Ehrenkrantz & Associates, New 
York, N.Y. 

-------~--- ... -, ...---"" - ... --_ .... - - ,.,. -. 
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Joel Zingesser 

Richard O'Neill 

Stanley Heckman 

Douglas A. Windes 

David Pellish 

Manager, B. A. Berkus, Wash
ington, D.C. 
former Editor, House and 
Home Magazine 
Executive Vice President, The 
Richards Group; Director of 
Marketing and Vice President, 
Ryan Homes; Director of Mar
keting, Levitt and Sons 
National Association of Home-
builders; National Association 
of Mobile Home Manufacturers 
New York State Urban Devel
opment Corporation 
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Associate Professor, Massa
chusetts Institute of Technol
ogy Deputy Director, Harvard-

C 
0 
'01 
Q) 

D: 
» .c 
of e. » 
I
» .c 
'tS~ 

c 
C'CI 

E 
Q) 

Q 
el 
C 
'iii 
::s 
0 
J:-0 
UI 

e 
.Q 
u 
2 
ti 
e 
0 
U 

~ 
Ol 
Z 

0;", 
Ol 

I9~ 
of
f-

OC\lDOCO 

"C 
OlCOC")t--Nm,...T""r-,...

e ~ 
I ttl 00 
~ '2 ~ .'§ 
"::> 0::> oco","C')co 

::E ~ ~gj~~~ 

O"lltNOllt)
Z-O>aiNr--:C\i 
~~-q-r-.-r--.." 
u 

~ OOcov""" 
-~~g~~ 

.
e 

::> ococococo 
a>1OC')mC")cD"'C CJ) ,... C') Ll) ('I') 

e e .... o ro (j)"'".
.25 ~~~~~ 
t:. ~T""C\I..qC\l 

QOCOCOLl)
C)N(oU)<D

"C O>C"'J""" ...... v 
~- ,..",l!! 

(tj 5;§ OOMMCO 
+-,..c CX)COO>MLOo ~ 0> ('t)...,. t--..q
f ~ .... 

DIOCOT"'".q
"C o>COO"d"LO 
e met)tOo>lO 
ro~~",l!!
::J'e;
2::J oo..q-OC\l
I ooCO<ovco _ ~'V<OO>L() 

0,
<C 

" .2 
0> 

'"a: 
." 
c;: 
III 

'" Cl. 
>. 
t

>. 
.Q 

0>.:: 
'" 2cci:r:l ........ 
0 - .
."c. 
c;:c. 

'" -E'""' .....Q~ 
(00) 
CI).~ 

.~ ~ 
;;00 
.~ ..... 
0" ... "0.. ~ 

0 

"LJ..'0 ~ 
~ "III ~
::;:E 
. " (,) .g 

.. OJ 
"'<C
E 
0
.<:0 
f-_ 
.. c: 

" "e E 

" 0 
00 

Nelson Foote 

John Coleman 

Lee Rainwater 

Ira Glick 
Robert Phelps 
Dan Tunstall 

Ralph Johnson 

Bill Dawson 

Alfred Eckersburg 

Mike Levitt 

Phil Bobrow 

Alan Thornton 

Mort Hoppenfeld 

MIT Joint Center for Urban 
Studies 
Chairman, Department of So
ciology, Hunter College 
Harvard-MIT Joint Center for 
Urban Studies 
Harvard-MIT Joint Center for 
Urban Studies 
Social Research, Inc. 
U.S. Forest Service 
Office of Management and 
Budget, Office of Statistical 
Analysis 
National Association of Home-
builders Research Foundation, 
Washington, D.C. 
Vice President, Descon/Con
cordia, Montreal, Canada 
Vice President, Real Estate Re
search Corporation, Chicago, 
III. 
Housing America, Washington, 
D.C. 
Architect and Planner, Mon
treal, Canada 
Director, Marketing Analysis 
Division , HUD 
Rouse Corporation, Columbia, 
Md. 
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John McGarahan 

Allen W. Cox 

Lawyer, New York City, former 
counsel, HBA 
Market Research Manager, 
Homebuilding Product Division 
Owens/Corning Fiberglas 
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Don Morganroth Market Development Group, 
Owens/Corning Fiberglas 
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Martin Baker 	 Demov, Morris, Levin and 
Shein, New York, N.Y. 

Ben Evans 	 National Academy of Sciences, 
Building Research Advisory 
Board 

James Haecker 
Lowden Wingo Resources for the Future 
Robert Dubinsky The RAND Corporation 

Participants in Low Income Panel, Washing
ton, D.C. 

Mrs. Flora Rich, Pittsburgh Metropolitan Tenants 
Organization 
Mrs. Gloria L. Jackson, Eastgate Housing Proj
ect, Washington, D.C. 
Mr. Jim Hunsaker, Eastern Kentucky Housing De
velopment Corporation 
Mr. J. Lincoln Durand, Massachusetts Tenants 
Organization 
Mrs. Maria Nieves, Eastside Branch, Metropolitan 
Council on Housing, New York, N.Y. 
Mrs. Lorelia Carter Brown, Housing Allowance 
Demonstration Project, Kansas City, Mo. 

Participants in Homeowners Panel, Buffalo, 
New York 

Family # 1 
2 adults aged 25-35; 2 young children 
Annual income: $40K 
Co~ of house: $60K 
Year of purchase: 1972 
Husband: retailing 
First home purchased 
Family # 2 
2 adults aged 46-55; 1 teen, 1 young adult 

Annual income: $18K 
Cost of house: $32K 
Year of purchase: 1965 
Husband: steelworker (and landlord) 
Wife: stenographer (and landlady) 
First home purchased 
Family # 3 
3 adults; couple 36-43; 7 children 
Annual income: $12K 
Cost of house: $11,300 
Year of purchase: 1963 
Husband: State investigator 
First home purchased 
Family # 4 
2 adults aged 56-65; 2 college age children 
Annual income: $10K 
Cost of house: $23K 
Year of purchase: 1970 
Husband & Wife: restaurant managers 
Third home purchased 
Family # 5 
2 adults aged 46-55; 2 teens 
Annual income: $20K 
Cost of house: $43K 
Year of purchase: 1973 
Husband: controller 
Wife: teacher 
Fourth home purchased 
Family # 6 
2 adults aged 56-65; no children 
Annual income: $37,600 
Cost of house: $32K 
Year of purchase: 1972 
Husband: accountant 
Wife: teacher 
Ninth home purchased 
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The Role of Federal Housing 
Programs in the Community 
Development Process 

By Gail D. Shelp, 

and Ursula A. Guerrieri, 

co-author of the third section 

ICF, Incorporated 

Trends in Population Migration, 
Growth and Mobility 
Introduction 

The necessarily limited space allotted in this 
report for discussion of population issues pre
cludes exhaustive investigation of the topic. 
There is a vast body of literature that measures 
and evaluates past and future population devel
opments. This chapter highlights the major, and 
to those conversant in the field, perhaps familiar 
population statistics-migration, growth, and mo
bility. 

Population phenomena are critical to analy
sis of community development and decline be
cause the magnitude and density of population 
concentrations help determine the rate at which 
resources (such as land, housing, and energy) 
and public services (such as transportation, sani
tation, and education) will be consumed. The 
composition of the population affects the mix of 
resources and services used, and helps deter
mine the financial ability of the community to 
support continued development. In addition, the 
size of the community, its geographic location, 
the character and mix of economic activity, and 
its particular stage of growth or decline also af
fect the development/decline process. 

Population "effects" on community develop
ment/decline occur principally through migration 
and natural population growth. Migration is the 
movement of persons or households from one 
place or locality to another. It includes both 
long-distance and short-distance moves, which 
means it includes moves from one neighborhood 
to another as well as moves from one State to 
another. Thus it encompasses some of the more 
controversial and noteworthy shifts in population 

such as urban to rural moves, intrametropolitan 
moves, and intermetropolitan moves. Natural 
population growth is the ultimate result of the 
fertility and mortality rates of a stable popula
tion. 

Migration and natural growth can increase 
the concentrations of people in certain areas 
and help cause other areas to decline. Migration 
may have a more dramatic effect on community 
development than natural increase because it 
can effect relatively sudden alterations in the de
mographic and socioeconomic character of a 
community. The second order consequences of 
these increases or decreases in population in
volve the demand for housing, commercial devel
opment, public services, and employment. The 
demand or lack of demand for such services and 
amenities shape the community development 
process. 

Migration 

Frequency of Population Migration: The 
United States is characterized by relatively high 
levels of residential migration. Residential mobil
ity rates-the percent of population changing 
residence annually-are about two to three times 
higher in the United States than in other coun
tries where comparable data are available.1 A 
comparative study of the United States, England, 
Scotland, and Japan shows an average residen
tial mobility rate in the United States of 20 per
cent, an average rate of between 10 and 12 per
cent for England and Scotland, and an average 
rate of 8 percent for Japan. 

An average American is likely to change 
residence 13 times in a lifetime.2 Comparatively 
high, the U.S. residential mobility rates have 
been generally stable since 1948.3 These data, 
however, reflect changes of residence that ac
tually are realized-a survey of public attitudes in

1 See: Larry H. Long, "On Measuring Geographic Mobility," 
Journal 01 the American Statistical Association, Washington, 
D.C., September 1970. 

2 Bureau of Census, "Movers by Type of Mobility as Percent of 
the Population 1 Year Old and Over for the United States: 
1948-1970," Current Population Reports, U.S. Department of 
Commerce, Series P-20, No. 210, Jan. 15, 1971; and Larry 
H. Long, "New Estimates of Migration Expectancy in the 
United States," Journal 01 the American Statistical Associa
tion, Washington, D.C., 1973. 

3 	 Bureau of Census, "Movers by Type of Mobility as Percent 
of the Population 1 Year Old and Over for the United States: 
1948-1970," op. cit. A separate study conducted by Henry 
S. Shryock, Jr., noted that the exception to this trend oc
curred during the DepreSSion when the annual migration 
rate was only about 2.4 percent. See Henry S. Shryock, Jr., 
Population Mobility Within fhe United States, Community & 
Family Study Center, Chicago, 1964. 
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dicates that more people may intend or want to 
move more often than they actually do.' 

Distance of Population Migration: Migration 
involves both long- and short-distance moves. 
Table 1 shows the percentage of the population 
changing residence by distance of move from 
March 1970 to March 1971. 

As indicated on Table 1: 

• Sixty-four percent of all residential 
moves are within the same county. 

• Thirty-six percent of all migrants move 
across county boundaries-about half change 
States and half do .not. Further, the propensity of 
Americans for short-distance moves has been 
relatively constant since 1948.5 

Types of Migration: Stability in both the mo
bility rate and the propensity for short (intra
county) movement should not create the impres
sion that the' migratory patterns are simple. 
There is, on the contrary wide variety in the 
types of migration. Particularly important are the 
following categories: 

• Metropolitan to metropolitan. 
• Nonmetropolitan to metropolitan. 
• Metropolitan to nonmetropolitan. 
• Nonmetropolitan to nonmetropolitan. 
• Intrametropolitan: center city to suburbs, 

within center city, suburbs to central city, within 
suburbs. 

Each of these migratory destination types 
is discussed in a variety of contexts in the sec
tions that follow. Unfortunately we are unable to 
present data that segregate short-distance from 
long-distance moves for each of the above cate
gories. Aggregate migration data are shown in 
Table 2, however. 

Population Growth 

The U.S. net population growth has varied 
within a narrow range since 1940. The average 

• In 	1967, John B. Lansing and Eva Mueller conducted a compre
hensive survey deSigned to distinguish between the level 
of mobility preferences and expectations and the level of 
actual migration. (Migration In the context of their study 
relers to Labor Market Areas as deli ned by the U.S. Depart
ment 01 Labor.) Their study concluded that about 20 percent 
of the respondents preferred to migrate to another Labor 
Market Area, but on:y 11 percent indicated an actual in
tention to move. The actual migration rate among Labor Mar
ket Areas Is about 5 percent-this corresponds closely to the 
level 01 interstate migration. See John B. Lansing and Eva 
Mueller, The Geographic Mobility of Labor, Survey Research 
Center, Institute lor Social Research, Ann Arbor. Mich .• 1967. 

• Bureau 	01 Census, "Movers by Type 01 Mobility as Percent 01 the 
Population 1 Year Old and Over lor the United States: 1948
1970," op. cit. 

Table 1. Civilian Residential Migration 
Between States, Between Counties, and 
Within Counties, March 1971 

Percent Distribution of Migrants 

Different County 
Total Same With 8e

Mi- Coun- in tween 
grants ty Total State States 

Total 
Migratory 
Population 
1 Year 
and Over 100.0 63.7 36.3 17.1 19.2 

Male 100.0 62.8 36.6 17.4 19.2 
Female 100.0 64.2 35.8 17.3 19.5 

Source: Bureau of the Census, "Mobility of the Population in the 
United States: March 1970 to March 1971," Current Population 
Reports, Series P-20, No. 235, U.S. Government Printing 
Office, Washington. D.C. 

annual net increase between 1939 and 1940 was 
0.9 percent. The population growth rate acceler
ated after 1945 and reached a peak of 1.8 per
cent in the mid-1950's. Since that time the an
nual net percent increase in population has 
continued to fall to near 1940 levels-in 1971 the 
percent net increase in population was only 1 
percent. 6 

Table 2. Summary of Residential Migration 
Patterns by Location 

Residential Migration, 1965-1970 
(thousands) 

Total Residential Moves 1965-1970 
(Origi nl Destination) Number Percent 

71 .558.3 100.0 

Metropol itanl 
Metropolitan 11,487.3 16.1 

Nonmetropolitanl 
Metropolitan 5,809.4 8.1 

Metropolitanl 
Nonmetropolitan 5,457.1 7.6 

Nonmetropolitanl 
Nonmetropolitan 14,806.7 20.7 

Intrametropol i tan 33,997.8 47.5 
Center City/Suburbs 5,297.3 7.4 
Within Center City 14,412.3 20.1 
SuburbslCentral City 2,103.6 2.9 
Within Suburbs 12,184.6 17.0 

Source: Bureau 01 Census, "Mob; lity lor Metropolitan 
Areas," 1970 Census 01 Population, U.S. Government 
Printing Office, Washington, D.C., May 1973; and 
Bureau 01 Census, "Mobility lor Metropolitan Areas," 
1960 Census of Population, U.S. Government Printing 
Office, Washington, D.C., 1963. 

• Bureau of Census, StatistIcal Abstract 01 the United States, 1972. 
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Figure 1 

Map Showing Spacial Distribution of Population* 


Areas with some deify 
commuting to a metropol itan 
center. 

Source: Bureau of the Census, "Metropolitan Area Definition: A 
Reevaluation of Concept and Statistical Practice," Bureau of 
the Census Working Paper No. 28, Washington, D.C., 1968. 

* Map 	 shows (1) all metropolitan areas and contiguous counties 
with some daily commuting to metropolitan area (black por
tions); (2) unpopulated areas reserved for national parks, 
Indian reservations, or with less than two persons per square 
mile (shaded portion); and (3) totally unpopulated areas. 

1 The principal distinction between "urban places or populations" 
and "metropolitan areas or populations" is based on size 
and the relationship between a central city and contiguous 

. areas. Rural areas are all nonurban areas and nonmetropolitan 
areas are all counties that do not meet the definition of 
"metropolitan." According to the 1970 census definition of 
the "urban population" it comprises all persons in (a) places 
of 2,500 inhabitants or more, incorporated as cities, villages, 
or boroughs (except Alaska), and towns (except in New 
England, New York, and Wisconsin), but excluding people 
living in rural portions of extended cities-an urbanized area 
containing one or more incorporated place; (b) unincorpor
ated places of 2,500 inhabitants or more; and (c) other terri 
tory, incorporated or unincorporated, Included In (the defini 
tion of) urbanized areas. A metropolitan area is an area 
designation used by the Office of Management and Budget 
(Standard Metropolitan Statisllcal Area) to denote a county 
or group of contiguous counties that contains at least one cen
tral city of 50,000 inhabitants or more or "twin cities" with 
a combined population of at least 50,000. Other contiguous 
counties are included in an SMSA if, according to certain 
criteria, they are essentially metropolitan in character and are 
economically and socially integrated with central cities. 

National parks, Indian reservations, 
and areas with less than 1-2 persons 
per square mile. 

Metropolitanization: Our population is con
centrating in metropolitan areas. 7 In 1900 only 
25 percent of the population resided in.. cities; in 
1972, 75 percent resided within the boundaries 
of metropolitan areas and 95 percent were within 
commuting distance.s Table 3 records the prog
ress of urbanization from 1910 until 1970. Figure 
1 presents a map showing the spacial distribu
tion of the population across the nation . 

Natural Population Growth of Metropolitan 
Areas: The precise source of the rapid growth in 
metropolitan areas is difficult to isolate. Avail
able demographic evidence suggests that metro
politan growth was caused primarily by natural 

8 Change in the definition of "urban" in 1950 to include unin
corporated places of 2,500 inhabitants or more may bias 
somewhat estimates of "urbanization." Prior to 1950, large 
or densely sellied places would not have been Included if they 
were unincorporated. Comparison of 1950 urban population 
under the old and new definitions shows a 700,000 increase 
in the estimated urban populatlon-15 percent of the adjusted 
estimate. Bureau of Census, Statistical Abstract of the Uni
ted States, 1972. 
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Table 3. Percent Distribution of the 
Population by Size of Place, 1910-1970 

Year 
1910 1930 1950 1970 

Size of Place 
Total U.S. 100.0 100.0 100.0 100.0 
Total Urban 45.7 56.2 59.6/64.0' 73.5 

Places of 
1,000,000 9.2 12.3 11.5/11 .5 9.2 

Places of 500,000
1,000,000 3.3 4.7 6.1/6.1 6.4 

Places of 250,000
500,000 4.3 6.5 5.5/5.5 5.1 

Places of 100,000
250,000 5.3 6.1 6.5/6.3 7.0 

Places with less 
than 100,000 23.6 26.6 30.0/29.7 38.3 

Unincorporated 
Parts of 
Urban Areas '/4.9 7.5 

Total Rural 54.3 43.8 40.4/36.0 26.5 

Source: Bureau 01 Census, Statistical Abstract 01 the United 
Source: Bureau of Census, Statistical Abstract of the United 
1972, 

1 Columns show urban population according to old and new 
definitions, respectively. The difference in "total U.S. all 
urban categories" is due to the residual population In unin
corporated parts of urbanized areas, not included in old 
definition. 

'Does not apply. 

population increase rather than by population 
migration. Table 4 shows the aggregate sources 
of metropolitan population growth. 

Migration Between Metropolitan Areas: The 
importance of migration relative to natural popu
lation increases as the source of metropolitan 
population growth varies among metropolitan 
areas. For example, in 11 of the 19 most rapidly 
growing SMSA's, migration accounted for more 
than 50 percent of the net population growth. In 
four others, migration accounted for less than 10 
percent." Further, Table 5 shows, of the total 
number of migrants to metropolitan areas, the 19 
most rapidly growing metropolitan areas and the 
relative contribution of migration to growth. A 
majority of people-especially long-distance mi
grants-comes from other urban areas,lO rather 
than from rural areas. 

• Bureau 	 of Census, Statistical Abstract of the United Stales, 
op. cit. 

1. Peter A. Morrison, Dimensions of the Population Problem in the 
United States, A Working Paper Prepared for the Commission 
on Population Growth and the American Future, Rand Corpora
tion, Santa Monica, February 1971. However, the major source 
of metropolitan population growth generally is natural popula
tion increase rather than migration. See William Alonso, 
"Policy Implications of Intermetropolitan Migration Flows," 
Proceedings from Regional Economic Development Research 
Conference, U.S. Department of Commerce, Washington, D.C. 
April 1972. 

Table 4. Total Metropolitan Population 
Growth: Source of Growth 

Number 
(thousands) Percent 

Total Population Growth: 
All Metro Areas 19,824 100.0 
Sources of Growth: 

Natural Increase 
«Births)-(Deaths)) 15,019 75.8 
Net Migration 4,805 24.2 

Source: Bureau of Census, Statistical Abstract, U.S. Gov
ernment Printing Office, Washington, D.C., 1972. 

Table 5. Distribution of Population Growth 
by Source by Selected SMSA-1960-1970 1 

Net 
Population Migration 

Change Net Percent 
1960-1970 Migration of Net 

(thousands) (thousands) Increase 
9480 3514 37.1 

Metropolitan Area 
Los Angeles 993 253 -5.5 
New York 834 -87 -10.4 
Washington, D.C. 797 417 52.3 
Chicago 758 10 1.3 
Anaheim-Santa Ana 716 551 77.0 
Houston 567 310 54.7 
Philadelphia 475 45 9.5 
San Francisco 461 183 40.0 
Detroit 438 -48 -11.0 
Dallas 437 243 55.6 
San Jose 422 283 67.1 
Atlanta 373 200 53.6 
Miami 333 254 76.3 
San Bernardino 333 218 65.5 
Minneapolis-SI. Paul 332 99 29.8 
San Diego 325 169 52.0 
Seattle 315 184 58.4 
Phoenix 304 188 61.8 
Baltimore 267 52 19.5 

Source: Bureau of Census. Statistical Abstract, U.S. Gov
ernment Printing Office, Washington, D.C., 1972. 

1 SMSA's selection wao based on largest net population 
change among metropolitan areas with populations 
greater than 1,000,000. 

We also know that the amount of migration 
between metropolitan areas is substantially 
greater than the amount of migration from rural 
areas to metropolitan areas. This trend is likely 
to continue because: 

• The rate of all rural migration is declin
ing. 

• The total U.S. population is becoming in
creasingly concentrated in metropolitan areas so 
that rural areas will contain a smaller portion of 
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the total population and, thus, cannot generate 
large numbers of migrants. 

As the concentration of the population into met
ropolitan areas continues, rural migration will ac
count for increasingly less migration, while inter
metropolitan migration will grow. 

Nonmetropolitan Migration: The rate of 
migration from nonmetropolitan areas to metro
politan areas, has declined in recent years.u 
Between 1950 and 1960, 5.5 million (or 10 per
cent of the total 1950 nonmetropolitan popula
tion) migrated to metropolitan areas. Between 
1960 and 1970, the comparable figure was only 
2.2 million people, or 3.6 percent of the 1960 
nonmetropolitan area population.1 2 

Intrametropolitan Population Migration and 
Growth: The sustained growth of metropolitan 
areas both from without (immigration) and within 
(natural population growth) conceals a good deal 
of intrametropolitan area movement. For exam
ple, there was substantial migration between 
suburbs in our metropolitan areas. Further, large 
numbers of persons left central cities for sub
urbs in the same metropolitan areas. Few per
sons left suburbs for any central city, however, 
although there appears to be a substantial num
ber of persons who move among neighborhoods 
within the same central city. This movement 
within metropolitan areas varies substantially by 
age and by income. Further, the amounts and 
kinds of internal movement vary widely from one 
metropolitan center to another. 

Table 6 indicates the distribution of intrame
tropolitan area changes in residence for the en
tire country. As shown, population movement is 
concentrated within central cities and between 
central cities and suburbs. Although movement 
from central cities to suburbs frequently appears 
in the literature of urban growth as a major deter
minant of urban growth patterns, these data do 
not indicate that such movement accounts for a 
large fraction of all changes in residence. A sub
stantially larger portion of all intrametropolitan 
migration appears to result from moves by cen
tral city residents to different neighborhoods 

11 Peter A. Morrison, Dimensions of the Population Problem in 
the United States, op. cit. 

,. The increasing migration of urban dwellers to suburban fringes 
is hidden somewhat by the tendency ot urban areas to in
crease In land area. Between 1960 and 1970 the total area 
defined as urban increased 40 percent to 35,000 square 
miles. See: Advisory Committee to the Department of Housing 
and Urban Development, op. cit. Moreover, the percentage 
of urban population residing in unincorporated areas ex
ceeding 2,500 population has· increased 53 percent during 
the 1960-70 period. Bureau of Census, Statistical Abstract 01 
the United States, 1972. 

within the same city. Of all city dwellers who 
changed residence during 1960 to 1970 about 
three times as many relocated in cities as moved 
to suburbs. Table 7 shows the propensity for mi
gration among all subareas within metropolitan 
areas based on survey data between the years 
1960 and 1966. 

Table 6. Movers Within Metropolitan Areas 
Between 1965 and 1970 

Distribution of Population 
Number 

(in thousands) Percent 

Total Metropolitan Population 139,419.0 

Mobility Status: 
Nonmovers (Same House 
in 1970) 88,124.4 
Movers (Different House 
in 1970) 51,294.6 100.0 

Intra metropolitan 33,997.8 66.3 

Within Same City 14,412.3 28.1 

From City to Suburb 5,297.3 10.3 

Within Suburb 12,184.6 23.8 

From Suburb to City 2,103.6 4.1 

Other' 17,296.8 33.7 


Source: Bureau of Census: "Mobility for Metropolitan 
Areas," 1970 Census of Population, U.S. Government 
Printing Office, Washington, D.C., May 1973. 

'Other moves include moves from one SMSA to another 
and moves from nonmetropolitan to metropolitan areas. 

Suburbanization: Within metropolitan areas, 
people have continued to show a preference for 
suburban living. During the 1960's, a substantial 
number of central cities ceased to grow and, in 
fact, lost population. Of the 292 designated cen
tral cities of Standard Metropolitan Statistical 
Areas, 130 or 45 percent recorded a loss of resi
dents in 1970.13 

The losers include 15 of the 21 central cities whose 
1960 population exceeded 500,000 persons: Chicago, Phila
delphia, Detroit, Baltimore, Cleveland, Washington, D.C., St. 
Louis, Milwaukee, San FranCisco, Boston, New Orleans, 
Pittsburgh, Seattle, Buffalo and Cincinnati. Six of these re
ported losses of 10 percent or more . . . . The only sub
stantial gains were reported by Los Angeles, Houston, Dal
las, San Antonio and San Diego." 

It appears that the relative growth of suburban 
populations has increased slightly between 
1950-1960 and 1960-1970. During the 1950 to 
1960 period, the average annual growth rate for 

13 Peter Morrison, The Impact 01 Population Stabilization on 
Migration and Redistribution, Rand Corporation, Santa Monica, 
Calif ., December 1971. 

14 Ira S. Lowry, Housing Assistance for Low-Income Urban Families: 
A Fresh Approach, The New York City Rand Institute, New 
York, May 1971. 
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Table 7. Distribution of IntrametropoJitan 
Residential Mobility by Location 

Percent 
Distri
bution 

of Most 
Recent 

Mover Group Moves, 
(Origin and Destination) 1960-1966 

Movers to the Central City 
Suburb to City (same SMSA) 1.8 
Outside SMSA to City 5.8 

Movers Within the Central City 
Same City Neighborhood (same SMSA) 19.4 
Different City Neighborhood (same 

SMSA) 23.2 
Movers to the Suburbs 

Central City and Suburb to Suburb 
(same SMSA) 18.2 

Outside SMSA to Suburb 9.8 
Movers Within Suburbs 

Same Suburban Neighborhood 7.8 
Dif~erent Neighborhood 

(same suburban community) 8.6 
Newly Formed Households Setting 
Up Initial Home 

In City 3.1 
In Suburbs 2.3 

Total, All Mover Groups 100.0 

Source: Edgar W. Butler, et aI., Moving Behavior and 
Residential Choice: A National Survey, A Report Per
formed For The American Association of State High
way Officials in Cooperation with the Bureau of Public 
Roads, University of North Carolina, Chapel Hill, 1969. 
Data based on a survey of 1,476 households in 43 
metro areas across the United States, administered by 
the National Opinion Research Center, between 1960 
and 1966. These data are consistent with similar data 
published by the Bureau of the Census. 

Standard Metropolitan Statistical Areas was 1.7 
percent compared to 3.8 percent growth in the 
suburbs; the rate of population growth outside 
central cities exceeded that of central cities by a 
margin of 3.5:1. Although between 1960 and 
1970, the average annual population growth rate 
declined for both central cities and suburbs, the 
ratio of the relative rates increased to 4:1.15 

In nearly all cases, suburban areas adjacent to 
declining central cities reported population gains that offset 
central city losses; thus, all but 22 of the nat ion's 230 
Standard Metropolitan Statistical Areas reported net growth 
in population during the decade.'· 

For selected metropolitan areas, Table 8 
shows the relative growth of center cities and 
their suburbs. As indicated in nearly every loca

"Bureau of Census, U.S. Census 01 Population, U.S. Department 
of Commerce, U.S. Government Printing Office, 1960 and 1970. 

'6 Ira S. Lowry, op. cit. 

Table 8. Relative Growth Among Center 
Cities and Suburbs in Major Metropolitan 
Areas 

(Net Change in Population, 
1960-1970) 

Total Cen-
Metropol itan Area Metro ter Sub

politan City urban 
(thou (thou (thou
sands) sands) sands) 

Metro Areas with 
Greatest Growth 

Los Angeles 993 337 656 
New York 834 113 721 
Washington, D.C. 797 - 7 840 
Chicago 758 -183 941 
Anaheim-Santa Ana 716 63 653 
Houston 567 295 272 
Philadelphia 475 - 54 529 
San Francisco 461 - 24 485 
Detroit 438 -159 597 
Dallas 437 164 273 
Metro Areas with 
Least Growth 
(With Population 
1,000,000 or 
More) 
Boston 159 - 56 215 
Buffalo 42 - 70 112 
Cincinnati 116 - 50 166 
Cleveland 155 -125 280 
Kansas City 161 77 84 
Milwaukee 125 43 82 
Newark 167 23 190 
Pate rson-CI ilton

Passaic 172 3 175 
Pittsburgh - 4 84 80 
St. Louis 258 -128 386 

Source : Bureau of Census, Statistical Abstract, U. S. Gov
ernment Printing Office, Washington, D.C., 1972. 

tion population growth is concentrated in the 
suburbs. 

The magnitude and character of outmigra
tion of people from the center city to suburbs in
dicates that: 

• The trend toward suburban living is likely 
to continue. 

• The suburban preference has limited the 
population growth of center cities in SMSAs re
gardless of sex, age, location, or level of eco
nomic opportunit¥. 

• The decision to live in suburbs will be 
based to a lesser degre~ on lower residential 
density and will depend ' increasingly on per
ceived social and economic amenities. 

Population Density: The tendency toward 
concentration of population-chiefly in metropol
itan areas-is clearly the major force shaping 
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Table 9. Distribution of MetropOlitan Population Growth by Size of Area 

Population Population 
In Each Size Class Change 

Percent 1960-1970 
Number of Total of total Total 

SMSAs, 1970 (thousands) SMSAs (thousands) 
Total SMSAs 243 139,419 100.0 19,824 


3,000,000 or more 6 37,710 27.0 4,002 

1,000,000-3,000,000 27 42,946 30.8 7,584 

500,000-1,000,000 32 21,936 15.7 3,348 

250,000-500,000 60 19,761 14.2 2,769 

100,000-250,000 92 14,973 10.7 1,892 

Less than 100,000 26 2,091 1.5 229 


Source: Bureau of Census, Statistical Abstract, U.S. Government Printing Office, Washington, D.C., 1972. 

the distribution of the U.S. population. The con Population growth also occurs at differential 
centration of population appears to be marked rates within metropolitan areas. As indicated ear
by the following trends: lier, individual metropolitan areas may have very 

different growth and migration patterns . 
• Growth and decline appear to be con Whereas, in some metro areas, populations may 

fined to a set of identifiable areas. migrate outward from the central city with little 
• The distribution of population among migratory flow outside of the SMSA, other areas 

metropolitan areas appears to be selective and may represent a much more substantial portion 
uneven-favoring the larger metropolitan areas of the intermetropolitan migration. Table 10 
and those located in the coastal regions of the shows the portion of total metropolitan migration 
United States. due to moves from other SMSA's and the portion 

• There appears to be a trend toward in due to intrametropolitan moves for selected met
creasing rates of concentration of growth around ropolitan areas. 
high growth metropolitan areas. Decline is Concentrated: Population decline 

Concentration of Growth: Between 1900 and also appears to occur in a set of identifiable 
1960, growth in metropolitan areas has absorbed counties and metropolitan areas. During the 
over 78 percent of the total U.S. population 19605, half of the 3,000 counties in the United 
growth. Since 1950, it appears that metropolitan States declined in population 1S-the majority of 
areas have absorbed all of the net population these are located in the north central and west 
growth. central areas of the United States. Figure 2 pre

Further, this generally rapid metropolitan pop sents a map showing the percentage change in 
ulation growth appears to be concentrated in a U.S. population from 1960 to 1970, metropolitan
relatively few metropolitan areas. Five metropoli areas having 100,000 population or more in
tan areas accounted for 20 percent of the total creased in population from 118.4 to 144.3 million,
net growth in SMSAs between 1960 and 1970 an increase of more than 20 percent. The re
Los Angeles, New York, Washington, D.C., Chi mainder of the nation declined in population 
cago and Anaheim-Santa Ana. Fourteen others from 61.0 to 58.9 million, 3.6 percent.'9
accounted for nearly 50 percent of the total met
ropolitan population growth. 

There also appears to be a trend toward 
concentrations of populations in major metropoli
tan areas of more than 1,000,000 inhabitants. The 

18 Peter Morrison, Dimensions of the Population Problem, op. cit.portion of the U.S. population living in these 
19 This apparent decline was due to the annexation of counties to 

areas increased from 38 percent to 44 percent existl ng metropolitan areas and the emergence of new 
metropolitan areas. Measured on a constant geographical basisbetween 1960 and 1970,17 Table 9 shows the (using projected year 2000 metropolitan boundaries) non


population growth by metropolitan size between metropolitan areas show a small gain of 0.5 million and the 

growth rate for metropolitan areas is modified to 19.8 per
1960 and 1970. 
cent. See Jerome P. Pickard, U.S. MetropOlitan Growth and 
Expansion, 1970-2000 with Population PrOjections, prep~red 

"Bureau of the Census, Current Population Report, Series, P-25, for the Commission on Population Growth and the American 
No. 427. Future, Washington, D.C., December 1971. 
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Figure 2 

PERCENT CHANGE IN POPULATION, BY COUNTIES, 1960 TO 1970 

• "..,. 
. "":::'- .._--
Gl-"' 

Source: Bureau '01 the Census, Census of Populalion and Housing, U,S, Summary, 1970, 

Future Population Growth 

Future Metropolitan Growth: The major 
force that will dominate future population distri 
bution patterns will be the continued concentra
tion of population around major growth centers. 
The growing portion of the population living in 
metropolitan areas will be accompanied by the 
broadening of metropolitan jurisdictional lines. 
The trend toward metropolitan populations above 
1 million is also likely to continue. It is estimated 
that by the year 2000, 65 percent of the popula
tion will live in metropolitan areas of greater 
than 1 million population.20 Table 11 shows Bu
reau of the Census projections to the year 2000. 

The combined effect of concentrated popu
lation growth and broadening jurisdictional 
boundaries on population distribution appears to 
be: (1) the development of a series of continuous 
regions of development, and (2) increased pres
sures on the metropolitan environment that result 
from an increase in the per capita demand for 

2. Jerome P. Pickard, op. cit. 

goods and services-both public and private
disproportionate to the growth in population. 21 

Jerome Pickard, in his recent projections for the 
Commission on Population and the American Fu
ture, estimated that 26 to 29 major growth re
gions will likely develop, dominated by two 
major growth corridors-the Atlantic Seaboard 
Urban Region and the Lower Great Lakes Urban 
Region. The next largest region will be the Cali
fornia region, a continuous coastal strip with a 
projected population of 35 to 42 million. The 
emergence of major "growth corridors" will in
tensify the already disparate distribution of popu
lation between metropolitan and nonmetropolitan 

21 For example, while the U.S. population Increased at 13 percent 
between 19S0 and 1970, the total volume 01 goods and serv
ices grew at about SO percent; total energy used grew at 50 
percent; total number 01 car-miles driven grew at 40 percent. 
(Jerome Pickard, op. clt.). Between 1960 and 1970, total ex
penditures by Federal, State, and local government gr~w at 
nearly 400 percent. Total per capita government expend,tures 
have almost doubled since 19So-per capita State and local 
expenditures have increased by nearly 125 percent (see 
Bureau 01 Census, Statistical Abstract of the United States, 
op. CIt.) , 

.-.--~---- ....... ~ . 
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1. Metropolitan Belt 

l.a. Atlantic SeaborG 

1.b. Lower Great Lakes 

2. California Region 

3. Florida Peninsula 

4. Gulf Coast 

5. East Central Texas-Red River 

6. Southern Piedn)ont 

7. North Georgia-5outh East Tennessee 

8. Puget Sound 

9. Twin Cities Region 

10. Color.1do Piedmont 

11 . Saln t Louis 

12. Metropolitan Arizon.] 

V 

13. Wlilamette Valley 

14. 	Central Oklahoma-


Arkansas Valley 


15. Missouri- KawValley 

16. North Alabama 

17. Blue Grass 

18. Southern Coastal Plain 

19. Salt Lake Valley 

20. Central Illinois 

21. Nashville RegIon 

22. East Tennessee 

23. Oahu ISland 

24. Mcmphi$ 

25. EI Paso- Ciudad Juarez 

Based on 2 ·child family projection 

Figure 3.-Urban regions: year 2000. 

areas. 22 Table 12 lists major urban regions and 
projected population, 1970 and 2000. Figure 3 
presents a map showing the location of major 
growth centers in the year 2000. 

Nonmetropolitan Growth: Nonmetropolitan 
population increased from 60.2 million in 1960 to 

22 The population density in the 12 largest urban corridors would 
average 715 per square mile, while the balance of the coter
minous areas would enjoy a density of only 33 persons per 
square mile. See Peter Morrison, Dimensions of the Popula
tion Problem in the United States, op. cit. 

64.3 million in 1970. The dramatic migration of 
rural populations to urban areas in the 1950s has 
slowed. From 1960 to 1970, only 2.2 million peo
ple migrated from nonmetropolitan to metropoli
tan areas as compared to 5.5 million in the 
1950s. Decline in nonmetropolitan migration in 
the 1960's was due almost entirely to the declin
ing migration of the white population. Negroes. 
Indians, and other minority populations contin
ued to migrate at only slightly less than the pace 
of the 1950s. 
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Table 10. Percent Distribution of 
Metropolitan Migration by Source Inside and 
Outside Metro Area for Selected SMSA's, 
1970 1 

Metro Areas 
with Greatest 

Growth 
Los Angeles 
New York 
Washington, D.C. 
Chicago 
Anaheim-Santa Ana 
Houston 
Philadelphia 
San Francisco 
Detroit 
Dallas 

Metro Areas 
with Least 

Growth 

Boston 
Buffalo 
Cincinnati 
Kansas City 
Milwaukee 
Newark 
Paterson-Clifton-

Passaic 

Pittsburgh 

St. Louis 


Source: Bureau of 

Total 
Metro
politan 
Migra
tion 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 

Source of Move 

Within Outside Metro Area 
Same Non 
Metro Other Metro 
Area SMSA Area 

74.5 20.7 4.8 
89.1 8.1 2.8 
60.3 28.2 11.5 
81 .6 12.4 5.9 
44.3 49.6 6.1 
64.5 23.8 11.7 
36.8 47.5 15.7 
66.9 26.5 6.5 
80.6 13.2 6.2 
61.2 26.5 12.3 

73.0 19.0 8.0 
82.6 12.1 5.3 
76.8 15.7 7.5 
68.1 16.9 15.0 
78.1 13.6 8.3 
70.2 22.8 7.0 

62.3 33.4 4.3 
79.7 13.3 7.0 
76.2 13.7 10.1 

Census. "Mobility of Metropolitan 
Areas." 1970 Census of Population, U.S. Government 
Printing Office, Washington, D.C., May 10, 1973. 

1 Metro areas with populations of 1 million or more with 
greatest and with least population growth. 

Despite the trends of the 1950's, the major
ity of "rural towns" or incorporated nonmetro
politan places increased in population in the 
1960's. These rural small towns are not dying 
towns, but growing communities. They owe much 
of their development to the decrease in farm
ing. In 1970, although only 27 percent of the 
nation's population remained classified as rural, 
5 of every 6 rural inhabitants were nonfarm 
residents. 23 This trend generally has resulted 
from: 

• Increased rural but off-farm employment 
opportunities ; and 

• Commuting to work from rural to urban 
places. 24 

During 1960 and 1970, the nonfarm popula
tion of non metropolitan areas increased more 
rapidly than did the metropolitan population
19.3 percent compared with 16.6 percent. Due to 
the decline in farm population during this period, 
however, the total population increase in non me
tropolitan areas was only 6.8 percent. 

The movement of farm populations to urban 
places in nonmetropolitan areas, which has 
spurred the rapid growth rate of the rural non
farm population, is not widely recognized. Manu
facturing jobs have been growing faster in rural 
areas than in metropolitan areas, but this growth 
has been offset by declines in farm employment. 
Aggregate statistics mask these events. 

23 Advisory Committee to the Department of Housing and Urban 
Development, op. cit. 

2. Ibid. 

Table 11. Past and Projected U. S. Metropolitan Growth 

Total Population (millions) 
Met ropolitan Areas Over 

100.000 Population 

Population (millions) 

Number of Areas 

Percent of the Population in 

Metropolitan Areas 

Great Metropolitan Areas Over 
1.000,000 Population 

Population (millions) 
Number of Areas 
Percent of U. S. Population 

in GMAs 

Source : Jerome P. Pickard, U.S. 

Census Series B Census Series E 
Projection 1 Projection • 

1970 1980 2000 1980 2000 

203.2 236.0 320.0 224.7 265.5 

144.3 181.5 273.3 173.2 225.2 
216 222 236 216 219 

71.0 77.3 85.4 77.1 84.8 

89.3 129.4 208.9 122.3 167.9 
29 40 50 39 44 

44.0 54.8 65.3 54.4 63.2 

Metropolitan Growth and Expansion, 1970-2000, With Population Projections, Urban Land 
Institute, Washington, D.C., 1971. 

1 Conforms to Census Series B Projection assuming three-child average family (high fert i lity). 
2 Conforms to Census Series E Projection assuming a two-child average family (lOW fertility) . 
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Table 12. Urban Regions, 1970 and 2000 
(Population in thousands) 

Projected 
Population, 2000 

1970 CenslJs Census Land Area 
Urban Region and Dominant Metropolis(es) Population Series B Series E (sq mil 
Atlantic Seaboard (New York Region) 45,738 69,098 57,330 70,264 
Lower Great Lakes (Chicago, Detroit) 40,190 62,915 52,199 109,864 
California Region (Los Angeles Region) 19,291 42,211 35,022 54,986 
Florida Peninsula (Southeast Florida) 5,892 15,453 12,819 22,195 
Gulf Coast (Houston) 5,798 10,750 8,920 29,736 
East Central Texas-Red River (Dallas, 

Fort Worth) 4,617 8,986 7,455 23,436 
Southern Piedmont (Charlotte, Greensboro, 

Winston-Salem) 4,355 6,714 5,571 24,968 
N. Georgia-S.E. Tennessee (Atlanta) 2,626 4,668 3,873 12,135 

Puget Sound (Seattle-Tacoma) 2,167 4,380 3,634 6,333 

Twin Cities Region (Minneapolis-SI. Paul) 2,753 4,355 3,614 16,219 

Colorado Piedmont (Denver) 1,791 3,890 3,228 11,320 

SI. Louis (SI. Louis) 2,428 3,578 2,969 5,383 

Metropolitan Arizona (Phoenix) 1,372 3,532 2,930 12,677 

Willamette Valley (Portland-Salem) 1,656 3,110 2,580 9,651 

Central Okla.-Ark. Valley (Oklahoma City) 1,764 2,867 2,378 14,974 

Missouri-Kaw Valley (Kansas City) 1,640 2,497 2,072 5,665 

North Alabama (Birmingham) 1,754 2,328 1,932 13,052 

Bluegrass (Louisville) 1,378 2,167 1,798 5,377 

Southern Coastal Plain· 1,099 1,891 1,569 7,814 

Salt Lake Valley (Salt Lake Valley) 911 1,744 1,447 4,721 

Central Illinois' 1,088 1,573 1,305 7,682 

Nashville Region (Nashville) 943 1,401 1,162 6,692 

East Tennessee (Knoxville) 1,011 1,321 1,096 5,869 

Oahu Island (Honolulu) 630 1,290 1,071 593 

Memphis (Memphis) 806 1,264 1,048 1,839 

EI Paso-Ciudad Juarez (EI Paso) b 429 825 685 3,457 

Platte Valley (Omaha) 776 1,190 987 c 3,851 

Las Vegas (Las Vegas) 272 1,175 975 c 4,605 

East Iowa-Mississippi Valley 

(Davenport, Rock Island, Moline) 772 1,145 950 c 5,447 
Total, all urban regions (Census 

Series B projection of territory) 155,947 268,318 222,619 500,805 

Source : Pickard, op. cit., Tables 111-6 through 111-8. 
NOTE: An urban region as defined here is a coterminous area in which metropolitan and urban population predominates. It 

contains at least one million residents and is composed of contiguous metropolitan areas and adjacent or Intervening 
counties with relatively high population density, or single counties of lower density that contain a major transportation corri
dor linking two or more metropolitan areas. (For detailed criteria, see source above, Part IV.) Census Series B Projection 
corresponds to a three-child average family (high fertility). Series E Projection to a two-child average family (low fertility). 

n No dominant metropolis. 

b U.S. portion only of an international urban region of over one million population. 

C Not an urban region under Census Series E Projection, since population is under one million. 

Future Farm Population: Special Problem: 
The decline in the farm population generally has 
been due to lower than average incomes and 
falling employment opportunities due to produc
tivity growth and technology. Between 1947 and 
1970, the median money income of farm resi
dents remained at about 60 percent of nonfarm 
residents; in 1970, median money income of farm 
residents was $6,773 compared to $10,000 for 
nonfarm residents. 

The lev·el of output per farm man-hour has 
increased dramatically. Between 1947 and 1972, 

agricultural output per man-hour increased at an 
average annual rate of 5.7 percent-almost dou
ble the 3 percent average for the nation as a 
whole. During the same time period agricultural 
employment declined from over 7.1 million to 3.3 
million . Table 13 shows the change in the U.S. 
farm population relative to total rural population 
and total U.S. population between 1920 and 
1970. 

The widespread decline of the farm popula
tion has created a trend toward total depopula
tion of some major agricultural areas. These 

I- .. '----- ••_~ ••---"-- __ 
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trends appear likely to continue. Affected areas 
are located principally in the northwest central 
regions of Montana and Nebraska, and in the 
west central regions of Idaho, Utah, North and 
South Dakota, and Wyoming.25 

Mobility Patterns 

The distribution of population among metro
politan areas and between urban and rural areas 
may affect: 

• Utilization of existing housing stock. 
• Incentives to increase or decrease the 

housing stock. 
• The demand for public services. 

public services, and other aspects of community 
development such as commercial development. 
The composition of populations migrating among 
metropolitan areas and between urban centers 
and suburbs is determined by: 

• Overall mobility rates for specific demo
graphic, socioeconomic groups. 

• Residential preference. 
Mobility Rates: Mobility appears to vary 

substantially according to age, occupation, and 
employment, educational attainment, race, and 
past mobility experience. There appear to be two 
definable groups that are more highly mobile 
and that appear to have identifiable residential 
mobility patterns: 

Table 13. Trends in U. S. Farm Population: 1920 to 1970 

Farm Population 
as of April (thousands) 

Net Change Since Preceding April 
Due to Migration (thousands) 

Farm Population 
as a Percent of: 
Total Population 
To\al Rural Population 

Source: Economic Research Service, Farm 
of Agriculture, Washington, D.C., annual. 

1920 1930 1940 1950 1960 1970 

31,974 30,529 30,547 23,048 15,635 9,712 

(NA) -477 -703 -1,537 -1,142 -642 

30.1 24.9 23.2 15.3 8.7 4.8 
62.0 56.7 54.4 42.5 28.9 18.0 

PopulatIon, Estimates for 1910-62, and Farm Population Estimates, U.S. Department 

The effect of migration on the housing stock has 
several dimensions. Households may simply ex
change housing-having no affect on the hous
ing stock. A portion of migration may move from 
areas where there is a little demand for housing 
(e.g., rural areas) to one where housing is rela
tively scarce (urban/suburban areas). The latter 
may generate a demand for new housing. In ad
dition, the total flow of migration, and the rate of 
population inflow and outflow in a community 
may affect the quantity and type of housing re
quired (owner/rental, single/multifamily) and the 
life of the housing stock. The demographic and 
socioeconomic composition of migrant popula
tions also affect community development-espe
cially regarding residential moves within a met
ropolitan area. The demographic and socioeco
nomic composition and concentration of mobile 
and immobile populations determine, to a great 
extent, the ability of the resident population to 
support financially the cost of housing, attendant 

2l Calvin L. Beale, "Rural and Nonmetropolitan Population Trends 
of Significance to National Policy," Economic Research Ser
vice, U.S. Department of Agriculture, Washington, D.C., Feb
ruary 1972. 

• White, well-educated, employed in highly 
skilled occupations, likely to make long-distance 
moves. 

• White or nonwhite, with little education, 
unemployed or employed in lesser skilled jobs, 
likely to move within a single community. 

Those persons, in either group, who are young 
and/or who have moved recently are more likely 
to move than those who are older (35 years of 
age and older) and who have remained in the 
same residence for three years or mor-e. In gen
eral, single individuals tend to move more fre
quently than heads of households~partly due to 
generally lower average age-and to move 
shorter distances.2G 

Age: Mobility rates differ among groups by 
age. Migration occurs most frequently among 
young adult households-during completion of 
education, entrance in the labor market, house

,. The exception appears to be female-headed households, which 
seem to move frequently within one community. See: Bureau 
of the Census, "Mobility of the Population in the United 
States: March 1970 to March 1971," Current Population Re
ports, Series P-20, No. 235, U.S. Government Printing Office, 
Washington, D.C., 1972. 
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hold formation, etcY The peak levels of mobility the highest rates, blue collar and manual labor
are reached between 20 and 30 years of age. ers have the lowest rates. Table 14 shows migra
Nearly 50 percent of the population between 20 tion rates by major occupational category. 
and 25 changes residence in a given year. By Mobility also is related to employment status 
the age of 30, an average person has completed -unemployed workers and workers who work 
60 percent of the residential moves he can ex fewer than 50 weeks a year, appear to be more 
pect to make in a lifetime.28 mobile, within and among communities. Table 15 

Table 14. Annual Mobility of the Employed Civilian Male Population 14 Years Old and 
Over, March 1969 Through March 1970 

Characteristic 

(as of March 1970) 


Total, Employed Males Age 14+ 


Major Occupation Group 
White collar workers 
Manual workers 
Service , workers 
Farm workers 

Class of Worker 
Wage and salary workers 
Self-employed workers 

Total 

18.3 

18.6 ' 
19.1 
16.0 ' 
10.5 

19.3 
10.1 

Mobility Rates Per Hundred Population 

Migration 


Intrastate Interstate 


3.2 3.1 

3.8 4.1 
2.9 2.7 
2.0 1.8 
2.2 1.1 

3.4 3.3 
1.6 1.4 

Local 

Mobility 


12.0 

10.0 
13.5 
12.1 
7.2 

12.6 
7.1 

Source: U.S. Bureau of the Census, Current Population Reports, Series P-20, No. 210, Jan. 15, 1971, Tables 8 and 9. 
1 Intrastate, interstate, and local mobility rate may not add to total migration rate due to migration from abroad. 

Table 15. Percent Distribution of the 
Employed and the Unemployed in March 
1963 and in March 1962, by Type of Mobility: 
March 1963 

March 1963 March 1962 
Type of Em- Unem- Em- Unem
mobility ployed ployed ployed ployed 

Total 100.0 100.0 100.0 100.0 

Non-
movers 80.4 69.3 81.4 67.1 

Intracounty 
Movers 13.0 18.7 12.8. 21.9 

Intercounty 
Movers 6.6 12.1 5.8 11.0 

Source: U.S. Bureau of Census, Current Population Reports, 
Series P-20, No. 210, Jan. 15, 1971. For a more ex
tensive analysis of mobility as it relates to employ
ment status, see Samuel Sabin, "Geographic Mobility 
and Employment Status, March 1962, March 1963," 
Monthly Labor Review, Bureau of Labor Statistics, 
Washington, D.C., Volume 87, No.8, August 1964. 

Occupation and Employment: Migration 
rates vary systematically among occupational 
groups-white collar professional workers have 

21 Peter Morrison, Population Movements and the Shape 01 Urban 
Growth, op. cit. 

"Larry H. Long, "New Estimates of Migration Expectancy in the 
United States," op. cit. 

shows the mobility experience of employed and 
unemployed workers in March 1962. and March 
1963. 

Educational Attainment: Educational attain
ment appears to affect the rate of mobility 
among counties and between States, but does 
not appear to be a great factor in local commu
nity residential changes. Furthermore, it appears 
that local moves are more likely to be made by 
persons with elementary educations than college 
educations; long-distance moves are much more 
likely to be made by persons with some college 
education. The direct relationship between edu
cation and longer distance moves appears to re
sult from the tendency of the higher skilled oc
cupations to draw from a regional or national 
market rather than solely from a local market. 

Markets for highly trained personnel are not local. 
These people tend to cross "labor market" boundaries fre
quenlly because they actually sell their services in markets 
which are geographically broader. The "skill gaps" are 
more important than the "distance gaps" in the markets for 
trained personnel. Complex shifts of trained personnel from 
area to area, thus, may take place in order to balance out 
supply and demand for each type of speciality. There is no 
economic reason to transfer unskilled labor from one place 
to another, however, except when there is a general short
age of manpower in some areas and a surplus elsewhere." 

29 John B. Lansing and Eva Mueller, The Geographic Mobility 01 
Labor, op. cit. 
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Table 16, Rates of Moving (Percentages) and Expected No. of Years March 1966-1971 With 
Moves, by Type of Move, Age, and Years of School Completed 

Age Num- Expected No. of 
and ber Percent Moving Years with Moves 

Years of 
of Per- Be-

School sons Within Between Within tween Be
Com- (thou- Coun- Coun- Between Coun- Coun- tween 
pleted sands) Total' ties ties' States Total' ties ties States 

Ages 25-29' 36,793 37.9 13.5 13.5 7.0 7.27 4.53 2.46 1.17 
Elem.: (}-7 1,736 39.8 11.9 11.9 5.2 8.38 5.87 2.17 0.90 
Elem.: 8 1,876 28.2 12.6 12.6 5.7 7.58 5.09 2.29 0.88 
H.S.: 1-3 5,719 24.3 11.6 11.6 5.2 6.94 4.74 2.08 0.92 
H.S.: 4 14,844 21.5 10.7 10.7 5.2 6.51 4.07 2.17 1.01 
College: 1-3 5,758 22.1 13.0 13.0 6.9 7.41 4.35 2.80 1.39 
College: 4 3,888 20.2 20.5 20.5 11.3 7.74 3.82 3.43 1.92 
College: 5+ 2,972 22.4 23.9 23.9 15.6 8.47 4.11 3.80 2.30 

, Includes movers from abroad. 

2 Includes movers between States. 

3 Expected years with moves In the age interval and all later years. 

• Ages between 25 and 29 years are ages in which residential moves are most frequent. 

Source: Special tabulations from March Current Population Surveys, 1966 through 1971. 


Table 17. Population Change and Net Migration in the United States by Race and 
Metropolitan Status, 1969-70 

Net Migration 
Population Percentage Amount Rate' 
(millions) Change, (millions) 

Race Residence 1970 1960 1960-70 1960-70 1950-60 196(}-70 1950-60 

United States 203.2 179.3 13.3 3.0 2.7 1.7 1.8 
Metropolitan 2 138.9 119.1 16.6 5.2 8.1 4.4 9.0 
Nonmetropolitan 64.3 60.2 6.8 -2.2 -5.5 -3.6 -8.9 

White 177.6 158.8 11.8 2.2 2.7 1.4 2.0 
Metropolitan 2 120.1 105.4 13.9 3.1 6.5 2.9 8.0 

. Nonmetropolitan 57.6 53.4 7.8 -.8 -3.8 -1.4 -7.1 
Nonwhite 25.6 20.5 24.7 .7 3.5 -.1 

Metropolitan 2 18.8 13.7 37.2 2.1 1.6 15.6 18.0 
Non metropolitan 6.8 6.8 -.5 -1.4 -1.6 -20.9 -23.3 

'Net migration as a percentage of population at beginning of decade. 

2 Metropoitan areas as defined in 1969 for the 1960-70 data and 1963 for 1950-60 data. 

3 Less than 50,000. 


Table 16 shows the location preference of migra
tion rates of various educational categories. 

Race: The total annual mobility rates for non
whites are higher than for whites. Because the 
vast majority of nonwhites now live in metropoli 
tan areas-nonwhite moves are principally local 
moves. Table 17 shows the relationship of loca
tion of residential migration to race. 

Past Mobility Experience: The likelihood of 
a residential move declines as the duration of 
stay in a given residence increases. Persons who 
moved during the past year show a higher pro

pensity for future moves. Table 18 records the 
age specific mobility rates by duration of resi
dence. 

Composition of Mobile and Immobile Popu
lations: The potential ability of some groups to 
choose freely a residential location may be lim
ited by immobilizing forces, such as racial dis
crimination, poverty, and lack of transportation. 
It appears from existing evidence that: 

• There is a decided separation based on 
race and income between center cities and sub
urbs. 
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Table 18. Prospective Annual Mobility Rate, Classified by Age, Previous Year's Residence, 
and Duration of Residence in Present County 

Duration of Residence in Present County 
Current Residents' Age and All Less than 1-2 3-4 5 Years 
Previous Year's Residence Durations 1 Year Years Years or More 

All Ages 
Same .15 .33 .24 .14 
Different house .45 .51 .56 .51 .38 

Total, both residences .20 .51 .40 .29 .16 
17-19 

Same house .28 .49 .33 .25 
Different house .67 .75 .76 .61 .63 

20-24 
Same house .37 .45 .39 .36 
Different house .56 .59 .61 .64 .50 

25-29 
Same house .26 .39 .28 .23 
Different house .44 .45 .55 .51 .39 

30-29 
Same house .16 .30 .23 .14 
Different house .37 .45 .46 .38 .29 

40-49 
Same house .10 .26 .17 .09 
Different house .40 .49 .60 .49 .31 

50+ 
Same .10 .21 .17 .09 
Different house .33 .39 .52 .43 .29 

Source: Peter A. Morrison, The Propensity to Move: A Longitudinal Anaysis, The Rand Corporation, Santa Monica, R-654-HUD, 
January 1971, Table 3. 

• This trend is likely to continue-the vast 
majority of nonwhites will live in cities and the 
vast majority of whites will live in suburbs. 

There appear to be marked similarities in 
mobility behavior of specific demographic 
groups, regardless of residential preference-for 
example, city destined vs. suburban destined.3o 
Regardless of locational choice, married couples 
with similar numbers of children exhibit a similar 
tendency to move among neighborhoods. More
over, there are similar portions of freely moving 
single individuals located in both cities and sub
urbs. Table 19 shows the household composition 
of mover groups. 

Beyond these similarities, however, there 
are marked differences between urban and sub

30 The data presented in the following discussion unless otherwise 
Indicated is based on a survey of 1,476 households in 43 
metropolitan areas across the United States, administered 
by the National Opinion Research Center, University of Chi
cago. The purpose of the survey was to identify factors 
related to mobility of metropolitan populations, to identify 
choice of dwelling and neighborhood environment, and to 
develop specifications for a mathematical model of residential 
mobility and residential choices. See Edgar W. Butler, et aI., 
Moving Behavior and Residential Choice, A National Co
operative Highway Research Program Report, Highway Re
search Board, National Academy of SCiences, Washington, 
D.C. No. 81, 1969. 

urban migrants, among which are race and in
come. Nonwhites compose only a small portion 
of the suburban destined population; whereas 
the portion of freely moving nonwhite suburban 
households is only 8 percent, the comparable 
level of nonwhite movement in the center city is 
39 percent. Similarly, for intraneighborhood mov
ers, the figures for the city and the suburbs are 
37 percent and 2 percent, respectively.3\ Table 
20 shows moves by race in the sample popula
tion from 1960 to 1966. Table 21 shows similar 
data collected by the Bureau of the Census for 
the period of 1965 through 1970. 

City mover groups appear to have the high
est concentration of poor households. One-third 
of all movers from suburbs to cities recorded in
comes below $3,000-30 percent of intraneigh
borhood families and 20 percent of out-of-State 
or out-of-SMSA movers. In general, the poverty 
level within the urban intraneighborhood group is 
50 percent higher than mover groups from 
longer distances. In comparison, only 4 percent 

31 Edgar W. Butler, et al. op. cit. 
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Table 19. Household Composition of Mover Groups As a Percent of Total Respondents in 
Each Mover Category, 1960-1966 

Household Status 
Married Married 

All Mover Groups 	 with with no Single 
(Origin and Destination) 	 Total Children Children Person Other ' 
City Destined 
Suburb to City 100.0 26.7 40.0 6.7 26.6 
Outside SMSA to City 100.0 51.0 23.6 8.2 17.2 
Same City Neighborhoods 100.0 52.1 12.3 14.1 21.5 
Different City Neighborhoods 100.0 51.8 18.5 8.7 21.0 
New City Households 100.0 50.0 38.5 7.7 3.8 

Suburb Destined 
Central City and Suburb to Suburb 100.0 67.3 18.3 3.9 10.5 
Outside SMSA to Suburb 100.0 70.7 14.6 2.4 12.3 
Same Suburban Neighborhoods 100.0 60.6 12.1 9.1 18.2 
Different Suburban Neighborhoods 100.0 61.6 17.8 8.2 12.4 
New Suburban Households 100.0 47.4 42.1 5.3 5.2 

Source: Edgar W. Butler, et aI., Moving Behavior and Residential Choice: A National Survey, Highway Research Board, National 
Academy of Sciences-National Academy of Engineering, Washington, D.C., 1969. 

1 Other household types Include extended families (with other relatives) and broken families. 

Table 20. Moves by Race, 1960-1966 

Percent 
Moves 

Mover Group (origin and destination) Nonwhite 
City Destined 


Suburb to city (same SMSA) 12 

Outside SMSA to city 22 

New city households 31 

Same city neighborhood (same SMSA) 37 

Different city neighborhood 


(same SMSA) 39 
Suburban Destined 

Central city and suburb to suburb 
(same SMSA) 5 

Outside SMSA to suburb 4 
Ne"'; suburban households 5 
Same suburban neighborhood 

(same SMSA) 2 
Different neighborhood, suburban 

(same suburban town) 8 

Source: Edgar W. Buller, et aI., Moving Behavior and Resi
dential Choice: A National Survey, Highway Research 
Board, National Academy of SCiences, Washington, 
D.C., 1969. 

of the suburban destined movers reported in
comes below $3,000.32 

'In general, it appears that the urban and 
suburban communities represent very different 

"The greatest concentration of households with incomes of less 
than $3,000 in suburban mover group was within the intra
neighborhood group-1B percent of families reported incomes 
under $3,000. Sixteen percent of .newly formed families and 
only 10 percent of migrants from out-of-state and other SMSAs 
were poor. See Edgar W. Butler, et ai, op. cit. 

Table 21. Negro Movers Within and to 
SMSA's of 1,000,000 Population or More
1970 

Number Percent 
Total Negro Population in SMSA's 

of 1,000,000 Population or More 9,758 100.0 
Mobility Status: 

Non Mover (Same House) 4,630.5 47.5 
Mover (Different House) 

From Other SMSA 407.9 4.1 
From Nonmetropolitan 

Area 238.0 2.4 
Within City 2,591.3 26.6 
Between City and Suburb 243.1 2.5 
Within Suburb 394.5 4.0 
Between Suburb and City 166.8 1.7 

Other ' 1,085.9 11.2 

Source: Bureau of Census, "Mobility of Metropolitan 
Areas," 1970 Census of Population, U.S. Government 
Printing Office, Washington, D.C., May 10, 1973. 

1 Moved place of residence in 1965 not reported or moved 
trom abroad. 

race and income groups that exhibit different 
mobility patterns. Center cities appear to experi
ence a high proportion of nonwhite migration
the majority of which is among neighborhoods.33 

33 It 	is not clear, however. given the racial and age compOSition of 
the resident population in center cities and age-race specific 
mobility rates, whether the level of intraneighborhood migra
tion in central cities is due to natural migration patterns or 
is induced by Inadequate housing, discrimination, or other 
outside forces. 
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Table 22. Percentage Distribution of Mover Groups by Income Groups 

Income Class 1 

All $3000- $6250- $8750- $12,500
Classes $3000 6249 8749 12,499 16,999+ N.A.' 

All Mover Groups 100.0 16.3 34.7 19.8 17.2 11.2 0.8 
City Destined 

Suburb to City 100.0 33.3 40.0 6.7 6.7 6.7 6.6 
Outside SMSA to City 100.0 20.4 40.8 24.6 10.2 4.0 
Same City Neighborhood 100.0 29.4 43.6 12.9 6.7 6.7 0.7 
Different City Neighborhood 100.0 20.0 38.4 17.9 16.3 6.8 0.6 

Suburb Destined 
Central City and Suburb to Suburb 100.0 4.6 26.1 23.5 25.5 19.6 0.7 
Outside SMSA 100.0 9.8 20.7 24.4 25.6 19.5 
Same Suburban Neighborhood 100.0 18.2 27.3 24.2 13.6 16.7 
Different Suburban Neighborhood 100.0 2.7 30.1 23.3 31.5 11.0 1.4 

Source: Edgar W. Butler, Moving Behavior and Residential ChOice, Highway Research Board, National Academy of SCiences, 
Washington, D.C., 1969. 


1 Income reported for last 12 months. 

, Data for Income not reported. 


Table 23. Percent Distribution of Mover Groups By Number of Years Education Completed 
for Metropolitan Areas of 1,000,000 Population and Over 

Years of Education Completed 
Total < 8 Yrs . 8 Yrs. 9-11 Yrs. 12 Yrs. 13 Yrs. 

All Mover Groups 100.0 10.4 8.6 18.0 32.4 30.6 

City Destined 100.0 14.2 9.8 20.2 29.3 26.5 

Suburb to City 100.0 10.6 8 .6 19.0 31.3 30.5 
Other SMSA to City 100.0 7.1 5.6 13.8 28 .0 45.5 
Within City Neighborhood 100.0 16.4 11.1 22.0 29.5 21.0 
Nonmetro to City 100.0 12.0 8 .4 16.4 26.0 37.2 

Suburb Destined 100.0 7.7 7.6 16.4 34.7 33.6 

City to Suburb 100.0 9.0 8 .5 18.0 35.5 29.0 
Other SMSA to Suburb 100.0 9.0 5.1 11 .9 31 .1 47.3 
Within Suburban Neighborhood 100.0 8.7 8.6 18.3 36.5 27.9 
Nonmetro to Suburb 100.0 7.0 6.9 13.6 32.2 40.3 

Source: Bureau of Census, "Mobility for Metropolitan Areas," 1970 Census of Population, U.S. Government Printing Office, Wash
ington, D.C., May 10, 1973. 

Moreover, intraneighborhood migrants within 
cities frequently will be poor, unemployed or 
employed only part of the year, and in unskilled 
occupations. 

Table 22 shows the significant differences 
existing between city and suburban groups with 
respect to income-and to a lesser extent 
among various intraneighborhood mover groups 
within cities and suburbs. Median income for 
central city movers ranges between $4,600 for 
intraneighborhood movers and $5,700 for newly 
formed households. For suburban movers the 
corresponding range varies from a low of $5,500 
for newly formed households and a high of 

$8,200 for recent suburban movers moving into 
the community for the first time. 

Suburban migrants, by contrast, are gener
ally wealthier, better educated, and employed in 
white collar occupations. Suburban migrants fre
quently change communities, towns within an 
SMSA, or move from other SMSA's, but rarely 
move to a different neighborhood within a subur
ban community. Table 23 shows the educational 
distribution of intracity and intrasuburban mi
grants compared to those of migrants from cities 
to suburbs. Table 24 shows the occupational dis
tribution of these groups. 
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Table 24. Percentage Distribution of Mover Groups by Occupational Classification 

Total All Mover Groups' 

City Destined 

Suburb to City 
Other SMSA to City 
Within City Neighborhood 
Nonmetropolitan 

Suburb Destined 

City to Suburb 
Other SMSA to Suburb 
Within Suburban Neighborhood 
Nonmetropolitan 

Occupational Classification 
Total Prof. Mgr. Sales Claim Crafts Oper. Labor Farm 

& Svc. 

100.0 20.1 12.2 8.3 9.1 18.8 17.1 5.5 8.7 

100.0 17.7 9.8 7.5 10.1 17.1 19.6 6.6 10.9 

100.0 19.4 11 .7 8.5 9.8 18.5 17.8 5.7 8.6 
100.0 30.0 12.6 9.1 10.2 13.1 12.5 4.4 8.1 
100.0 13.9 8.9 7.1 11.0 18.1 21 .6 7.3 12.1 
100.0 22.7 8.4 6.5 11.0 16.0 19.2 6.9 9.3 

100.0 21.9 13.9 8.9 7.9 20.0 15.5 4.8 7.2 

100.0 19.3 12.9 9.4 8.9 21.4 16.3 4.4 7.4 
100.0 31.4 18.0 10.4 7.4 14.1 9.7 3.2 5.8 
100.0 17.7 12.8 8.3 7.9 22.4 17.7 5.4 7.8 
100.0 27.7 12.1 7.5 7.3 18.3 15.3 5.0 6.8 

Sour~e: Bureau of Census, "Mobility for Metropolitan Areas," 1970 Census of Population, U.S. Government Printing Office Wash-
Ington, D.C. May 10, 1973. 


1 All male employed workers age 16 years and over. 


Why People Move and an Evaluation 
of Population Change and Community 
Development/Decline 

The previous chapter outlines the kinds of 
population changes there have been (and are 
likely to be) in the United States. We concentrate 
on where growth occurs and who moves, how 
frequently, at what point in their life, from where, 
and to what type of new location. 

This chapter attempts to explain why this 
population change and movement transpired. 
Motives for selected types of movement are 
specified and the decison process surrounding 
changes in personal residence is examined. Sec
ondly, this chapter evaluates the effect of popula
tion change on community development and de
cline. 

The Decision to Move 

The sections that follow attempt to show 
wh~t is known and what is believed about why 
vanous segments of the population change resi
dence. The decision to move appears to be re
lated to family size, age, race, and family in
come. Further, deciding on a place to live 
appears to be a trade-off or compromise be
~ween: (a) availability and cost, and (b) the qual
Ity ~f the home structure and neighborhood, com
muting distances, public services, and proximity 
of commercial developments. 

. Motives fo~ Moving: Motives for moving vary 
directly according to the distance of the move. 
Long-distance moves appear motivated predomi

' 

nantly by job-related considerations, short-dis
tance (intracounty) moves are generally due to 
noneconomic motives, primarily housing. 

Employment-Related and Long-Distance 
Moves: For all demographic and socioeconomic 
groups, employment appears to be the major 
cause of long-distance (intercounty and interme
tropolitan) moves. A study that divides economic 
motives according to occupation and employ
ment status shows that job-related considera
tions dominate long-distance moves by both 
white collar and blue collar, employed and un
employed workers. 34 A Bureau of Labor Statis
tics survey in 1963 reported that "half of mi
grants reported work-related factors-to take a 
job, look for work, or make a job transfer-as 
reasons for their move." 35 It appears, however, 
that white collar and/or employed persons move 
to accept a new job or job transfer, while lesser 
skilled and/or unemployed persons move long 
distances to look for work. 36 

On the basis of people's own explanations, 
it appears that economic reasons for moving 
occur with particular frequency among the 
young, the college educated, the professional, 
and to a lesser extent other white collar 
groups.37 Table 25 indicates the frequency of 
different reasons for changing residence. 

"John B. Lansing and Eva Mueller, The Geographic Mobility 01 
Labor, op. cit. 

"See Samuel Sabin, "Geographic Mobility and Employment 
Status, March 1962-1963," Monthly Labor Review, Vol. 87, 
August 1964, 

36 This paint is supported by Peter Morrison. See: Peter Morrison, 
Dimensions 01 the Population Problem in the United States 
op. cit. I 

3I Peter Morrison, Dimensions of the Population Problem, op. cit. 
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Table 25. Reasons for Move for Males 18-64 Years Old, by Distance of Move, March 1963 

Reason for Move 
Change in Other 

Marital Reasons 
All Job Status or and not 

Distance of Move Reasons Related Housing Family Reported 
Intercounty 
Total, 18 to 64 years 100.0 65.0 10.3 13.6 11 .3 

Single 100.0 60.2 5.2 25.9 9.2 
Married, wife present 100.0 66.8 12.2 9.4 11.7 
18 to 44 years 100.0 69.6 11.7 9.3 9.8 
Married April 1962 to March 1963 100.0 52.8 4.9 34.1 9.4 
Other 100.0 72.1 12.7 5.4 9.8 
45 to 64 years 100.0 55.5 14.3 10.1 19.7 
Othe r mari tal status 100.0 61.8 7.4 17.6 14.0 

Intracounty 

Total, 18 to 64 years 100.0 12.4 61.9 18.2 7.7 
Single 100.0 16.1 42.2 29.4 12.7 
Married, wife present 100.0 11.4 68.8 13.5 6.4 
18 to 44 years 100.0 11.3 67.6 15.4 5.8 
Married April 1962 to March 1963 100.0 8.1 21.5 68.5 3.0 
Other 100.0 11.8 75.6 6.3 6.3 
45 to 64 years 100.0 11 .9 72.9 6.6 8.8 
Other marital 100.0 15.1 34.3 40.1 10.8 

Source: Bureau 01 Census, "Reasons lor Moving: March 1962 to March 1963," Current Population Reports, U.S. Government 
Printing Office, Washington, D.C., Series P-20. 

Non Job-Related Motives and Short-Dis
tance Moves: Non job-related motives appear to 
be the dominant force determining local (intra
county) moves. Noneconomic motives for moving 
include: 

• Quantity and/or quality of housing. 
• Quantity and/or quality of public serv

ices. 
• Taxation. 

Table 25 shows that nearly 80 percent of local 
residential mobility is due to other than employ
ment factors. The most important is clearly hous
ing. As indicated above, employment-related mo
tives appear to be equally important in 
long-distance moves for all demographic groups. 
However, in short-distance movement, housing is 
substantially more important to married house
holds than to those that are single especially for 
older age groups.38 

Elements of Relocation Decision: As indi
cated, long-distance moves are determined pre
dominantly by employment considerations. Once 
the choice of metropolitan area is made, how
ever, long-distance movers and all other movers, 

38 Bureau 01 Census, "Reasons lor Moving: March 1962 to March 
1963," Current Population Reports, U.S. Government Printing 
Office, Washington, D.C., Series P-20, 1964. 

rank neighborhood quality the strongest influ
ence on location selection. Neighborhood quality 
is perceived in the context of these survey data 
as: (a) better general appearance, (b) better re
pair of dwellings, (c) kind of people, (d) reputa
tion, (e) quietness, and (f) level of traffic. Among 
the major considerations are: 

• Metropolitan households overwhelmingly 
prefer neighborhood quality over accessibility . 
Seventy-one percent would choose a very good 
neighborhood even if its location made travel to 
other parts of town difficult. Only 26 percent 
would prefer accessibility to a desirable neigh
borhood. 

• Neighborhood quality also clearly domi
nates over housing unit quality. Respondents 
chose better neighborhood quality with less de
sirable housing units over a less desirable neigh
borhood with better housing, 69 percent to 27 
percent. Among nonwhites, 53 percent prefer 
neighborhood quality. 

• Metropolitan households also prefer a 
neighborhood with a better-than-average school 
system and higher-than-average taxes (78 per
cent) to a neighborhood with a below-average 
school system and lower-than-average taxes (15 
percent). As would be expected, this preferred 
tradeoff is virtually universal for married couples 
with young children (95 percent). Even among 

1559 

http:groups.38


other groups, such as the elderly, a majority stili 
subscribes to the same preference.39 

Neighborhood quality may be identified with 
the location of similar socioeconomic groups. 
Residential mobility patterns within a metropoli
tan area are dominated by a self-selection proc
ess wherein similar socioeconomic groups tend 
to locate near one another. 

Population Change and Community 
Development! Decline 

The remainder of this chapter specifies a 
particular framework for tracing community de
velopment and decline and attempts to use that 
framework to evaluate the development! decline 
phenomenon in the United States. 

Sustained Profitable Investment Opportu
nity: An Analytical Framework: Community de
velopment is a complex and dynamic process 
that appears to occur when the level of demand 
for either residential, commercial, or indUstrial 
locations provides sufficient incentive for sus
tained profitable investment. Community develop
ment!decline can be viewed as a profit contin
uum on which development reflects the presence 
of profitable investment opportunity and decline 
reflects the absence of such opportunities. 

Relative investment potential and its attend
ant effects appear to influence heavily population 
changes and movement motivations. 

The outlets for investment (or disinvestment) 
are diverse. For our purposes the following 
major categories of community investment ap
pear most useful: 

• New construction 
• Abandonment 
• Retail sales and services 
• Jobs 
• Public services 

Investment potential is an incentive for com
munity development because it induces reloca
tion and growth in a particular area. After 
movement and/or growth transpire, however, in
vestment potential is also an indication of com
munity development. As such, investment poten
tial is both a cause and an effect of community 
development. This duality may be ambiguous for 
some analytical purposes, however. The five cat
egories of investment listed in the last paragraph 
can be useful measures of community develop
ment. Fine distinctions between when each type 

39 Edgar W. Butler, et aI., Moving Behavior and Residental ChoIce, 
op. cit. 

of investment caused development and when it 
reflected development are unnecessary. We 
know that investment potential is strongly related 
to community development (before, after, and 
during) and that the absence of investment po
tential is similarly associated with decline. 

The rate of investment! disinvestment de
pends upon the level of demand for residential , 
public, and commercial services generated in the 
community by its own residents and by residents 
of other communities. Demand for these services 
is a function of demographic mix and general in
come levels, which in turn depend on how much 
of what kinds of population growth and move
ment effect the area. 

In this light, population growth and move
ment generate demand for essential services, 
which in turn induces investment (or disinvest
ment) . The resulting investment (or disinvest
ment) is both a cause and reflection of the re
sulting community development (or decline). 
Without sustained investment potential we ob
serve neither the cause nor the reflection, in
stead we observe community decline. 

Components of Decline/Development Proc
ess: This section discusses each of the five 
indicated categories of investment!disinvestment 
in terms of its role in the development!decline 
process. 

New Construction: Occasionally new con
struction is undertaken for an independent rea
son, such as building a special museum or mem
orial. But generally new construction is a 
response to one of the following kinds of needs: 

• New residential households-either due 
to new household formation or residential relo
cation. 

• Replacement of substandard housing. 
• Replacement of units demolished due to 

"public actions" such as construction of trans
portation routes or urban renewal. 

As such, new construction is a largely neu
tral force that responds to larger (causal) forces 
such as population growth or population move
ment. 

New construction may serve a dual role, 
however, as both a cause and an effect. of com
munity development. Although new construction 
initially may result from a stronger developmen
tal force such as population growth, new con
struction may itself help induce further develop
ment. 

The present pattern of metropolitan 
Washington was formed in large part by the in
cidence of initial new construction. The radial 
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extension of transportation patterns and accom
panying commercial development appears to 
have induced and to continue to induce residen
tial development in the same radial pattern. 
Two-thirds of District of Columbia regional popu
lation growth, and one-third of the employment 
growth, have occurred along these same radial 
transportation routes. 4 0 

a. New Construction and Metropolitan 
Growth: In areas other than Washington, new 
construction appears to serve as both a reflec
tion and a partial cause of community develop
ment-25 percent of all new construction in 1971 

Table 26. Distribution of New Residential 
Construction in Selected Metropolitan 
Areas, 1971 1 

New Residential Construction 
Number Percent 

Metropolitan Area (thousands) Distribution 

Total All Metro Areas 1614.8 100.0 

Metro Areas With 
Greatest Growth 402.3 24.9 

Los Angeles 44.7 2.8 
New York 54.5 3.4 
Washington, D.C. 37.7 2.3 
Chicago 63.5 3.9 
Anaheim-Santa Ana 31.3 1.9 
Houston ' 33.7 2.1 
Philadelphia 32 .5 2.0 
San Francisco 38.8 2.4 
Detroit 35.7 2.2 
Dallas 29.9 1.9 
Metro Areas with 

Least Growth 119.2 7.4 
Boston 16.9 1.0 
Buffalo 8.1 0.5 
Cincinnati 14.3 0.9 
Cleveland 12.2 0.8 
Kansas City 16.4 1.0 
Milwaukee 11.0 0.7 
Newark 7.0 0.4 
Paterson-Clifton-Passaic 4.6 0.3 
Pittsburgh 9.B 0.6 
St. Louis 18.9 1.2 
Other Metro Areas 1093.3 67.7 

Source: Bureau of Census, "Houslng Authorized by Building 
Permits and Public Contracts," Construction Reports, 
U.S. Government Printing Office, Washington, D.C., 
1971. 

1 	 Metro areas with populat ions of 1 million or more and 
with greatest and least population growth between 
1960 and 1970. 

to See: Metropolitan Washington Council of Governments, Areawide 
Land Use Element-1972, WCOG , Washington, D.C. , 1972. 

occurred in metropolitan areas experiencing the 
most rapid population growth. Table 26 shows 
the distribution of new con~truction by major 
metropolitan area and by metropolitan area 
growth status. 

Within metropolitan areas new construction 
appears to be concentrated in the areas of fast
est development-suburban communities. In 
1971, of the total number of new residential units 
constructed nationally, 63 percent were subur
ban . Table 27 shows the distribution of new con
struction within metropolitan areas-center city 
and suburban. 

Table 27. Relative Distribution of New 
Residential Construction Among Center 
Cities and Suburbs in Selected Metropolitan 
Areas, 1971 1 

New Residential Construction' 
(thousands) 

Total Cen 
Metro- ter Sub-

Metropolitan Areas politan City urban 

Total All 
Metro Areas 1614.B 592.5 1022.3 

Metro Areas With 
Greatest Growth 

Los Angeles 44.7 17.4 27.2 
New York 54.5 2B.1 26.4 
Washington, D.C. 37.7 O.B 36.9 
Chicago 63.5 12.2 51.3 
Anaheim-Santa Ana 31.3 5.3 26.0 
Houston 33.7 . 26.7 7.1 
Philadelphia 32.5 3.7 28.7 
San Francisco 38.8 5.0 33 .8 
Detroit 35.7 2.4 33.4 
Dallas 29.9 12.8 17.1 

Metro Areas with 
Least Growth 

Boston 16.9 1.9 14.9 
Buffalo 8.1 0.2 7.9 
Cincinnati 14.3 3.8 10.4 
Cleveland 12.2 1.8 10.5 
Kansas City 16.4 5.1 11 .2 
Milwaukee 11.0 3.6 7.3 
Newark 7.0 0.2 6.8 
Paterson-Clifton-

Passaic 4.6 .3 4.3 
Pittsburgh 19.8 1.2 8.6 
St. Louis 18.9 1.3 17.6 

Source : Bureau of Census, "Housing Authorized by Building 
Permits and Publ ic Contracts, " Construction Reports, 
U.S. Government Printing Office, Washing ton ,. D.C., 
1971 . 

1 Metropolitan areas with populations of 1 million or more 
and with greatest and least population growth 1960
1970. 

2 Number of new housing permits granted during 1971. 
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Table 28. Housing Conditions in Metropolitan and Nonmetropolitan United States, 1970 

United States Metropolitan Nonmetropolitan 
Pct. Pct. Pct. 

Total of U.S. Total of U.S. Total of U.S. 

Occupied Housing Units, 1970 63,449,747 100.0 43,862,993 69.1 19,586,754 30.9 

Lacking Complete Plumbing 
Number 3,772,817 100.0 1,387,282 36.8 2,385,535 63.2 
Percent 5.9 3.2 12.2 

Crowded 
Number 5,210,874 100.0 3,405,318 65.4 1,805,556 34.6 
Percent 8.2 7.8 9.2 

Lacking Complete Plumbing 
and/or Crowded 

Number 8,237,184 100.0 4,579,356 55.6 3,657,828 44.4 
Percent 13.0 10.4 18.7 

Mobile Homes 
Number 2,072,887 100.0 931,721 44.9 1,141,166 55.1 
Percent 3.3 2.1 5.8 

Source: Bureau of Census, 1970 Census 01 Housing, U.S. Government Printing Office, Washington, D.C., Series A, (Mobile Homes, 
Series Bl, 1971. 

b. Substandard Housing: Substandard hous
ing affects communities by (1) reducing the effec
tive housing stock and (2) in some circum
stances exacerbating the social and economic 
problems. 

In 1970, substandard housing, that is, hous
ing that is considered overcrowded and lacks 
complete plumbing facilities comprised about 1.2 
percent of the total housing stock.41 About 14 
percent of the housing stock was either crowded 
or lacking plumbing facilities. 

Substandard housing represents nearly 20 
percent of the nonmetropolitan housing stock. In 
metropolitan areas, 10 percent of the housing 
stock may be classified as substandard. There is 
evidence that deteriorating and dilapidated struc
tures encompass an even larger portion of the 
housing stock in some central cities. 42 Table 28 
shows the distribution of substandard housing 
among metropolitan and nonmetropolitan areas. 

In nonmetropolitan areas, substandard hous
ing may be a neutral and harmless force, the 
mere result of a declining farm population that 
requires fewer housing units. In metropolitan 
areas, however, it appears that substandard 

41 Bureau of Census, "General Housing Characteristics: U.S. 
Summary, 1970 Census of Housing, U.S. Government Printing 
Office, Washington, D.C., 1971. 

"A recent study of housing In Philadephia concluded that as 
much as one-third of the housing in some neighborhoods 
could be considered to be deteriorating . See Housing As
sociation of Delaware Valley, Housing Abandonment: The 
Future Forgotten, HADV, Phlladephia, 1972. Other studies 
have recorded similar observations, especially in the older 
Eastern and Midwestern cities. See: William Grigsby, et aI., 
Housing and Poverty, Institute for Environmental Studies, 
University at Pennsylvania, Philadelphia, 1970; and The 
Finance Commission, A Special Report on Abandoned and 
Related Programs, City of Boston, Boston, Mass., 1970. 

housing and the continued deterioration of 
standard housing may be removing needed hous
ing from the housing stock. The elimination of 
needed housing may accelerate community de
cline by compounding problems of poverty, 
crime, and drugs, which are bred by excessive 
concentration by low-skilled, unemployment
prone persons. Again, urban housing dilapida
tion (or new construction disinvestment) is 
initially a result of community decline, but later 
often is an independent cause of further decline. 
At all times, however, housing deterioration is a 
concomitant part of tlile absence of sustained 
profitable investment opportunity. 

Investment by landlords and homeowners in 
the maintenance of residential property and in
creasing unwillingness on the part of investors 
to undertake new ventures are the salient as
pects (causal and resultant) of community de
cline. Table 29 compares recent construction ac
tivity investment to the quantity . of substandard 
and dilapidated housing in the housing stock for 
cities within major metropolitan areas. As indi
cated, new construction investment is inversely 
related to dilapidation and general decline. 

Abandonment: Abandonment is a major, 
highly visible form of disinvestment in a commu
nity. The single family homeowner "abandons" 
when he deserts the structure, ceases to pay 
local property taxes, or ceases to meet monthly 
mortgage payments. Tenant "abandonment" oc
curs in multifamily units when, after several 
months of vacancy and rent arrears, no new ten
ants can be found to fill the vacancy. Abandon
ment by owners of multifamily units occurs when 

1562 

http:cities.42
http:stock.41


Table 29. Comparison of the Impact of New Residential Construction, Substandard Housing 
on Vacancy Rate and Total Central City Housing Stock in Selected Metropolitan Areas 1 

Housing Characteristics of Central Cities 
Total New Residential 2 Substandard Un its 

Central City Construction Without Some With More Than Vacancy 3 


Housing 1971 or All Plumbing One Person/ Room Rate 

Stock, 1970 Number Percent Number Percent Number Percent (Percent) 


Total All Metro Areas 22,593.9 592.5 2.6 768.2 3.4 1,717.1 7.6 

Metro Areas with Greatest Growth 
Los Angeles 1,077.3 17.4 1.6 20.2 1.9 90.2 8.4 3.7 
New York 2,924.4 28.1 1.0 83.8 2.9 290.7 9.9 1.7 
Washington, D.C. 278.4 0.8 0.3 6.4 2.3 32.2 11.6 4.1 
Chicago 1,208.8 12.2 1.0 52.1 4.3 102.6 8.5 4.6 
Anaheim-Santa Ana 56.2 5.3 9.4 0.6 1.1 4.2 7.4 4.3 
Houston 427.9 26.7 6.2 9.2 2.2 39.3 9.2 6.2 
Philadelphia 673.5 3.7 0.5 15.6 2.3 40.5 6.0 5.8 
San Francisco 310.4 5.0 1.6 23.8 7.7 20.7 6.7 2.8 
Detroit 529.2 2.4 0.4 14.5 2.7 37.4 7.1 4.7 
Dallas 303.3 12.8 4.2 4.9 1.6 25.2 8.3 6.2 

Metro Areas with Least Growth 
Boston 232.4 1.9 0.8 14.7 6.3 16.4 7.0 4.5 
Buffalo 166.1 0.2 0.1 5.7 3.4 7.6 4.6 3.0 
Cincinnati 172.6 3.8 2.2 9.3 5.4 15.2 8.8 5.4 
Cleveland 264 .1 1.8 0.7 7.4 2.8 18.4 7.0 4.7 
Kansas City 250.5 5.1 2.0 9.2 3.7 51.9 20.7 6.1 
Milwaukee 246 .1 3.6 1.5 10.1 4.1 17.2 7.0 2.6 
Newark 127.4 0.2 0.2 7.6 6.0 17.6 13.8 3.6 
Paterson-Clifton-Passaic 49.4 0.3 0.6 1.2 2.4 5.4 10.9 2.0 
Pittsburgh 189.8 1.2 0.6 13.4 7.1 11 .3 6.0 4.4 
St. Louis 238.4 1.3 0.5 15.8 6.6 27.4 11.5 8.0 

Source : Bureau of Census, "General Housing Characteristics: U.S. Summary, " 1970 Census of Housing , U.S. Government Printing 
Office, Washington, D.C., 1971; and Bureau of Census, "Housing Authorized by Building Permits and Public Contracts," 
Construction Reports, U.S. Government Printing Office, Washington, D.C., 1971. 

1 Metropolitan areas with populations of 1 million or more and with greatest and least population growth, 1960-1970. 
2 Number of new housing permits granted during 1971. 
3 Total number of vacant units for sale or for rent as a percent of ali housing units . 

a landlord stops providing maintenance, ceases 
to pay local property tax, stops meeting monthly 
mortgage payments, or no longer collects rent 
payments. Abandonment is usually associated 
with a high vacancy rate and the refusal or ina
bility of tenants to pay rents.43 

Individual decisions to abandon arise from 
changes in the cash-flow, asset-value of the 
property involved. Abandonment can also stem 
from changes in the economic status of the 
abandoner. For example, an individual home
owner or tenant may be unable to meet monthly 
cash outlays for housing because maintenance 
costs have risen unexpectedly, perhaps due to 
misinformation provided by a speculator, zoning 
changes, code enforcement, illness, job termina
tion, family problems that have led to reduced 
income, or to new claims on the abandoner's in

" See: Herbert S. Winokur, et aI., Urban Housing Abandonment: 
Problem Description, Causal Hypotheses, and Policy Levers, 
a report performed for the Department of Health, Education, 
and Welfare, ICF Incorporated, Washington, D.C., August 1972. 

come, such as reduction in services provided by 
the landlord. Of these, the last (reduction in 
landlord-provided building services) appears 
most significant. In September 1970, a HUD sur
vey of defaulting Detroit homowners showed that 
added building costs accounted for nearly 70 
percent of all defaults.44 GAO audit data pre
sented at that time showed maintenance expen
ses also are an important factor. 

Changes in the socioeconomic and financial 
structure of a neighborhood that tend to deter 
new or continued investment occur because of: 

• Inmigration of lower socioeconomic per
sons, relative to present inhabitants. 

• Decline in the level and quality of public 
services, especially sanitation, public safety, and 
transportation. 

.. See : Subcommittee on Housing, "Housing and Urban Develop
ment Legislati on," Hearings before the Committee on Banking 
and Currency, House of Representatives, U.S. Government 
Printing Office, Washington, D.C., 92-2, Feb. 22 and 24, 1972. 
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• Structural decay in the unit itself, possi
bly due to lack of adequate maintenance. 

• Removal of existing refinancing sources 
and financial resources. 

• Increase in number of nearby abandoned 
units, etc. 

To date, abandonment has been primarily an 
urban phenomenon affecting communities in 
large, aging industrial centers in the East and 
Midwest. Rural abandonment does exist, how
ever, and the rate of rural abandonment is twice 
that of the cities. Rural abandonment seems to 
be a less serious economic and social problem, 
however, because the farm population is declin
ing 50 some 1055 of housing units probably is 
desirable and prudent.45 

Present empirical evidence indicates that 
the critical point of concentration of abandon
ment seems to be reached when 5 percent of a 
neighborhood's structures become vacant and 
derelict.46 In many cities, vacant and derelict 
housing is concentrated within a handful of rela
tively confined geographical boundaries; in other 
cities, abandonment is spreading at an increas
ing rate, as in St. Louis, where up to 20 percent 
of the housing inventory is threatenedY Table 
30 presents a summary of current research on 
the extent of abandonment. 

The impact of abandonment, and the social 
and economic forces that accompany it, on cen
ter city tax revenues has been dramatic. For ex
ample, the mean assessed value of taxable prop
erty in central cities increased 24.4 percent 
during the years 1961 through 66, as compared 
to a 63.1 percent increase in suburban areas 

., Bureau of Census, "General Housing Characteristics: U.S. Sum
mary, 1970 Census of Housing, U.S. Government Printing 
Office, Washington, D.C., December 1971 . Many rural aban
doned units are substandard. Nearly 15 percent lack plumbing 
facilities. Data on population migration indicate that these 
rural dwellings are vacated for housing in metropolitan areas. 
In the decade between 1960 and 1970, nonmetropolitan 
counties grew only 4.5 percent, compared to the 15.3 per
cent increase in metropolitan areas. At least for the present , 
a housing "problem" similar to that of the cities does not 
exist in rural areas. (These data and a lengthy discussion of 
rural housing were presented in a speech before the National 
Housi ng Conference-entitled "Dimensions of Rural Housing 
Problems," Atlanta, Ga., Nov. 17, 1970.) 

.. Linton, Mields and Coston, Inc., A Study of the Problems of 
Abandoned Housing, A Report Performed for the Department 
of Housing and Urban Development, Washington , D.C., Novem
ber 1971 . 

" Ibid. 
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during the same period. Moreover, the major 
share of the growth in central city property val
ues occurred in Western and Southern central 
cities. Northeastern and Midwestern central cit
ies either showed a decline in assessed property 
value or showed increases of less than 5 per
cent. 

Abandonment affects community develop
ment!decline in two ways: 

• By setting in motion a self-perpetuating 
process that when it becomes concentrated and 
contagious, endangers the financial stability of 
the housing in the remainder of the community. 

• Eroding the community tax base and the 
corresponding ability of the community to pro
vide public services (e.g., education, transporta
tion, solid waste disposal, etc.). 

Abandonment therefore serves both as a 
cause and result of community decline. In both 
capacities, abandonment reflects the absence of 
profitable investment opportunity. Economic in
adequacy transfuses the abandonment phenome
non-starting it, maintaining it, and serving as 
the basis for its impact on the community. Mere 
abandonment of a building without attendant so
cial and economic problems has little impact; for 
example, an empty home in Beverly Hills has lit· 
tie community-wide impact. The underlying eco· 
nomic malaise is the ultimate source of both the 
impact of abandonment on a community and the 
general decline we associate with urban aban
donment. 

Retail Sales: Retail sales, or more accu
rately the commercial investments behind retail 
sales, represent a third category of investment in 
communities. Total retail sales in all metropolitan 
areas grew substantially between 1963 and 1967. 
Retail sales in center cities grew substantially 
less rapidly than in the total metropolitan areas. 
As a result, retail sales in all central cities (re
gardless of population growth) declined as a 
percent of total metropolitan retail sales. Table 
31 shows the trend in retail sales for major met
ropolitan areas between 1963 and 1967, and the 
change in share of retail sales between center 
city and suburb between 1958 and 1967. 

We can follow the simultaneous growth of 
suburban retail sales, suburban populations, and 
median suburban income (see Table 32) . Further, 
the pattern of suburban retail sales around sub
urban population centers, transportation centers, 
and housing suggests that commerce follows 
community development where development may 
occur. 
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Table 30. EXisting Data on the Scope and Extent of the Abandonment Problem 
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1 William Grigsby et aI., Housing and Poverty: An Abstract, Institute for Environmental Studies, University of Pennsylvania, and 
the Urban Studies Institute, Morgan State College, June 1970. 

2 Henry B. Schechter and Marian K. Schiefer, Housing Needs and National Goals, paper submitted to the Subcommittee on Hous
ing Panels, Committee on aBnking and Currency , June 1971 . 

3 George Sternlieb, op. cit. 
• 1970 	Census ot Housing , General Housing Characteristics, U.S. Summary, Table 5. Percentages ca lculated on basis of total no. 

of year-round housing units. 
5 Ibid. Table 17; Data expressed for the city as a whole only in those instances where character of abandonment and housing market 

ind icate they are representative of the value in abandoned neighborhoods. 
6 A 	 study ' recently completed by Frank Kristof indicates that the rae of housing abandonment in New York City may be as 

high as 30,000 housing units per year. See Frank Kristof, Economic Facts 01 New York City's Housing Problems, prepared 
for the Institute of Public , Administration, January 1970. 

7 The National Urban League, op. cit. 
8 The Finance Commission of the City of Boston, A Special Report on Abandoned Buildings and Related Programs, City of Bos

ton, November 1971. 
• Housing Association of Delaware Valley, unpublished, 1972. 

The structure of retail sales may have 
changed. Previously, commercial establishments 
generally served narrow local markets. Extensive 
high speed metropolitan transportation networks, 
however, have facilitated the growth of area-wide 
commercial centers-shopping malls and the like 
-which serve tens of thousands of consumers. 

Larger market areas have not changed the 
underlying economics of commercial ventures. 
Even with wider markets, the new, larger, more 
concentrated commercial centers remain com
petitive and (except for developers) low margin 
operations. These circumstances oblige commer
cial investors to expand only as fast as their 
markets. Therefore, any particular retail firm 
tends to reflect (rather than cause) population 
growth, population movement, and community 
development. 

Aggregate commercial activity may have 
some role in sponsoring community develop
ment, however. Rapid commercial investment in 
suburbs reflects the suburban community devel
opment inherent in family investment in homes 
and family consumption of suburban goods and 
services. New commercial centers make the sub
urbs more attractive for further population 
growth and further population in-movement, how
ever, suggesting that retail sales (commercial ac
tivity) eventually cause community development 
in addition to responding to it. 

Like new construction, the investment in 
commerce (represented by growing retail sales) 
stems initially from stronger, more basic forces 
such as population growth. Eventually the grow
ing availability and scope of commercial services 
themselves become a partial cause of further 
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Table 31. Leading Metropolitan Areas Ranked by 1967 Retail Sales, 1963 and 1~67 

Sales Percent of 
Per- Per-· SMSA Sales 

Standard Metropolitan SMSA's cent Central cities cent in Central City 
Rank Statistical Area 1963 1967 change 1963 1967 change 1958 1963 1967 

1 New York, N.Y. 15,646,307 18,633,533 19.1 10,493,016 12,073,250 15.1 72.9 67.1 64.8 
2 Los Angeles-Long Beach, 

Calif. 10,687,367 12,802,850 19.8 5,022,083 5,996,085 19.4 53.2 47.0 46.6 
3 Chicago, III. 9,889,061 12,464,539 26.0 5,630,930 6,423,804 14.1 65.3 56.9 51 .5 
4 Phi ladelphia, Pa.-N.J. 5,737,442 7,425,418 29.4 2,489,878 2,985,336 19.9 51.1 43.4 40.2 
5 Detroit, Mich. 5,393,024 7,053,264 30.8 2,303,323 2,546,118 10.6 51.1 42.7 36.1 
6 San Francisco-

Oakland, Calif. 4,511,342 5,584,291 23.8 2,167,614 2,424,030 11.9 54.5 48.0 43.4 
7 Boston , Mass. 3,972,873 4,838,625 21.8 1,230,052 1,437,095 15.9 38.9 31.2 29.7 
8 Washington, D.C.-Md.-Va. 3,366,022 4,731,442 40.6 1,417,703 1,603,432 13.0 52.1 42.1 33.9 
9 SI. Louis, Mo.-III. 2,847,475 3,665,836 28 .8 1,068,322 1,199,066 12.3 48.1 37.5 32.7 

10 Pittsburgh, Pa. 2,878,235 3,545,127 23.2 979,597 1,187,447 21.2 37.5 34.0 33.5 
11 Cleveland, Ohio 2,715,566 3,369,425 24.1 1,278,144 1,332,630 4.3 60.6 47.1 39.6 
12 Newark, N.J. 2,582,485 3,037,050 17.6 665,252 643,596 -3.3 30.0 25.8 21 .2 
13 Baltimore, Md. 2,265,647 3,050,228 34.6 1,316,945 1,539,006 16.9 71.4 58.1 50.5 
14 Minneapolis-SI. Paul, Minn . 2,194,393 3,030,622 38.1 1,349,662 1,647,199 22.0 71 .6 61.5 54.4 
15 Houston , Tex. 1,961,557 3,010,093 53.5 1,616,038 2,251,970 30.4 84.1 82.4 74.8 
16 Dallas, Tex. 1,809,047 2,540,108 40.4 1,288,155 1,738,098 34.9 77.7 71.2 68.4 
17 Seattle-Everett, Wash. 1,747,818 2,505,647 43.4 1,110,495 1,503,064 35.4 71 .7 63.5 60.0 
18 Pate rson-C I ifton-Passai c, 

N.J. 1,871,210 2,386,796 27.5 447,428 486,980 8.8 29.0 23.9 20.4 
19 Atlanta, Ga. 1,628,757 2,337,125 43.5 1,015,750 1,345,551 32.5 71.5 62.4 57.6 
20 Anaheim-Santa Ana-

Garden Grove, Calif. 1,462,613 2,215,940 51 .5 734,566 905,203 23.2 (') 50.2 40.8 
21 Milwaukee, Wis. 1,706,994 2,183,019 27.9 1,076,475 1,274,798 18.5 73.1 63.1 58.4 
22 Kansas City, Mo.-Kans. 1,682,887 2,180,727 29.6 1,064,536 1,201,100 12.9 70.0 63.3 55.1 
23 Miami, Fla. 1,618,114 2,174,663 34.4 654,770 815,024 24.8 54.9 40.5 37.5 
24 Cincinnati, Ohio-Ky.-Ind. 1,650,885 2,106,372 27.6 770,748 948,173 21 .6 58 .0 47.2 45.0 
25 Buffalo, N.Y. 1,675,205 2,048,828 22.3 670,754 796,124 18.7 52.2 40.0 38.9 

, Anaheim-Santa Ana-Garden Grove, California not classified as an SMSA in 1958. 
Source: Bureau of the Census, Maior Retail Center Statistics Series, R.C. 72-C-1. 

Table 32. Trends in Population Growth and Money Income 1960 and 1970 

Total Population Median Family Income 
(000) Percent Percent 

1960 1970 Change 1959 1969 Change 
Total Population 178.7 202.5 13.3 7,058 9,433 33.6 

All Metropolitan Areas 112.3 131.5 17.1 7,880 10,261 30.2 
Inside Central Cities 57.8 58.6 1.4 7,417 9,157 23.5 
Outside Central Cities 54.6 72.9 33.5 8,351 11,003 31 .8 

Nonmetropolitan 66.3 71.0 7.1 5,647 7,982 41.3 

Source: Bureau ot Census, "Social and Economic Characteristics of the Population in Metropolitan and Nonmetropolitan Areas: 
1970 and 1960," Current Population Series, U.S. Government Printing Office, Washington, D.C., June 24, 1971. 
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community development. The central point, how
ever, is not the dual role of commerce (as both 
result and cause) but the role of commerce as a 
basis for sustained profitable investment in the 
community. Suburban community development 
(as opposed to decline) results not merely be
cause retail sales are made there, but because 
commercial investors have confidence in the un
derlying economic viability of the suburban com
munity. 

Employment: The distribution of U. S. em
ployment has been remarkably constant in 
recent years-both in terms of geographic loca
tion across the country and in terms of distribu
tion between urban, suburban, and rural areas. 
Table 33 shows the distribution of jobs by geo
graphic area and community type. As indicated 
all changes in the period 1964 to 1969 were less 
than 2 percent (absolutely). The fraction of jobs 
in the suburbs changed negligibly; the fraction of 
jobs in central business districts fell less than 
one percent. 

In the entire period 1947 to 1963, the areas 
surrounding major industrial centers increased 
their share of all jobs by 4.7 percent. The rate of 
growth in employment was much faster in sub
urbs than in cities (37 percent versus 12 per
cent). Satellite cities experienced the most rapid 
rate of growth in the number of jobs (110 per
cent). These rapid growth rates were possible 
because the base number of jobs outside central 
cities was low. 

U. S. manufacturing and nonmanufacturing 
jobs are still heavily concentrated in urban 
areas. Sixty-three percent of all jobs were in 
such areas in 1964 compared to 61.2 percent in 
1969. The suburbs continue to have only a small 
fraction of all jobs-13.3 percent in 1964 and 
13.6 percent in 1969. 

Nationally, people still work in the cities. In 
various parts of the country this pattern is quite 
different. The East South Central States and the 
West North Central States, for example, show a 
strong tendency to generate new jobs in the sub
urbs and nonmetropolitan areas. 

Employment opportunities, or more precisely 
the business investment behind employment, per
haps best characterize the role of sustained 
profitable investment opportunity in community 
development 'and decline. Jobs represent pur
chasing power which: (a) attracts commercial in
vestment in service providing amenities, (b) ex
pands local tax bases, which permits quality 
public services (schools, law enforcement, sani
tation, and transportation), and (c) creates de
mand for new construction-all of which in turn 

attract more jobs, more population, and more of 
other kinds of investment. 

Conversely, loss of jobs breeds falling pur
chasing power, lower tax bases, poorer commer
cial and public services, construction deteriora
tion, less population growth, and further loss of 
jobs, etc. 

Table 33 may suggest the extent the job 
market did follow (or lead) the general disper
sion of community development from the North
east cities to the Lakes region and the Pacific 
coast. In this national sense, employment oppor
tunities-or more precisely the business invest
ment behind employment opportunities-appear 
responsible for and indicative of the shift of 
community development forces from one part of 
the country to another. 

More generally, however, the metropolitan 
growth distribution of jobs between cities and 
suburbs is pronouncedly stable. Within any par
ticular region the increase in suburban jobs is 
far less than the increase in suburban popula
tion . 

Table 33. Percent Distribution of All U. S. Jobs 

Year 
1964 1969 

Region: 
Pacific 10.1 10.3 
Mountain 1.6 1.8 
West South Central 5.3 6.1 
East South Central 5.4 5.8 
South Atlantic 12.8 13.3 
West North Central 6.0 6.3 
East North Central 26.7 26.5 
Middle Atlantic 23.8 22.1 
New England 8.3 7.8 

100.0 100.0 
Within Metropolitan Areas: 

Central Business Districts 52.0 50.0 
Central City 11.0 11.1 
Suburb 13.3 13 .6 
Nonme:ropolitan 23.7 25.2 

100.0 100.0 

Therefore, in an intermetropolitan sense, 
business investment/disinvestment is a good 
predictor and reflection of community develop
ment. But in an intrametropolitan sense, busi
ness investment (or jobs) does not appear to 
reliably explain or measure community develop
ment and decline. 

Public Services: Public services is yet an
other form of investment in a community. Public 
services can be viewed as a form of investment 
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Table 34. Growth in State and Local 
Government Expenditures 1950-1970 

Year Percent 
($ billions) Change 

1950 1960 1970 (1950-1970) 
Tolal Government 

Expenditure 28 61 148 +428.6 
State 11 22 56 409.1 
Local 17 39 92 441 .1 

Per Capita 

Expenditures 

both State and 


Local 150 288 646 330.1 

Sou rce : Bureau of Census, Statistical Abstract 01 the Uni
ted States, U.S. Government Printing Office, Washing
ton, D.C., 1972. 

by local governments in maintaining the environ
ment and the quality of a community. Such in
vestment may yield measurable returns in terms 
of an increasing tax base and greater local gov
ernment revenues. Public services include : 

• Education 
• Fire protection 
• Police protection 
• Sanitary and waste disposal 
• Health 
• Housing and urban development 
• Transportation services 

As metropolitanization has increased in re
cent years, so also have local government ex
penditures for public services. Table 34 shows 
the growth in State and local expenditures be
tween 1950 and 1970. 

Public services expenditures may affect 
community development or decline by : 

• Making a community more (or less) at
tractive toward investment, by improving (or fail
ing to improve) neighborhood quality. 

• Affecting directly the cost of locating in 
a community primarily through local income and 
property tax. 

a. Effect on Neighborhood Quality: The 
level and quality of public services appear to be 
important to all houshold types and socioeco
nomic groups:1S The relative importance of pub

" I n a recent survey for Look Magazine of national attitudes on 
the quality 01 Iile in American cities , those cities that were 
perceived to provide higher quality recreation , transportation , 
and pol ice services generally ranked higher in quality than 
those that did not. See Development Alternatives, Inc., The 
Quality 01 Lile in American Cities, Washington , D.C., 1972 
(unpublished). 

lic services in residential location decisions, 
however, may vary among different household 
types. Households with families appear to place 
more importance on public services than house
holds of single individuals.49 The relative attrac
tiveness among communities as perceived in 
terms of their public service packages may de
termine, in part, the socioeconomic composition 
of the resident population. The extent to which a 
community attracts high income residents 
through public services, increases its tax base, 
and expands the investment potential for contin
ued residential , commercial, and industrial in
vestment. 

The level and quality of public services may 
be perceived, to some degrees in terms of 
neighborhood quality. The quality and repair of 
streets, cleanliness, neighborhood reputation, 
amount of traffic, maintenance of public 
grounds, and trash disposal are all neighborhood 
quality factors that depend on public services. In 
general, neighorhood quality is considered to be 
as important in the individual investment deci
sion (if not more important among some groups 
-e.g., owners versus renters) as the physical 
characteristics of the housing structure itself 
age, number of· rooms, size of lot, etc.5 0 Table 
35 shows that white residents purchasing, as op
posed to renting, a house in the suburbs, indi
cate the strongest preference for neighborhood 
quality among all socioeconomic groups. 

It appears that household preference for 
neighborhood quality, in general terms, has been 
a major force drawing higher income residents 
to suburbs. In general, lower density locations, 
with less traffic, relatively efficient sanitation and 
fire services, and higher perceived levels of per
sonal security have induced families, who could 
afford it, to move to suburban communities. 

.. The Edgar Butler survey of residential preferences showed sub
stantial emphasis on the quality of education among house
holds of married couples with young children . It is noteworthy 
that the preference for quality schools does not vary by loca
tion-city or suburb-and varies only moderately among 
different households types-the weakest preference being 
among single individuals. See: Edgar Butler, op. cit. 

" Recent research by John Kain and J. M. Quigley studies the 
behavior of individuals in valuing housing quality to deter
mine price. In addition to neighborhood variables, Kain and 
Quigley consider the quality of the overall condition of the 
structure's exterior (landscaping, drive and walks, trash) . The 
results imply that quality of the structure is as least as im
portant in determining price as the number of rooms, square 
footage, and other quantitative factors. Moreover, the prem
ium for quality increases as unit size (number of rooms) in
creases, although the exact relationship is not determined. 
See: John Kain and J. M. Quigley "Measuring the Value 
of Housing Quality," Journal 01 the American Statistical As
sociation, Washington, D.C., June 1970. 
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Table 35. Household Preferences for Housing 
and Neighborhood Quality 

Signifi-
Household Strongest Weakest cance 

Factor Preference Preference Level 
Family type NS' NS NS 
Age of head NS NS NS 
Household NS NS NS 
SES inde)( NS NS NS 
Race White Nonwhite 0.001 

72.4% 53.2% 
Tenure Buying Renting 0.01 

74.1% 62.4% 
Central City Suburb Central City 0.001 

vs. suburb 74.4% 63.9% 

Source: Edgar W. Butler, Moving and Residential Choice, 
Highway Research Board, National Academy of 
Sciences-National Academy of Engineers, Washington, 
D.C., 1969. 

'Not significant. 

There is some indication that the perceived 
quality of education may be a second important 
factor in determining residential location. Survey 
data presented by Edgar Butler show that de
mand for quality educational services cuts 
across all socioeconomic household groups re
gardless of center city or suburban residence. 
Table 36 shows that young families with children 
prefer better than average education and are 
willing to pay higher taxes to receive it. 51 

Table 37 compares per capita public serv
ices expenditures for educational and noneduca
tional services between central city and subur
ban communities. Clearly, suburban communities 
invest more per capita on education than do 
central cities. The direct return on this invest
ment to suburban communities appears to be the 
relatively higher median income of suburban res
idents-in 1970 median suburban income was 
$11,003 compared to $8,351 for central cities. 

The relative emphasis of central cities on di
rect benefit services, and relatively higher per 
capita expenditures appears to be a response to 
demand for services by: (1) relatively large num
bers of single individuals and the elderly, (2) rel
atively large numbers of people who are depend
ent on government services because they cannot 

"A cross sectional analysis of New Jersey communities showed 
that prospective residents weigh public service packages vs. 
the tax burden in selecting a community. They tend to select 
public service packages that match their own preference-e.g., 
education VS. noneducational services-and to make a trade
off in terms of higher taxes. See Wallace E. Oates, "The 
Effects of Property Taxes and Local Public Spending on 
Property Values: An Empirical Study of Tax Capitalization and 
the Tubout Hypotheses," Journal 01 Polifical Economy, Vol. 77, 
November-December 1969. 

afford private services, and (3) persons who 
reside in the suburbs but use city services. Be
cause central cities respond to the public serv
ice needs not only of resident populations but 
also to the needs of the metropolitan area as a 
whole-especially sanitation, transportation, and 
health-central cities are generally unable to 
give preference to education services, which ap
pear to be necessary to attract high income resi
dent households and continued community 
investment.52 

Table 36. Household Preference for Better 
Education With Higher Taxes vs. Lower 
Quality Education and Lower Taxes 

()(') 
Signifi-

Household Strongest Weakest cance 
Factor Preference Preference Level 

Family type Full Single 
family individual 
94.8% 52.3% 0.001 

Age of head 25-29 Over 65 
93.0% 57.3% 0.001 

Household 6 persons 1 person 
size 92.8% 63.2% 0.00-1 

SES inde)( NS NS NS 
Race NS NS NS 
Tenure Buying Owners 

84.4% 64.6% 0.001 
Central city 

vs. Suburb NS NS NS 

Source: Edgar Butler, Edgar W. Butler. et. ai, Moving Be
havior and Residential Choice, A National Cooperative 
Highway Research Program Report, Highway Research 
Board, National Academy of Sciences, Washington, 
D.C., No. 81, 1969. 

b. Cost of Locating: The cost of locating, in 
terms of local property and income taxes, also 
affects financial incentives to invest in a given 
community. Long term public service mainte
nance costs, in terms of taxation, can be a loca
tional consideration, especially for real estate 
and commercial developers who are concerned 
directly with profit. Households, to a lesser ex

"Roy W. Bahl, in a recent paper for the President's Commission 
on Population Growth and the American Future, discusses the 
eHect of the distinct public service packages offered by cen
tral city and suburban communities on their relative tax 
bases. He emphasizes that education expenditures by sub
urban communities combined with other amenities-recreation, 
low denSity, etc.-affect the resident socioeconomic com
position and the level of taxation (one kind of resident rein
vestment in the community) residents are willing and able to 
bear. See: Roy W. Bahl , "Metropolitan Fiscal Structures and 
the Distribution of Population Within Metropolitan Areas," A 
Paper Prepared fOr the President's Commission on Popula
tion Growth and the American Future, Syracuse University, 
Syracuse, N.Y. , 1971 . 
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Table 37. City-Suburb Disparities for 37 
Largest Metropolitan Areas in 1968 

Outside Metro-
Central Central politan 

City City Area 

Per Capita Total 
Expenditures $ 408 $ 332 $ 367 
Per Capita Educational 
Expenditures 
Per Capita Non
educational Expenditu res 
Per Capita Taxes 
Per Capita Aid 
Taxes as Percent of 
Income 

137 178 

271 158 
226 173 
133 99 

6.3% 4.2% 

158 

220 
198 

Median Family Income $8,351 $11,003 $9,923 

Source: Seymour Sacks , "Fiscal Disparities and Metropoli 
tan Development," ;n Papers Submitted to Subcommit
tee on Housing Pan els on Housing Pro duction , Housing 
Demand, and Developing a Suitable Living Environment, 
Part 2 (Washington, D.C.: U.S. Government Printing 
Office, 1971). 

tent, also must make a trade-off between the 
level of public services and cost-taxation be
comes more important as resident income de
clines. 

Table 38 shows the relative total property 
tax burden experienced by central cities vs. sub
urban residents. Although both total and per 
capita taxes are higher in suburban areas, taxes 
as a percent of income are one-third lower in 
the suburbs. Moreover, the primary difference in 
the composition of the tax burden, as shown in 
Table 38, is due to relatively higher school taxes, 
which, as indicated previously, appears to be a 
price suburban residents are more than willing 
to pay. 

lation composition . Long-distance transport serv
ices, such as highways, airports, railroads, etc., 
appear to increase a community's accessibility 
to other communities and, thereby, increase the 
potential level of commercial traffic and/or the 
number of residential households. 

In general, it has been shown that cities that 
are located near metropolitan areas and have 
greater accessibility to the interstate highway 
system, experience more rapid growth than cities 
that are the same distance from metropolitan 
areas, but are not as accessible. 5 3 Table 39 
shows that at almost every distance, varying lev
els of highway accessibility are positively associ
ated with population growth. 

Table 39. Average Population Growth of All 
Places, Population 10,000 and Over by 
Distance from Nearest SMSA and 
Accessibility to Interstate Highways, 1960 

Distance 

Within 50 miles of 
nearest SMSA 

From 50 to 100 miles 
100 to 150 miles 
150 miles and over 

Percent Population Growth 
by Level of Access 

No 
High' Access' Low' Access' 

27.6% 16.7% 15.5% 14.6% 
15.0 13.8 5.6 2.2 
15.4 15.1 10.0 6.7 
14.7 17.2 4.2 7.1 

Source: Richard B. Sturgis, Selected Factors Influencing 
City Growth, 1960-1970, Oak Ridge National Laboratory, 
Oak Ridge, Tenn ., 1972. 

1 Two interstates intersect within county in which city is 
located . 

2 One interstate intersects within county. 
' At least one interstate in an adjoin i ng county. 
4 No interstate w'ithin county or adjoining county. 

Table 38. Median Property Taxes on a $25,OOOHouse 1 in 1962-63, 1964-65, and 1968-69 

Total Tax Municipal Tax School Tax 
1962 1964 1968 1962 1964 1968 1962 1964 1968 
1963 1965 1969 1963 1965 1969 1963 1965 1969 

Total, all cities' 491 519 608 124 129 140 259 275 333 
City type 

Central 484 505 568 169 169 180 229 236 289 
Suburban 524 543 646 94 96 105 282 302 372 
Independent 478 480 574 132 135 167 262 277 318 

Source : International City Management Association, Municipal Yearbook, ICMA, Washington, D.C., 1972. 

1 Estimation of the property tax on a home which presently sells for $25,000. 

'305 cities reported . 


c. Transportation Services: The provIsion of 
transportation services affects the distribution of 

" Richard B. Sturgis, Selected Factors Influencing City Growth,
populations among communities as well as popu- 1960-1970, Oak Ridge Laboratory, Oak Ridge , Tenn., 1972. 
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Highway expenditures also have affected 
community development by extending the implicit 
boundaries of metropolitan areas by increasing 
the accessibility of metropolitan industry and 
commerce to less developed areas. For example, 
in 1960 over 61 percent of all cities experienced 
some annexation to metropolitan areas-these 
cities had an average growth rate of 32.2 per
cent. Cities outside of metropol itan areas, how
ever, that did not annex grew at an average rate 
of only 10.2 percent. 

Major transportation routes appear to be the 
focus of both residential and commercial devel
opment in metropolitan areas. In urban and 
regional planning, highways are considered an 
important determinant of metropolitan growth 
patterns. In the Washington, D.C. Standard Met
ropolitan Area, the urban corridors that run radi
ally from the center city to suburban areas along 
interstate highway routes contained 94 percent 
of all of the regional population growth and 99 
percent of all employment growth. The impact of 
highway development on center city growth gen
erally has been to draw residential and commer
cial development from the central city to surbur
ban communities. 

Highways also may affect the composition of 
metropolitan populations as a result of the 
primary reliance on automobile transportation. 
The dependency of low income groups on mass 
transit-train or bus-limits their residential al
ternatives to central cities. The segregation of 
populations by income, which appears to have 
been a partial effect of highway construction and 
suburbanization in recent years, has enhanced 
suburban community development potential
through expanding the consumer base-at the 
cost of central city development,54 

Other Theories of Growth and Decline: The 
previous sections of this chapter treat "sustained 
profitable investment opportunity" as a theoreti
cal system for considering development/decline 
issues. This system represents only one of many 
theories in the area. Several schemes have been 
developed with far more rigor than was possible 
in the short period available for this report. 

04 Roy W. Bahl discusses the impact of highways on the metro
politan fiscal disparities. In addition to emphasizing the 
barrier posed by highways to low income groups locating 
In suburbs, he asserts that highways Increase demand for 
center city public services by suburban commuters. This ad
ditional demand further undermines center city governments' 
fiscal stabiity and constrains the provision of pubic services 
to center city residents. See: Roy W. Bahl, "Metropolitan 
Fiscal Structures ...•" op. cit. 

Some alternative theories dwell on housing 
and others on housing, population, and prices. 
Most of these theories overlap each other and 
the "sustained profitable investment" model. 

The leading and (and most fully developed) 
theoretical models of the community develop
ment decline process are: 

• David Birch's Model of New Haven, 
Conn. 

• The Urban Institute's (UI) Housing Model 
• The National Bureau of Economic Re

search 's (NBER) Model of Housing Demand and 
associated work by John F. Kain 

• The Forrester Model of Urban Dynamics 
Each of these works represents a unique ap
proach to simulating community systems and 
each has a somewhat different focus. 

The data for these models are basically all 
U.S. census tract data for Standard Metropol itan 
Statistical Areas (SMSA's) for 1960 and/or 1970. 
The Census Bureau is the primary source of 
consistent detailed population and housing data 
available at reasonable cost. Birch, with the help 
of Census field offices, also utilized data from a 
special census of the New Haven region taken in 
1967 for the express purpose of the Birch model
ing effort. Kain employed data from a previous 
transportation study of the Pittsbu rgh area in 
which he tested his model. The original Urban 
Institute model was applied on a rather general 
basis to 1960 census data for 16 major SMSA's 
to obtain initial values for the model's parame
ters, but more recently, attempts have been 
made at specific applications to four other met
ropolitan areas with quite different characteris
tics. These analyses involve such diverse areas 
as Durham, N.C.; Austin, Tex.; Portland, Oreg.; 
and Pittsburgh, Pa., and they attempt to explain 
the intraregional population shifts that were ob
served from 1960 and 1970 census data. 

Methodology: The Birch Model of New 
Haven is probably the most complete effort. It 
analyzes a greater number of subsectors and in
fluencing variables than do the other models, 
and it includes parameters to describe land use, 
employmsnt, population trends including both in
terregional and intraregional migration, housing 
demand, and household characteristics, but it 
excludes governmental variables. The Birch 
model attempts to provide a basis for under
standing these regional phenomena. 

On the other hand, the Forrester and Urban 
Institute models allow for governmental variables, 
and forecast the impact of government policy 
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changes on regional population and housing pat
terns. But while the Urban Institute's work em
phasizes intraregional migration and the effects 
of neighborhoods and housing quality on the mo
bility of household types, the Forrester effort 
looks more toward interregional population m i
gration as it is influenced by the relative attrac
tiveness of a region with regard to its employ
ment opportunities. The Forrester model is less 
housing oriented than any of the other models, 
and it does not address the characteristics of 
households. 

In contrast, the Kain (NBER) model is al
most strictly an analysis of housing demand and 
residential price geography. This model includes 
neither parameters nor variables to explain the 
role of government and indicate effects of its 
policies. The Kain work is important in that it 
thoroughly examines the effects of changes in 
explanatory variables (income, education, em
ployment status, race, and family size) on the 
mean consumption of each component of a 
"housing bundle" (dwelling quality, interior 
space, neighborhood quality, and exterior 
space). In addition, the NBER model provides a 
basis for comparing the demand for like bundles 
of housing across neighborhoods. 

Each of these models also has other 
strengths and weaknesses that should be identi
fied. Birch's New Haven simulation is based 
heavily on a series of behavior probabilities that 
he derived from observed shifts in the region's 
demographic characteristics between 1960 and 
1967. Yet, these probabilities have no historical 
basis, and nothing has been done to assure that 
these observations are not abnormally observed. 

Also, the Birch model fails to treat the con
cept of "housing services bundles" and their as
sociated characteristics. The quantity and quality 
of any particular bundle of housing services is 
only measured to the extent that it is reflected in 
the purchase or rental price of a unit. The use of 
only a price variable does not allow differentia
tion between changes in housing quality and 
housing quantity that may be of interest in study
ing community development and decline. Table 
40 shows the characteristics of housin,g that are 
directly examined by each of the models under 
review. 

Birch's work stands out because it is the 
only one to consider in any depth the concepts 
of land use and commercial development. The 
Kain-NBER model looks at housing density, but 
makes no allowance for the related densities of 
competing forms of land use. An improvement on 

Kain's effort is made in the Urban Institute 
model, but this simply provides a parameter to 
explain removal of units from the total housing 
stock. No analysis of the use of this land after 
its removal is attempted. Birch, however, takes a 
complete inventory of land in the New Haven re
gion and identifies each parcel as to its present 
employment using the following categories: 

Residential Vacant, Easy to Build 
Light Manufacturing Vacant, Hard to Build 
Heavy Manufacturing Unavailable 
Trade and Service Total 

With data for these groupings, Birch develops a 
parameter which measures the maximum resi
dential density of each census tract in New 
Haven by simulating the political process under
lying zoning ordinance. This density parameter 
includes a threshold value of some importance. 
Assuming there is no previous history of sub
stantial apartment building in a given tract, no 
new apartment construction is permitted unless 
the value of this parameter is attained. 

Table 40. Characteristics of Housing 
Examined Directly by Each Model 

NBER-
Birch UI Kain Forrester 

Price 
(Rental or Purchase) x x x x 
Age x x 
Interior Space x 
Exterior Space x x 
Housing Quality x x 
Neighborhood Effects x x x x 
Accessibility 
(Commuting or 
Transportation Costs) x x x 
Substandard Housing x 
Housing Stock x x x x 

Both Birch and Forrester employ an iterative 
methodology in developing their models that in
volves repeated testing of data samples, compar
ison of results to the real world, and revision of 
the model's parameters. This procedure assumes 
that either the data are consistent and reliable 
and/or the hypothesized behavior relations are 
accurate. Otherwise, poor data could cause an 
improper adjustment in parameters or misstruc
tured parametric relations could result in a 
rejection of good sample data. In these models, 
the assumption that census data is consistent 
and reliable must be made, for there are practi
cally no alternative sources of detailed data. 
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In contrast, the Kain-NBER model presents a 
basically static analysis, and the Urban Institute 
simulation is an attempt at comparative statistics 
with a form of game theory employed to explain 
the intermediate process of change. This game 
theory strives to attain a simultaneous profit and 
utility maximization function for each owner of 
housing services and each household respec
tively. No solution is reached as long as any of 
the actors in the model has incentive to change 
his position. It is a highly competitive process in 
which household income plays an important role 
in the determining size and quality of the hous
ing bundle consumed by each household. 

Table 41 shows the methodology, outputs, 
and application of each model. 

Implications and Conclusions: The results of 
the three applications of the Urban Institute 
model completed thus far, lead to several points 
about households and housing patterns: 

• Estimates of the parameters of the model 
do not vary significantly across the cities and 
over time, except in the case of the price re
sponsiveness of households. 

• Estimates depict varying degrees of non
responsiveness among households to changes in 
the price of housing. Of the three cities exam
ined, households in Portland were almost 
completely unresponsive to price changes; those 
in Durham and Austin were slightly more respon
sive. 

• Estimates of the ratio of housing ex
pense to income are relatively constant across 
racial groups, but they are Significantly higher 
for elderly single households than for nonelderly 
families. • 

• There is a consistently strong tendency 
for households to locate in a zone in which a 
high percentage of the existing households are 
of the same racial group as the relocating 
household. 

• The model gives no indication of the rel
ative importance of the various household behav
ioral parameters in location decisions. 

In contrast, the Birch analysis shows that 
minorities do not always prefer to locate in areas 
in which a majority of the households are of mi
nority groups. Though he found this tendency 
holds for white households, Birch discovered 
that this is only true for minorities in the New 
Haven area past a given level of minority con
centration. After the number of minority house
holds in a given tract surpasses 50 percent of 

the total households, the probability that other 
minority households will relocate into that tract 
begins to decline sharply. In fact, the model indi
cates that the rate of change in the minority 
population of a tract has a stronger positive cor
relation with the probability that other minority 
households will locate in that tract than does the 
percentage of minority households. 

In addition, Birch is able to derive for each 
of 27 household types rankings of the relative 
importance of seven factors (present population 
concentration, growth, social class, stage of de
velopment, racial concentration , racial change, 
and distance from present tract) that are influen
tial in determining intraregion mi ration patterns. 
Of these factors, growth and stage of develop
ment were consistently ranked low by all house
hold types with one exception . Households with 
heads who are white, native born, and between 
20 and 39 years of age tend to place a greater 
value on growth. Particularly, those in this group 
who possess less than a high school education 
rank growth above all factors. The present con
centration of population ranks very high for most 
household types. This factor ranked first in impor
tance for 14 of the 27 consecutive household 
groupings, and it ranked among the top three 
factors for over 75 percent of the groups. Only 
older (65 and over) minority household heads 
with a high school education or greater and 
young (20-39) foreign born household heads with 
just 12 years of schooling saw the present con
centration as being of lesser importance. Racial 
concentration varies greatly as to its effect on 
the location decisions of different groups. House
holds with heads in the following classifications 
tend to put more emphasis on this factor than 
other types of households: 

1. Households with young (20-39) minority 
heads regardless of educational attainment. 

2. Households with middle-aged (40-64) na
tive and middle-aged minority heads for all lev
els of education. 

3. Households with elderly (65 and over) mT
nority heads possessing less than a high school 
education. 

Households with young native born, elderly na
tive, and elderly foreign born heads tended to 
give the least importance to the racial concen
tration of a neighborhood in making their rel oca
tion decisions. 

The distance between a tract selected for 
relocation and the tract in which a given house
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Table 41. 

Birch UI Kain-NBER Forrester 

OUTPUTS A senes of probabilities that given 
household types will be affected by 
a giver> factor, and the effects of these 
probable actions on neighborhood de
velopment and land use patterns. 

1. Estimates of ratios of housing ex
pense to income for various 
household types. 

2. Estimates of household behavior 
parameters. 

3. Estimates of housing supply 
parameters. 

4. Policy simulations of the effects 
of certain housing policies. 

1. Estimates Of the effeciS of given 
changes in explanatory variables on 
the mean consumption of each com
ponent of housing bundles by 
households. 

2. Estimates of 
census tract, 

3. Analysis of 
neighborhood 
ing type. 

dwelling prices by 
by dwelling types. 
housing prices by 
categories, by dwell

4. Interneighborhood variations in 
dwelling prices by type. 

The evaluation· of the effects of 
governmental programs on at
tractiveness of a community for 
interregional migrat ion. 

INPUTS 1. 1960 Census of Population data. 
2. 1967 Special Census of New Haven. 
3. Employment data jrom Connecticut 

Labor Department. 
4. Census of Metropolitan Housing. 
5. Consumer Price Index. 
6. Land use data from State, regional, 

and city sources. 

1. 1960 and 1970 census data. 
2. FHA data on new construction 

costs. 
3. "Model" dwelling data. 
4. "Model" household data. 
5. Average commuting times , central 

business district. 

1. 1960 and 1970 
2. Local housing 
3. Lot size data. 

census data. 
price data. 

No real world applications. 

APPLICATIONS Application to New Haven, Conn. with 
potential for universal application with 
minor adjustments and tuning. 

Applications to Durham, N.C., Austin, 
Tex., and Portland, Oreg. completed. 
Application to Pittsburgh, Pa. in 

Applications to Pittsburgh, Pa. an d 
Detroit, Mich. 
Application to other areas possible. 

No real world applications. 

process. 
Possible universal application. 

METHODOLOGY 
and SOPHISTI
CATION 

City examined from individual organiza
tion point of view. Iterative technique 
employed with automatic tuning adjust
ments made in parameters system of 
computational routines to simulate and 
use, employment, housing, and the na
tional economy. 

Game theory approach to explanation 
of change. Only four actors in model: 
househoids. landlords, builders, and 
government. 

Comparative static analysis using mul
tiple regression estimates of submarket 
demand equations for housing bundles 
and their components. 

Master planner viewpoint as
sumed. Iterative model with 
handmade adjustments in param
eters. Less detailed, aggregate 
variables employed along with 
a system of interrelated multi
pliers to show the effects of 
changes in governmental urban 
assistance policies. 

KEY 
ASSUMPTIONS 

1. Neighborhood quality is adequately 
descril)ed by the mean educational 
attainment of the household heads. 

2. Interregional migrants are attracted 
mainly by employment opportunities. 

3. Households have free choice of the 
housing units on the market. 

4. The price of vacant land influences 
what can be built on that, land. 

5. There is a maximum residential 
density allowed for any given tract. 

6. The national economy has a direct 
effect on the local labor market. 

1. All households are renters, and 
owner-occupants rent from them
selves. 

2. All government regulations are 
fully enforced. 

3. The quantity of housing services 
provided by any given housing 
unit declines proportionately with 
each year of age. 

4. Newly constructed dwellings are 
concentrated in a Single zone . 

5. There is a minimum price per 
unit of housing service that must 
be met or the unit will be with
drawn from the market. 

6. All actors attempt to maximize 
profit and/or utility. 

1. Location is not an attribute of a 
housing bundle. 

2. Location enters housing choice only 
as a cost that must be incurred by 
households. Location provides no 
utility to housing consumers. 

3. There are 4 components of a hous
ing bundle : interior size, exterior 
size , dwelling quality, and neighbor
hood quality. 

4. The components of a housing 
bundle can only be purchased as 
part of a bundle. Seldom do house
holds have the opportunity to buy 
individual attributes. 

1. There are basically three 
classifications of workers, 
managers and professionals, 
skilled workers, and under
employed who reside in 
premium hOUSing, worker 
housing, and underemployed 
housing, respectively. 

2. All workers must live in the 
city in which they work. 

3. Everything outside the city 
is an infinite plane and city 
area is a fixed quantity of 
land. 

4. Housing types are assumed 
to be segregated by neigh
borhoods. 



hold presently resides was also an interesting 
factor in intraregional migration decisions. It was 
interesting because it was observed to be either 
very important or relatively unimportant as a fac
tor in relocation decisions. Only rarely was it 
ranked in the middle. Among those giving this 
factor a high rating were young foreign born, 
middle-aged foreign born with 12 years of educa
tion or more, and all classifications of elderly 
household heads. Native and minority, young and 
middle-aged groups were much less concerned 
with this factor on the average. 

The factors of social class and racial 
change displayed only slight variation over 
household types, and neither received a single 
ranking as either the most important or least im
portant variable. 

Summary 

We have reviewed what is known and what 
is believed about the decision to move and 
about the impact of movement on affected com
munities. The sustained profitable investment 
theory seems to explain community development 
and decline in a summary manner, as do the 
more elaborate computer simulation models. 

One of the conclusions that seems to 
emerge from all the studies and analyses pre
sented in this chapter is that housing alone is 
only one of many factors affecting population 
movement and community development/decline. 
Further, movement and development/decline 
forces vary substantially regionally, representing 
complex and dynamic forces that probably can
not be fully captured in a single unified theory. 

Impact of Federal Housing Programs 
on Community Development 

The impact of Federal housing programs is 
difficult to measure with available data. We can 
measure the proportion of all housing stock that 
was either insured or subsidized by a Federal 
program. Also, we can measure the annual pro
duction of new units that was federally assisted . 
Further, the impact of individual programs (sec
tions 203 and 23) or types of programs (mort
gage insurance and low income housing) can be 
compared to appropriate categories of housing 
stock and production. Regional variations can be 
examined , as well as variations by age of occu
pant, type of thrift institution responsible for 
financing, type of unit (multi or single family), 
and whether the housing is located inside an 
SMSA. 

Data to support these analyses are frag
mented and often heterogeneous. We. have ar
rayed and anlyzed the data we could assemble 
in the comparative formats outlined in the last 
paragraph. The data leave rather substantial ana
lytical gaps, but the general magnitude and na
ture of the impact of Federal housing programs 
does, we believe, emerge. 

We turn first to the broad aggregate impact 
of Federal housing prog rams, then to an exami
nation of FHA's role in the growth of suburbs, 
and finally, to an assessment of Federal low and 
moderate income programs. 

Aggregate Impact of Federal Housing 
Programs 

Our analysiS of the aggregate impact of 
Federal housing programs has three compo
nents: 

• Cumulative impact of Federal housing 
programs on the total housing stock. 

• Impact of Federal housing programs on the 
flow of (annual additions to stock) housing units. 

• The stability of the flow of the Federal 
housing dollar. 

We have attempted to determine whether 
Federal housing programs have been responsible 
for a significant proportion of total U. S. housing 
stock and flows. We have identified those Fed
eral insurance and subsidy programs that appear 
to have accounted for significant proportions of 
total new housing in specific years. 

FHA Impact on Total Housing Stock: Our 
analysis of the impact of FHA programs on the 
total housing stock by region-as opposed to 
flow-is summarized in Table 42. Cumulative 
FHA mortgage activity by units from 1935 to 
1971 , is shown as a proportion of the total U.S. 
housing stock in 1970. Total FHA mortgages rep
resent 18.2 percent of the total housing stock
15.6 percent are represented by single family 
housing programs and 2.6 percent by multifamily 
housing programs. Table 43 shows FHA single 
family programs· by legislative section. By far the 
largest volume of units were financed under sec
tion 203. Eighty-two percent of all homes 
financed by FHA were insured under section 203. 
Units insured under this section alone represent 
12.8 percent of the ,Nation's total housing stock. 

Table 44 shows the impact of FHA single 
family insurance and subsidy programs on the 
total stock of one unit structures. In 1970, there 
were 48 million one-unit year-around structures 
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Table 42. Regional Analysis of Single and Multifamily FHA Mortgages, 1935 to 1971 

Total Year 
Around Total FHA Single Family Multifamily 

Housing, Mortgages All Sections All Sections 
Region 1970 Number Percent Number Percent Number Percent 

2.6 

Northeast 16,174,966 2,187 ,848 13.5 1,693,532 10.5 494,316 3.0 
New England 3,843 ,833 447,129 358,677 88,452 
Mid-Atlantic 12,331,083 1,740,719 1,334,855 405,864 

North Central 18,666,874 2,990,103 16.0 2,596,438 13.9 393,665 2.0 
East N. Central 13,107,883 2,166,196 1,872,519 193,627 
West N. Central 5,558,991 823,907 723 ,919 99,988 

South 20,876 ,068 3 ,818,838 18.3 3,239,185 15.5 579,653 2.8 
South Atlantic 10,142,242 1,782,282 1,440,009 342,273 
East S. Central 4,169,104 639,654 563,412 76,242 
West S. Central 6,564,722 1,396,902 1,235,764 161,138 

West 11,938,658 3,167,351 26.5 2,847,735 23.9 319,616 2.6 
Mountain 2,718,244 751,742 681,152 70,590 
Pacific 9,220,414 2,415,609 2,166,583 249,026 

U. S. Total 67,656,566 12,341,978 18.2 10,576,129 15.6 1,811,964 

Sources: Bureau of Census, General Housing Characteristics, Table 1 ; HUD, 1971 Statistical Yearbook, Tables 174 and 175. 

in the U.S. About 10 million, or 22.1 percent, 
were financed with FHA aid from 1935 to 1971. 

Table 45 illustrates the impact of FHA multi
family programs on the total multifamily housing 
stock. About 20 million multifamily units were 
identified in the 1970 census. FHA programs 
have financed about 1.8 million, representing 9.1 
percent of the total stock. 

Regional Distribution of FHA Programs: The 
impact of FHA programs varies substantially by 
region. The percentage of the total housing stock 
financed with FHA aid in the region of greatest 
activity, the West, is almost twice as great as the 
region with the least FHA activity, the Northeast. 
The percentages are 26.5 for the West and 13.5 
for the Northeast. Financing the multifamily units 
also varies substantially by region. FHA financed 
units represent only 6.7 percent of the total 
stock in the Northeast and 13.0 percent in the 
South. 

The distribution of FHA single and multi
family mortgages inside and outside SMSA's is 
shown in Table 46. The 1970 Census identified 
about 46 million housing units inside SMSA's
about two-thirds of the total housing stock. FHA 
insured about 22.7 percent of those homes in
side SMSA's. In contrast, FHA insured only 8.9 
percent of the total housing stock outside 
SMSA's. 

Table 47 shows the impact of FHA single 
family programs on the total housing stock in
side and outside SMSA's. Units financed under 
all sections represented 19.3 percent of the sin
gle family stock inside SMSA's. Section 203 

above, financed 15.8 percent of the single family 
stock inside SMSA's. 

Table 45. FHA Multifamily Home Mortgages, 
1935 to 1971 

Total Units in 
Multifamily Total FHA Multiunit 
Structu res. Mortgages 

Region 1970 Number Percent 

U.S. Total 19,993,320 1,811,964 9.1 

Northeast 7,391,960 494,316 6.7 
New England 1,598,486 88,452 
Mid-Atlantic 5,793 ,474 405,864 

North Central 5,208,058 393,665 7.6 
East N. Central 3,779,782 293,677 
West N. Central 1,428,276 99,988 

South 4,450,587 579,653 13.0 
South Atlantic 2,515,061 342,273 
East S. Central 737,626 76,242 
West S. Central 1,197,900 161,138 

West 3,492,333 319,616 9.2 
Mountain 665,404 70,590 
Pacific 2,826,929 249,026 
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Table 43. Regional Analysis of FHA Insured Home Mortgages by Section, 1935 to 1971 

FHA Single Family Home Mortgages 
Total Total By Section 

Region Year 203 213 220 221 232 235 603 & 608-610 
Around Per- Per- Per- Per- Per- Per- Per- Per-
Housing Number cent Number cent Number cent Number cent Number cent Number cent Number cent Number cent 

U. S. Total 2 67,656,566 10,576,129 15.6 8,680,085 12.8 33,660 5,654 534,420 .8 241,936 .4 75,090 628,015 .9 
Northeast 16,174,966 1,693,532 10.5 1,438,007 8.9 0 0 1,588 114,505 .7 28,050 .2 13,691 85,953 .5 

New England 3,843,833 358,677 316,830 0 333 4,053 16,495 4,898 13,786 
Mid-Atlantic 12,331,083 1,334,855 1,121,177 0 1,255 110,452 11,555 8,793 72,167 

Northwest 18,666,874 2,596,438 13.9 2,180,912 11.9 3,849 1,157 153,765 .8 23,621 .1 62,470 93,981 .5 
East N. Central 13,107,883 1,872,519 1,549,220 2,295 1,016 134,355 11,651 45,380 62,584 
West N. Central 5,558,991 723,919 631,692 1,554 141 19,410 11,970 17,090 31,397 

South 20,876,068 3,239 ,185 15.5 2,561 ,126 12.3 7,339 1,118 134,487 .6 127,441 .6 135,760 217,936 1.0 
South Atlantic 10,142,242 1,440,009 1,130,514 4,377 425 55,045 77,579 53,288 95,495 
East S. Central 4,169,104 563,412 442,113 513 207 28,798 9,775 31,444 34,797 
West S. Central 6,564,722 1,235,764 988,633 2,449 486 50,644 40,087 51 ,028 87,644 

West 11 ,938,658 2,847,735 23.9 2,370,338 19.9 22,403 1,808 125,422 1.1 57,752 .5 58,379 180,221 1.5 
Mountain 2,718,244 681,152 590,881 9,285 1,018 4,214 14,699 24,750 26,674 
Pacific 9,220,414 2,166,583 1,779,457 13,118 790 121,208 43,053 33,629 153,547 

, - indicates volume less than one-tenth of 1 percent. 
2 U.S. total inCludes Guam, Puerto Rico, and the Virgin Islands, and includes adjustments not made for individual States. 
Sources: Bureau of Census, General Housing Characteristics : U.S. Summary, Table 1; HUD, 1971 Statistical Yearbook, Table 174. 

Table 44. FHA Insured Home Mortgages by Section, 1935 to 1971 

FHA Single Family Home Mortgages 
Total One Total By Section 

Region Unit Year 203 213 220 221 232 235 603 & 608-10 
Around Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per-

Structures ber cent ber cent ber cent ber cent ber cent ber cent ber cent ber cent 

U. S. Total' 47,663,246 10,576,129 22.1 8,680,085 18.2 33,660 .1 5,654 534,420 1.1 241,936 .5 275,090 .6 628,015 1.3 
Northeast 8,783,006 1,693,532 19.3 1,438,007 16.4 0 0 1,588 114,505 1.3 28,050 .3 13,691 .2 85,953 1.0 

New England 2,245,397 358,677 316,830 0 333 4,053 16,495 4,898 13,786 
Mid-Atlantic 6,537,609 1,334,855 1,121,177 0 1,255 110,452 11,555 8,793 72,167 

North Central 13,458,816 2,596,438 19.3 2,180,912 16.2 3,849 1,157 153,765 1.1 23,621 .2 62,470 93,981 .7 
East N. Central 9,328,101 1,872,519 1,549,220 2,295 1,016 134,355 11 ,651 45,380 62,584 
West N. Central 4,130,715 723,919 631,692 1,554 141 19,410 11,970 17,090 31,397 

South 16,425,481 3,239,185 19.7 2,561,126 15.6 7,339 1,118 134,487 .8 127,441 .8 135,760 .8 217,936 1.3 
South Atlantic 7,627,181 1,440,009 1,130,514 4,377 425 55,045 77,579 53,288 95 ,495 
East S. Central 3,431,478 563,412 442,113 513 207 28,798 9,775 31,444 34,797 
West S. Central 5,366,822 1,235,764 988,633 2,449 486 50,644 40,087 51,028 87,644 

West 8,446 ,325 2,847,735 33.7 2,370,338 28.1 22,403 .3 1.808 125,422 1.5 57,752 .7 58,379 .7 180,221 2.1 
Mountain 2,052,840 681,152 590,881 9,285 1,018 4,214 14,699 24,750 26,674 
Pacific 6,393,485 2,166,583 1,779,457 13,118 790 121,208 43,053 33,629 153,547 

Sources: Bureau of Census, General Housin9 Characteristics: U.S. Summary. Table 1; HUD, 1971 Statistical Yearbook, Table 174. 

c.n ...... 
'U.S. total includes Guam, Puerto Rico, and the Virgin Islands, and includes adjustments not made for individual States. 
2 _ indicates less than one-tenth of 1 percent. 
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Conclusion: FHA Effect on Total Stock: 
Based on the fraction of total units insured or 
subsidized by FHA since the program's inception 
in 1934 to 1971, it would appear that FHA's influ
ence is measurable but not determinant or even 
substantial. Less than one-fifth of the nation's 
housing stock appears to have been financed 
with FHA aid. Section 203, which has financed 
12.8 percent of the total housing stock, is the 
only program that appears to have attained sig
nificant volume. 

Impact of Public Housing and Housing for 
the Elderly on Total Stock: About 1.2 million 
public housing units (for all ages and designated 
for elderly) were under ACC in 1971 . Table 48 
shows 1he impact of the public housing program 
on the total housing stock and the low income 
housing stock. Although the 1.2 million units rep
resented only 1.7 percent of the total stock in 
1971, they accounted for 13 percent of the low 
income housing stock. In the Northeast, public 
housing units represent almost one-fifth of the 
low income housing stock. 

Table 49 presents a similar analysis for 
housing programs for the elderly-public hous
ing units designated for the elderly (about one
fourth of all units) and section 202 units. The 
324,861 housing units for the elderly represent 
only .5 percent of the total stock but 3.6 percent 
of the low income stock. In the region of great
est impact, the Northeast, housing for the elderly 
represents 5.5 percent of the low income hous
ing stock. 

We conclude that the public housing pro
gram and section 202 have had only minor 
impact on the total housing stock-representing 
about 2 percent of the total. The impact of these 
programs on the low income housing stock, al
though much greater, is not substantial. Only 
about 13 to 14 percent of low income housing 
has been constructed under the public housing 
and section 202 programs. 
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Table 48. Regional Analysis of Public Housing, Status as of December 31,1971 

Region 

U. S. Total' 

Northeast 
New England 
Mid-Atlantic 

North Central 
East N. Central 

West N. Central 


South 
South Atlantic 
East S. Central 
West S. Central 

West 
Mountain 
Pacific 

Source: HUD Statistical Yearbook, 
1 Owner occupied homes valued at 
2 U.S. total includes Guam, Puerto 

Public Public 
Housing Housing 

Total Total Public Units as Units as 
Year Low Housing Percent Percent 

Around Income Units of of Low 
Housing, Housing, Under Total Income 

1970 1970 ' ACC Stock Stock 

67,656,566 9,016,658 1,175,861 1.7 13.0 


16,174,966 1,698,375 321,386 1.1 18.9 

3,843,833 355,166 79,548 

12,331,083 1,343,109 241,838 

18,666,874 1,121,187 248,114 1.3 11.7 
13,107,883 1,251,502 179,646 
. 5,558,991 869,685 68,498 


20,876,068 4,329,664 426,132 2.0 9.8 

10,142,242 1,780,166 198,165 

4,169,104 1,022,947 112,195 

6,564,722 1,526,551 115,772 


11,938,658 867,532 123,495 1.0 14.2 

2,718,244 340,584 28,084 

9,220,414 526,948 95,411 


1971, Table 152. 

less than $7500, and rental units with monthly rentals less than $60. 

Rico, and the Virgin Islands. 


Table 49. Regional Analysis of Housing Programs for the Elderly 

Region Total Total 
Year Low 

Around Income 
Housing, Housing, 

1970 1970 
U. S. Total' 67,656,566 9,016,658 
Northeast 16,174,966 1,698,375 

New England 3,843,833 355,166 
Mid-Atlantic 12,331,083 1,343,109 

North Central 18,666,874 1,121,187 
East N. Central 13,107,883 1,251,502 
West N. Central 5,558,991 869,685 

South 20,876,068 4,329,664 
South Atlantic 10,142,242 1,780,166 
East S. Central 4,169,104 1,022,947 
West S. Central 6,564,722 1,526,551 

West 11,938,658 867,532 
Mountain 2,718,244 340,584 
Pacific 9,220,414 526,948 

Source: HUD Statistical Yearbook, 1971, Tables 146 and 152. 
1 U.S. Total includes units In Guam, Puerto Rico, and Virgin 
2 Includes housing for the handicapped. 

Total 
Total Housing 

Housing for 
for Elderly 

Elderly as 
as Percent 

Percent of 
Housing For the Elderly of Low 

Public Section Total Income 
Total Housing 202 2 Stock Stock 

324,861 279,586 45,275 .5 3.6 

93,032 83,883 9,149 .6 5.5 
30,499 27,769 2,730 
62,533 56,114 6,419 

104,731 92,624 12,107 .6 4.9 
67,068 59,127 7,941 
37,663 33,497 4,166 

91,555 77,561 13,994 .4 2.1 
43,992 35,642 10,350 
19,738 17,990 1,748 
25,825 23,929 1,896 
34,188 24,524 9,664 .3 3.9 

7,561 4,873 2,688 
26,627 19,651 6,976 

Islands. 
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Table 50. Annual Housing Starts, 1940 to 1971 

Federally Assisted Housing Starts (000 omitted) 
Privately Owned 

Pub. 

Year Housing Starts Total FHA Ins. VA Guar. USDA Owned 
Con- Mobile Num- Per- Num- Per- Num- Per- Num- Per- Num- Per-

Total structed Homes ber cent ber cent ber cent ber cent ber cent 
1940 
1945 1 
1950 2,014,748 1,951 ,648 63 ,100 44 2.2 
1951 1,558,507 1,491,207 67,300 
1952 1,587,520 1,504,520 83,000 
1953 1,515,272 1,438,372 76.900 1,558 18.8 
1954 1,626,445 1,550,445 76,000 19 1.1 
1955 1,757,615 1,645,715 111 ,900 
1956 1,450,539 1,345,739 104,800 
1957 1,329,247 1,221 ,647 107,600 1,262 16.4 
1958 1,475,988 1,375,588 100,400 
1959 1,649,336 1,528 ,836 120,500 
1960 1,375,837 1,272,137 103,700 261 19.0 75 5.5 44 3.2 
1961 1,455,200 1,365,000 90,200 261 17.9 52 3.6 
1962 1,610,400 1,492,400 118,000 244 15.2 30 1.9 
1963 1,792,840 1,642,000 150,840 221 12.3 71 4.0 32 1.8 
1964 1,752,320 1,561,000 191 ,320 205 11 .7 59 3.4 32 1.8 
1965 1,725,600 1,509,600 216,000 197 11.4 49 2.8 37 2.1 
1966 1,412,900 1,195,900 217,000 158 11 .2 31 2.2 
1967 1,561,817 1,321,817 240,000 180 11.5 52 3.3 30 1.9 
1968 1,863,500 1,545,500 318 ,000 220 11.8 56 3.0 38 2.0 
1969 1,912,920 1,499,920 413,000 343 17.9 233 12.2 51 2.7 26 1.4 33 . 1.6 
1970 1,867,759 1,466,759 401,000 557 29.8 421 22.5 61 3.3 40 2.1 35 1.9 
1971 2,581,070 2,084,500 496,570 728 28.2 528 20.4 94 3.6 74 2.9 32 1.3 

Sources: Downs, Anthony, Summary Report : Federal Housing Subsidies, Prepared for NAHB, NAMSB, and U.S. SLL. 1972, p. 11; 
Bureau of Census, U.S. Statistical Abstract, 1972, Table 1143; 

Impact of All Government Programs on the 
Total Housing Flow: We also attempted to deter
mine if Federal housing activity appeared to rep
resent a significant proportion of new residential 
construction in any year. Individual programs 
were examined to see which represented the 
most substantial proportion of new housing con
struct ion (flow) over time. 

Federally assisted housing starts as a pro
portion of total new housing (including mobile 
homes) are shown in Table 50 from 1950 to 1971. 
FHA insured new homes represented almost 
one-fifth of the total from 1951 to 1954. Its share 
declined in all subsequent years except 1970 
and 1971, when the FHA's share of new homes 
financed was 22.5 percent and 20.4 percent, re
spectively. Du ring the 1960's, the FHA's share of 
all new construction averaged about 12 percent. 

Although the proportion of new homes 
financed with VA guaranteed loans has also fluc
tuated, the 1960's have been characterized by an 
overall decline in the importance of VA loans. 
Five and one-half percent of all new homes were 
financed with VA guaranteed loans in 1960, con-

HUD, 1971 HUD Statistical Yearbook, Tables 341 and 342. 

trasted with only 2.7 percent in 1969. By 1971, 
the percentage had increased again to 3.6 per
cent. 

The fraction of all new units that were pub
licly owned has also declined since about 1960. 
In 1960, 3.2 percent of all housing starts were 
publicly owned ; by 1971 this percentage had 
dropped to 1.3 percent. This decline largely re
flects the relative importance of the leasing pro
gram in adding to the public housing stock. 
These units are not owned by the government 
and thus do not appear (statistically) as "pub
lic." 

1970's: Major Change: In 1970, total feder
ally assisted housing starts increased substan
tially over the preceding year-from 343,000 
units to 557,000 units, a 63 percent increase. 
This increased the proportion of federally in
sured or subsidized housing starts to 29.8 per
cent from 13.1 percent the year before. This vol
ume was generally maintained in 1971 when 28.2 
percent of all new starts were federally insu red 
or subsidized. 
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Table 51. Value of New Residential Housing, 1940 to 1972 ($ millions) 

Federally Assisted Housing Starts 
Privately Owned 

Housing Total FHA (Aid) VA Guar. Publicly Owned 
Con- Mobile Per- Per- Per- Per-

Year Total structed Homes Value cent Value cent Value cent Value cent 

1940 601 
1945 
1950 2,794 1,865 
1951 
1952 
1953 
1954 
1955 1,245 4,582 
1956 
1957 
1958 
1959 
1960 16,357 4,990 30.5 2,908 17.8 1,554 9.5 528 3.2 
1961 
1962 
1963 
1964 20,396 2,502 1,023 
1965 21,740 20,528 1,212 3,638 16.7 2,296 10.6 876 4.0 466 2.1 
1966 18,208 16,969 1,239 3,689 20.3 2,312 12.7 980 5.4 394 2.2 
1967 20,442 19,072 1,370 3,551 17.4 2,011 9.8 1,143 5.6 397 1.9 
1968 25,061 23,153 1,908 4,656 18.6 2,695 10.8 1,430 5.7 531 2.1 
1969 27,789 23,292 2,497 4,845 17.4 2,867 10.3 1,493 5.4 485 1.7 
1970 22,655 22,655 NA 7,662 33.8 5,845 25.8 1,310 5.8 507 2.2 
1971 NA 
1972 

Sources: Bureau of Census, U.S. Statistical Abstract, 1972, Tables 1142, 1144, and 1164. 

It appears that, with the exception of 1970 
and 1971, total federally assisted housing starts 
have not represented a substantial proportion of 
new residential construction. During the 1950's 
and 1960's, the proportion was about one-fifth; in 
1970, the Federal role increased dramatically, pri
marily due to increases in FHA assisted housing 
starts. Except for the FHA, Federal programs 
played a minor role, each representing about 2 
to 3 percent of annual new starts. 

Table 51 shows the impact of FHA and VA 
on new residential construction as measured by 
value of the new unit. Where data are shown, the 
Federal new housing dollars appear to represent 
a slightly higher proportion of the total value of 
new housing units, suggesting that FHA and VA 
financed homes have a greater average value 
than all new homes. FHA new housing dollars 
represented 25.8 percent of the total in 1971, 
compared to 22.5 percent of total un its. 

A summary of annual mortgage activity in 
nonfarm residential housing-new and existing 
units-by source of financing from 1955 to 1971 
is shown in Table 52. FHA's share of total mort
gage dollars declined steadily during this period 

from 18.3 percent in 1955 to 14.4 percent in 
1971. VA mortgages declined much more sub
stantially, from 23.8 percent in 1955 to only 8.9 
percent in 1971. Conventional financing grew in 
importance as the role in these Federal pro
grams diminished. A similar analysis by type of 
lending institution is shown in Table 53. 

Table 54 shows the percentage of Govern
ment insured mortgages held by each type of 
lending institution relative to total loans out
standing. The percentage of VA guaranteed and 
FHA insured mortgages held by each type of in
stitution has declined since 1960. In 1971, only 
about one quarter of all outstanding loans were 
government insured; mutual savings 'banks held 
the highest proportion, 55 percent, and savings 
and loan institutions held the least, 14 percent. 

The fluctuation of VA guaranteed loans, of 
course, reflects the increased activity in periods 
immediately after wars, as returning veterans 
started families and purchased homes. Other 
Federal programs were also erratic but so small 
relative to FHA and VA as to be inconsequential. 

Flow of the Federal Housing Dollar: In addi
tion to determining the impact of Federal hous

- - --~-, , 
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Table 52. Summary: Mortgage Activity in Nonfarm Residential Housing ($ millions) 
Total Loans FHA VA Conventional 

Per- Per- Per- Per-
Year Value cent Value cent Value cent Value cent 

1940 
1950 45,916 100 NA NA NA 
1955 90,036 100 16,509 18 .3 21,441 23.8 52 ,086 57.9 
1960 143,527 100 25,481 17.8 25,968 18.1 92,078 64.1 
1965 237,979 100 38,706 16.3 26,780 11.3 172 ,493 72.4 
1966 
1967 
1968 283,156 100 42,622 15.1 27,707 212,827 75.2 
1969 292,741 100 44,002 15.0 21,173 7.7 227,566 77.3 
1970 314,633 100 45,603 14 .5 28,485 9.1 240,545 76.4 > 
1971 349,326 100 50,232 14.4 31,208 8.9 267,886 76.7 

Source: Bureau of Census, 1972 U.S. Statistical Abstract, Table 707. 

Table 53. Mortgage Activity in Nonfarm Residential Housing by Type of Lending Institution: 
Loans Outstanding ($ millions) 

FHA Insured VA Guaranteed Total Conventional 
Total Total By Type of Lending Institution Total By Type of Lending Institution Con- By Type of Lending Institution 
Loans FHA Mutual Life VA Mutual Life ventional Mutual Life 
Out- Per- Comm. Sav. Ins. Per- Comm. Sav. ins. Per- Comm. Sav. Ins. 

Year standing Value cent Banks Banks Co. S&L's Value cent Banks Banks Co. S&L's Value cent Banks . Banks Co. S&L's 

1950 45,916 NA NA $ 1,615 $ 4,573 $ 848 NA $ NA 1,457 $2,026 $ 2,973 NA $ NA $ 3 ,982 $ 8,176 $ 9,836 
1955 90,036 16,509 18.3% 4,560 4,150 6,395 1,404 21,441 23.8% 3,711 5,773 6,074 5,883 52,086 57.9% 7,617 5,645 14,703 24,121 
1960 143,527 25,481 17.8 5,851 7,074 9,032 3,524 25,968 18.1 2,859 8 ,986 6,901 7,222 92,078 64.1 11 ,652 8,246 22,856 49,324 
1965 237,979 38,706 16.3 7,702 13,791 12,D68 5,145 26,780 11 .3 2,688 11,408 6,286 6,398 172,493 72.4 21,997 14,897 36,836 98,763 
1968 283,156 42,622 15.1 7,926 15,569 12,469 6,658 27,707 2,708 12,033 5,954 7,012 212,827 75.2 30,800 19,146 45,749 117,132 
1969 292,741 44,002 15.0 7,960 15,862 12,271 7,909 21,173 7.7 2,663 12,166 5,701 7,643 227,566 77.3 33,950 20,654 48,282 124,680 
1970 314,633 45,603 14.5 7,919 16,087 11,419 10,178 28,485 9.1 2,589 12,008 5,394 8,494 240,545 76.4 35,131 21,842 51 ,913 131,659 
1971 349,326 50,232 14.4 8,704 16,970 10,760 13,798 31,208 8.9 2,833 12,520 5,007 10,848 267,886 76.7 39,968 23,951 54,228 149,739 

Source : Bureau of Census, 1972 U.S. Statistical Abstract, Table 707. 

Table 54. Percent of Mortgages Insured by FHA or VA 1950 to 1971 ($ millions) 

Commercial 	Banks Mutual Savings Banks Life Insurance Co.'s Savings and Loan 
Percent Percent Percent Percent 

Year Total FHA and VA Total FHA and VA Total FHA and VA Total FHA and VA 

1950 N.A. N.A. 13,033 23.6 14,775 44.7 13,657 30.0 
1955 15,888 52 .1 15,568 63.7 27,172 45.9 31,408 23.2 
1960 20,362 42.7 24,306 66.1 38,789 41.1 60,070 17.9 
1965 32,387 32.1 40,096 62.8 55,190 33.3 110,306 10.4 
1968 41,434 25.7 46,748 59.0 64,172 28.7 130,802 10.4 
1969 44,573 23.8 48,682 57.6 66,254 27.1 140,232 11 .1 
1:970 45,639 23.0 49,937 53.3 68,726 24.5 150,331 12.4 
1971 51,505 22.4 53,441 55.2 69,995 22.5 174,385 14.1 



ing programs on the total housing stock and 
flow, we also reviewed the flow of funds in Fed
eral housing programs to assess whether pro
gram activity appeared to be volatile or was 
characterized by steady growth or decline. 

The FHA multifamily housing programs are 
characterized by the greatest fluctuation of fund
ing of Federal housing programs, as shown in 
Table 54. The value of mortgages increased dra
matically from $19.8 million in 1945 to $1.16 bil
lion in 1950. By 1955, however, their value had 
dropped to $76 million. Within this aggregate 
instability, FHA grew fairly evenly. The volume of 
FHA single family mortgages increased every 
year from 1935 to 1971 with the exception of 
1967. VA guaranteed loans were the source of 
aggregate volume instability. VA insured $7.2 bil
lion mortgages in 1955. By 1960, volume had 
fallen to about $2.0 billion. In 1971, volume again 
was high at $5.9 billion. 

The Role of Federal Mortgage Insurance 

The Federal Government has on balance 
been a minor factor in the vast U.S. housing 
market, as elaborated in the previous section. 
One program-home mortgage insurance
stands out, however, as the major Federal contri
bution to housing. FHA and VA are among the 
oldest and clearly the most heavily funded Fed
eral housing programs. As such, assessing the 
impact of Federal housing activity requires close 
examination of FHA and VA, particularly because 
these programs are sometimes considered re
sponsible for one of the major housing/popu
lation phenomena of our times, suburbanization. 

FHA and the Suburbs: The Federal Govern
ment has been insuring home mortgages since 
1955, first under FHA (section 203) and later 
under VA as well. The previous section indicates 
that with very few exceptions (FHA 203 in 1971) 
Government mortgage insurance has always 
been a small part of the dollar value and number 
of U.S. housing units, both in terms of new pro
duction and total stock. Further, in every region 
of the country the Government role in mortgag
ing financing has been minor. 

Nevertheless, there is a school of thought 
that contends that FHA and VA mortgage insur
ance caused or at least significantly influenced 

the rapid growth of suburbs. The bases for this 
contention are: 

• Government insurance concentrated dis
proportionately (five to one) in single family 
housing, which is concentrated in suburbs. 

• FHA and VA insurance started growing 
and continued growing along with the rapid sub
urban growth. 

• FHA objectives of providing sustained 
levels of credit insurance-particularly during 
periods of tight money-and protecting Federal 
insurance reserves, drove FHA to safe suburban 
home insurance. 

• FHA could only act on applications it re
ceived, and the applications came from the sub
urbs. 

These factors certainly helped make FHA 
and VA largely single family programs that con
centrated on stable and growing neighborhoods, 
but it cannot be shown that these factors ren
dered FHA or VA causes of or even significant 
influences on the growth of suburbs. The rise of 
the suburbs seems to stem from forces more 
complex and far more powerful than Federal 
mortgage insurance. 

Sources of Suburban Growth: In the thirties 
and ~arly forties, suburban housing grew slowly, 
although FHA had been operating since 1934. 
The ravages of war and the Depression damp
ened demand for housing and reduced the 
amount of capital available for financing new 
housing construction during that period. FHA 
was operational but little construction developed 
-suburban or otherwise. Macroeconomic fail 
ures and foreign policy uncertainties over
whelmed the early years of the agency's opera
tions. FHA had little perceivable impact. 

Du ring the fi rst years of the postwar 
economic recovery, returning soldiers were form
ing families. Rising incomes created demand for 
new housing and supplied personal savings for 
the high interest-paying thrift institutions, such 
as savings and loans. The thrift institutions in 
turn were obliged to find high yield investments 
for their new deposits, and home mortgages pro
vided a prudent answer. The suburban mortgage 
market grew rapidly and FHA participated. But 
this phenomenon cannot be linked to a change 
in FHA policies. FHA followed the same operat
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ing procedures that had financed relatively little 
suburban construction during the period 1934 to 
1946. Economic and diplomatic forces did 
change, and seem to have dwarfed, the influence 
of FHA in starting the rapid growth of suburbia. 

Furthermore, the emergence of mass transit 
systems, high speed multilane highway networks, 
rapid growth in family formation, increasing birth 
rates, and gains in real family incomes all seem 
to rival FHA as partial causes of suburban 
growth. 

Shortly after the large increase in the FHA's 
insurance activities during 1945 to 1955, private 
firms began offering mortgage insurance on 
terms competitive with FHA's. By 1955, FHA was 
insuring only about half of all new homes. By 
1963, private insurance largely equalled FHA. 
Private mortgage insurance is (and always has 
been) profitable. Financial institutions know how 
to provide this type of service well. Private insur
ance grew rapidly in volume and spread to all 
States. In 1973, New York became the 50th State 
to allow the sale of private mortgage insurance 
by thrift institutions. It seems appropriate to as
sume that this highly profitable industry was 
bound to emerge as private housing starts grew 
after World War II. 

Passive Nature of FHA Influence: Addition
ally, FHA operated passively. Applications were 
submitted to the FHA for approval by individual 
home buyers and builders. FHA reviewed these 
randomly submitted applications and insured sol
vent (and only solvent) applicants from whatever 
community they happened to come. Therefore, 

, FHA reviewed applications rather than planned 
development. Congress did not mandate other
wise. To protect reserves, FHA financed homes 
and projects that would complement and profit 
from identifiable growth trends. No efforts to 
plan communities were initiated, and only re
cently have projects been encouraged for declin
ing neighborhoods. 

FHA financing decisions were based on 
financial viability on individual investment 
proposals, not suburbanization, nor metropolitan
ization, nor arresting decline, nor any of the 
other trends we Observed in the first chapter of 
this paper. 

Conclusions: We thus conclude that FHA's 
participation in suburban growth was the result 
of diplomatic and economic forces, not the re
flection of a desire to build or not to build any 
particular type of community. The FHA's need to 
maintain Federal insurance reserves was suc
cessfully met by financing suburban construc
tion. But the FHA did not actively encourage nor 

discourage suburban construction. In its review 
of randomly filed mortgage applications, FHA 
generally financed single family homes in stable 
neighborhoods to meet its goal of financial via
bility, not to meet a goal of building suburbia. 
Perhaps the FHA allowed suburban growth to 
begin somewhat earlier than otherwise would 
have occurred, but this appears to be the extent 
of FHA impact. 

In this light, FHA may not have been signifi
cantly responsible for suburban housing. Rather, 
the sweeping forces of time, historical events, 
and economics seem to have dictated FHA par
ticipation in financing suburban construction 
once (long after the FHA's inception) conditions 
grew receptive to suburban growth. 

Perhaps FHA served a catalytic function by 
allowing the inevitable phenomenon of suburban 
growth to start earlier and grow more rapidly in 
the early postwar years. But in the broad sweep 
of decades, world politics, and macroeconomics, 
the FHA seems at best a marginal contributory 
influence on the growth of suburbs. 

Federal Housing Programs in Declining 
Areas 

The Federal Government has sponsored sev
eral housing programs in declining areas. The 
mortgage insurance operations just described 
were intended to help satisfy (or at least had the 
effect of helping to satisfy) housing demand for 
the vast majority of consumers who could afford 
mortgage payments. As indicated earlier, the in
surance programs blended nicely with the 
growth of single family housing in stable and 
growing neighborhoods. 

In contrast, the Federal programs in declin
ing areas were intended to satisfy the unmet 
housing demand of a segment of the population 
-chiefly the poor and the elderly. Generally, 
these programs had to confront, and attempted 
to resist, broad community trends, unlike the in
surance programs that were consistent with the 
trends in their constituent communities. 

General Impact on Low Income Housing: The 
data on low income housing production are par
ticularly heterogeneous and incomplete. For ex
ample, we were unable to estimate how much, if 
any, low income housing production stems from 
Model Cities and urban renewal appropriations 
Further, the definition of "low income" strongly 
affects the number of Federal programs that can 
be considered to produce low income housing. 

We know, however, that in 1970 there were 
4.8 million housing units in the United States that 
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rented for under $61 per month and 4.2 million 
units that were valued at under $7,501. We know 
that about 1.17 percent of these un its were built 
by the Federal Government in 1970, and that 
during 1970 there was no significant other (State, 
local, and private) construction of housing in 
these income categories. 

Table 55 assumes that $60 monthly rentals 
and $7,500 household valuation is a useful stand
ard for "low income." The table shows that the 
rate of low income housing construction (new 
production divided by total stock) was sUbstan
tially lower than the rate of all housing construc
tion in 1970. Without Federal programs the rate 
of low income housing production would have 
been negligible. ' State governments built only 
2,000 low income units in 1969, 3,000 in 1970, 
and 10,000 in 1971. There is no substantial pri
vate (unassisted) low income housing construc
tion. Therefore, Federal programs have played a 
substantial, in fact determinant, role in the lim
ited but measurable expansion of low income 
housing in recent years. Also, about 90 percent 
of recent Federal efforts in this area are in multi
family public housing programs-conventional, 
leasing, and Turnkey. 

Table 55. Production of Low Income Housing 
(000 Units) 

1971 1970 1969 
Conventional 25 29 36 
Lease and Turnkey 67 55 28 
Rent Supplements 15 21 16 
Total 107 105 80 

1970 
Total Total 

Year Round Low Income 
Housing Stock (units) 67,656.000 9,016,000 
New Starts (units) 2,083,000 105,000 
Percent (new starts + 

total stock) 3.08 1.17 

Gross Impact on Low and Moderate Income 
Housing: We know that in 1970 there were 13.3 
million units valued at less than $15,001 and 15.7 
million units renting for less than $120. We could 
not find data to establish the average values and 
rents of sections 235 and 236 housing. But it 
would appear that these programs contribute to 
the housing that sells for less than $15,001 or 
rents for less than $120. 

Table 56 estimates recent production of low 
and moderate income housing under Federal 
programs. The indicated 1970 production of 

186,000 units represents 0.66 percent of the 1970 
low and moderate stock. I n 1970 all housing pro
duction was about 3.08 percent of all housing 
stock. 

H would appear, therefore, that in gross ag
gregate terms Federal programs played a rather 
minor role in the entire low and moderate hous
ing market in 1970. Data sufficient to perform 
this analysis for other years were not found. 

Impact Evaluation: As mentioned, these pro
grams sought to intervene in the community de
cline process and, unlike the mortgage insurance 
programs, reverse or at least deflect trends. The 
programs confronted powerful forces of decline, 
notably the lack of sustained profitable invest
ment opportunity, which discouraged new con
struction, commercial and business investment, 
and weakened public services. Although the low 
income programs sought to reverse-not rein
force-trends, they received substantially less 
funding than the mortgage insurance programs. 
FHA and VA accounted for 622,000, or 85 per
cent, of the 728,000 un its constructed under Fed
eral programs in 1971, the year in which the 
most low income housing was completed. 

Table 56. Production of Low and Moderate 
Income Housing Under Federal Programs 

Production 1967 1970 1971 
1-4 Family Units 

Section 235 8 70 136 
USDA 24 38 71 

Multifamily Units 
Conventional Public 36 29 25 
Leasing and Turnkey 28 55 67 
Section 236 1 49 100 
Rent Supplements 16 21 15 
Section 221 (d)(3) 39 24 11 
Section 202 7 6 1 
USDA 2 2 3 

Total Federal Activity 129 186 212 

Federal commitment was therefore some
what asymmetric-the programs that intended 
to confront the powerful trends of community de
cline received far fewer resources than the pro
g rams that reinforced the strong trends of com
munity development. 

The relatively small aggregate impact of 
Federal low and moderate income programs 
seems to have destined the programs to a minor' 
impact. If in their strongest and best funded 
year, the HUD programs added only about 0.7 
percent to the low and moderate income stock, it 
is difficult to expect that the programs would 
have much impact. 
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Conventional Public Housing: About 32,000 
public housing units have been produced an
nually under the conventional public housing 
program. This annual production represents 
one-third of 1 percent of the 1970 stock of low 
income housing, defined as valued above $7,501 
or renting for less than $61. In addition to serv
ing a minor aggregate role, the public housing 
program has structural limits on its ability to af
fect the low income housing market: 

• Municipalities were required to tax abate 
propert ies in order for the local housing author
ity (LHA) to qualify for Federal annual contribu
tions which amorti7.e the bonds issued by the 
FHA. The locality receives a payment in lieu of 
taxes of 10 percent of rent payments, which is 
generally less than the property taxes for which 
the property would be liable. In spite of this rev
enue loss, local governments must execute a 
"Cooperation Agreement " that commits them to 
provide full services to the project. As a result, 
most communities regard public housing as a 
financial drain. This is in contrast to the FHA pro
grams and the section 23 leasing program which 
pay full taxes in nearly all communities. 

• The building and banking sectors were 
relucta'1t to support public housing projects. 

Leasing Program : Under the section 23 leas
ing program, LHA's use program funds to lease 
units from private owners and then sublease 
these to public housing tenants on a subsidized 
basis. Two major benefits were intended : 

• The LHA could provide housing without 
the necessity of undertaking a time consuming 
construction prog ram. 

• A degree of integration would be 
achieved by introducing public housing tenants 
into the private housing stock. 

Data are unavailable for a full assessment of 
the impact of section 23 on the total low and 
moderate income housing stock. 'For example, 
we cannot measure the extent to which sub
standard units were rehabilitated or chains of 
moves were caused that eventually resulted in 
increased demand for new housing. 

Since its enactment, about one-fourth of all 
new public housing units have been section 23 
units. The approximately 85,000 units currently 
maintained house about 1 percent of the nation's 
poor families . As of mid-1970: 

• 62 percent were existing units without 
major rehabilitation. 

• 23 percent were existing rehabilitated 
units. 

• 15 percent were newly constructed units. 

Although section 23 units are apartments in 
scattered sites within older, modest neighbor
hoods, it is impossible to assess the program's 
effect on reducing racial discrimination. The 
average leased unit is located in a census tract 
where slightly fewer than 20 percent of the 
households are black. We do not know where 
leasing tenants lived previously, however. In ad
dition, the ability of local housing authorities to 
lease units is restricted to territories over which 
they have jurisdiction. Communities wishing to 
exclude sect ion 23 public housing simply fail to 
organize an LHA. With the present scale of the 
program any effects to dimin ish racial segrega
tion have been small. 

Turnkey: The Turnkey program is responsi
ble for most new public housing in the United 
States. The Turnkey approach of leasing or pur
chasing completed units eliminates much of the 
LHA planning procedures and allows developers 
to select project sites. 

Although simplifying procedures, the 
Turnkey approach has the effect of reducing the 
planning capability of the Federal Goverment. 
Under Turnkey or under FHA, Federal adminis
trators review applications from private develop
ers. Government authorities do not rigorously 
plan site location, project size, architectural 
style, rentals, and occupant income mix. Instead, 
these decisions are made largely by the appli
cants. 

Urban Renewal and Model Cities: Urban re
newal and Model Cities sought to impact on 
communities as a whole income group, although 
an important subsidiary objective was to improve 
the housing stock. The focus of both programs 
was on urban residential neighborhoods, al
though commercial and industrial areas were 
considered if their rehabilitation could be shown 
to improve the quality of adjacent deteriorating 
neighborhoods. 

It was recognized that private developers 
could not rebuild central city neighborhoods be
cause they faced two major obstacles : 

• Assembling a large number of parcels 
under diverse ownership to create a tract large 
enough to support efficient, modern develop
ment. 

• High costs, including cost of existing 
structures and of their demolition. 
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Communities readily accepted the urban re
newal program. At its inception, only larger cit
ies initiated urban renewal projects. Increasingly, 
smaller communities also perceived the desira
bility of participating. In 1954, 44 percent of the 
communities had populations of 100,000 or more; 
by 1964 this proportion had dropped to 14 per
cent, and more than half had populations of less 
than 25,000. 

The urban renewal program's impact on ar
resting the deterioration of the central cities ap
pears to have been minimal: 

• Of all construction occurring during 1950 
to 1960, in cities with populations over 100,000, 
only 1.3 percent was on urban renewal sites, and 
a proportion of this may have occurred in the 
program's absence. 

• The average project takes about 12 
years to complete. 

• Tracts suitable for luxury housing were 
quickly rebuilt, but developers were reluctant to 
use less desirable land for high and middle in
come housing. 

• The tax base was not strengthened in 
most cities. 

• The housing stock for low income fami
lies was not materially increased by this program 
and may have been negatively affected. 

• Low income relocatees frequently paid 
more for housing after moving, thus compound
ing their predicament. 

• Renewal even caused new slums by 
pushing relocatees into areas that subsequently 
became overcrowded and substandard. 

Sections 235 and 236: The most rapidly ris
ing component of the Federal housing programs 
is clearly the 230 programs. Although together 
they represent only 11 percent of all 1971 hous
ing starts, they have grown rapidly since their in
ception in 1968, as shown in the table below. 
The 230's went from a negligible fraction of Fed
eral housing efforts to about half of all Federal 
production in a 2-year period. 

Table 57. Sections 235 and 236 Programs as 
a Percent of all Housing Starts 

Thousands of Units 
1967 1970 1971 

Section 235 8 70 130 
Section 236 1 49 100 
Total Federal 163 297 469 
Percent 235 and 236 of total 6 40 49 

The 230 programs are new and it may be, 
therefore, premature to assess their operating 
methods. But it appears that the 230's, like FHA 
and, recently, Turnkey, largely rely on applica
tions submitted in random fashion by developers. 
As such, the 230 program does not actively plan 
site location, income mix, architecture, and 
rental levels. Rather, developers make these de
cisions, and the Federal administrators ratify or 
deny them. 

The developers are obliged for financial rea
sons to seek safe environments for their invest
ments, or at least as safe as 230 regulations 
allow. It is probably unrealistic to expect a pro
gram so predicated to confront successfully 
strong trends of community decline. 

The 230 programs, therefore, appear too 
small a fraction of total production and too re
liant on developer needs to meaningfully alter 
the prevailing trends of community development 
and decline. 

Summary and Conclusions 

Although, as indicated at several points 
herein , data on Federal housing programs are in
complete, several points seem to emerge from 
the foregoing analysis. Most clear is the enor
mous size of the U.S. housing market; there are 
68 million homes. Over two million new homes 
are produced every year. There are multibillion 
dollar annual investments, and every individual is 
involved every day with his shelter requirements. 

Second, even large sums of money-billions 
of dollars-do not affect the aggregate housing 
supply in the long run. Perhaps a single year in
vestment of $80 billion-about 5 percent of pres
ent residential stock value-would make a visi
ble difference in the long run. 

Third, Federal programs at present magni
tudes do not make nearly this kind of con
tribution. The recent rapid increase in Federal 
participation is dwarfed by the aggregate problem. 
The sum of all Federal housing efforts affects 
only small parts of the stock and flow of all U.S. 
housing. The insignificance of Federal efforts is 
true in all years, in all locations, for all housing 
types, and for all housing occupants, all financ
ing institutions, and all Federal programs. 

Fourth, with the exception of a few of the 
Federal Government's least funded programs, 
Federal housing policy has been passive. Pro
grams are structured to receive applications ran
domly submitted by developers who. are con
strained for financial reasons to reinforce 
existing patterns of community development and 
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decline. In such a mode, Federal programs can 
do very little but ratify and -abet development 
processes that most likely would happen any
way. 

Fifth, the diversity in community develop
ment! decline problems is enormous. This is true 
of housing and other components of the develop
ment!decline issue. Half of all abandonment 
happens in New York City, yet mass transit is 
extensive in that city; Philadelphia has vast 
areas of substandard housing, little abandon
ment, and extremely poor transportation. And the 
two cit ies are within a few hundred miles of 
each other. There obviously are no general solu
tions to a problem this diversified. 

Sixth, housing does not appear to be an in
dependent solution. Constructing housing units, 
per se, seems to be a weak remedy. Rather, the 
underlying economic viability of a community
its potential for sustained profitable investment 
-must be elevated to certain minimums, it 
would appear, before development can replace 
decline. Economic viability induces the business 
and commercial investment, new construction, 
and public services that are associated with 
community development. 

In this light, it would appear that community 
development policymaking should proceed in a 
particular order; namely, if economic viability is 
the ultimate determinant of development and the 
proper (or only) way to terminate decline, then 
decisions should first be made about how and 
where to increase employment opportunities, 
strengthen job training, and improve transporta
tion to and from job sites. After these decisions 
are made-and only after-sensible decisions 
can be made about where to locate housing. 

For example, it would appear to be a mis
take to build moderate and low income housing 
in the center of a city and not to aid mass 
transit, if the low skilled jobs are situated in the 
outskirts of the metropolitan area where low land 
costs often force manufacturers to locate. More 
broadly, central city housing may only be sensi
ble if there is a specific prior plan to get the oc
cupants of that housing to work, either by 
transit, by bringing the jobs into the city, or by 
some combination of both. 

Further, the diversity of U.S. metropolitan 
centers suggests that prior economic planning 
must be done on a metropolitan center by metro
politan center basis, and housing policy should 
be similarly tailored to each center's peculiari
ties. The National housing act syndrome of 1949 
and 1968 may not be appropriate. 

There may be valid reasons to construct 
housing in areas of economic malaise even 
though in the long run only economic viability 
arrests decline. Better housing does alleviate 
suffering. Although painful adjustments are made 
to restore (or relocate) economic viability, new 
housing can postpone for a while inevitable fu r
ther decline and reduce the discomfort and ago
nies of economic failure. New housing in areas 
of economic depression can therefore serve a le
gitimate transitional role. 

Finally, it is clear that the size of housing 
demand exceeds the likely financing capabilities 
of the U.S. Government. Even Department of De
fense-like investments would not satisfy annual 
housing replacement requirements. The private 
sector must be effectively harnessed. Even with 
the private sector, construction and land cost in
flation may require less housing space per family 
in the future. 
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Council Inc. 
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he was an economist for the Rand Corporation. 
During the academic year 1974-75, he is a Visit
ing Research Professor, Faculte Universitaire 
Catholique de Mons (Belgium). 

Robinson O. Everett is Professor of Law at Duke 
University. He received his A.B. and J.D. from 
Harvard University and his LL.M. from Duke. He 
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Massachusetts Institute of Technology. He has 
held several pOSitions at the National Urban 
League, including Deputy Director of the Eastern 
Regional Office, Assistant Director of Housing 
Programs, and Project Director of Operation 
Equality. He has served as staff to planning 
agencies such as the Tennessee State Planning 
Commission and the Pudget Sound Regional 
Transportation Study. 

John E. Gaynus was a Project Director in the 
Housing Division of the National Urban League 
in New York City. He is a candidate for the M.A. 
degree at Queens College in New York City. He 
was responsible for the implementation and man
agement of the Housing Information Program 
conducted at Experimental Housing Allowance 
Program sites in Pittsburgh, Pa., and Phoenix, 
Ariz. He was Project Director of Operation Open 
City, a city-wide housing program conducted by 
the New York Urban League and funded by the 
New York City Council Against Poverty. He also 
has been an instructor at York College, Jamaica, 
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both his B.S. and M.S. degrees from the Univer
sity of Illinois. He is the past President and cur
rently a member of the Board of Directors of the 
American Society for Testing and Materials 
(ASTM) and of the Building Research Advisory 
Board (National Research Council). He is a mem
ber of the American Institute of Architects. 

John F. Kain is a Professor of Economics at Har
vard University. He received his A.B. from Bowl
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